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Material Changes

This section discusses only material changes since the last annual update which occurred on
November 23, 2011. The business activities and policies of Pecaut and Company remain materially
unchanged.

After many years of servicing accounts for our clients, Mesirow Financial exited the custody business
for investment advisers in March 2012. Following a thorough review, Pecaut and Company
recommends that clients utilize the brokerage services of TD Ameritrade or Charles Schwab. Charles
Schwab and TD Ameritrade are now the two main custodians for client accounts. We have updated
Item 12 of this Brochure accordingly.

Consistent with SEC “Amendments to Form ADV” in July 2010, we will ensure that clients receive a
summary of any material changes to this and subsequent Brochures within 120 days of the close of
our business'’s fiscal year. Furthermore, we will provide clients with other interim disclosures about
material changes as necessary.

The Brochure for Pecaut and Company is available by contacting 712-252-3268. A copy of our current
Brochure may also be found via the SEC website www.adviserinfo.sec.gov.
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ITEM 4
Advisory Business

A. General Description of Advisory Firm

Pecaut and Company is a federally registered investment advisor. We manage the investment and
reinvestment of our clients’ assets. Asset portfolios are composed primarily of stocks, bonds, and
mutual funds. We seek to compound our clients’ wealth by carefully analyzing, selecting, and holding
shares in quality businesses.

Pecaut and Company has been providing investment services since its founding in 1960 by Russell
Pecaut and his sons. Originally a broker dealer, Pecaut and Company added investment advisory
services in 1995, and now operates exclusively as an investment advisor. The principal owners of
Pecaut and Company are Daniel Pecaut (President) and Corey Wrenn (Vice-President).

B. Description of Advisory Services

Services Offered
Pecaut and Company seeks to grow and preserve our clients’ capital by offering investment advisory
services. Client accounts are tailored to meet our clients’ investment needs and objectives.

We generally find a portfolio of stocks and/or mutual funds suitable for most clients. However, Pecaut
and Company may recommend any of the following types of investments:

Stocks

Mutual Funds

Bonds

Warrants

Exchange Traded Funds

Money Market Funds

Cash

Time deposits

Client portfolios are composed of these types of investments and are constructed using a value-
oriented approach. See Item 8 for more information on our investment strategy.

While we seek to manage portfolios with similar risk objectives in the same way, holdings in each such
account may be different due to timing of client deposits, cash availability, liquidity of securities traded
for client accounts, security prices, certain limited investment restrictions, and tax matters, among
other things.

C. Availability of Customized Services for Individual Clients

Pecaut and Company manages investments for clients and provides continuous supervision of client
portfolios. Investment services can be tailored to each client’'s needs, objectives, and situation. In
addition, clients may impose restrictions on investing in certain securities or security types.

D. Wrap Fee Program

Pecaut and Company does not have a wrap fee program.



E. Assets Under Management

As of August 31, 2012, Pecaut and Company had assets under management in the amounts below:

Assets managed on a discretionary basis $136,500,000

Assets managed on a non-discretionary basis $3,800,000

ITEM 5
Fees and Compensation

A. Advisory Fees and Compensation

As compensation for advisory services rendered, Pecaut and Company charges a fee based on the
net asset or market value of each client account at the end of the quarter. Clients are then billed after
the end of the quarter. When totaling assets under management for a period, significant
inflows/outflows are considered and the fee adjusted accordingly.

If the portfolio management agreement is executed at any time other than the first day of a calendar
quarter, our fees will apply on a pro-rata basis, which means that the advisory fee is payable in
proportion to the number of days in the quarter for which you are a client. Our advisory fee is
negotiable, depending on individual client circumstances. Our standard fee schedule is:

Fee Schedule

Client Assets Under Management Quarterly Fee Rate
First $500,000 0.375%

Next $1,500,000 0.25%

Over $2,000,000 0.1875%

B. Payment of Fees

Management fees are collected in arrears immediately after the end of each quarter. Most clients
make arrangements for Pecaut and Company to deduct fees directly from their accounts. Clients may
instead elect to be invoiced. Quarterly, we send clients a statement showing the calculation of the
advisory fee.

See Item 15 for more information on deducting fees from client accounts.
C. Additional Fees and Expenses

In addition to the management fee paid to Pecaut and Company, clients are responsible for fees and
expenses charged by custodians and broker-dealers, including trading commissions, other transaction
charges, and custodial and account maintenance fees. See Iltem 12 for additional information
regarding Pecaut and Company’s brokerage practices.

Pecaut and Company may recommend investments in mutual funds and exchange traded funds.
These types of investments often charge their own fees for management of the fund and to cover fund
expenses. Each fund publishes a Prospectus which includes a detailed fee schedule. Clients are
responsible for fund fees in addition to the management fee paid to Pecaut and Company.




D. Prepayment of Fees
Under no circumstances do we require or solicit payment of fees in advance of services rendered.
E. Additional Compensation and Conflicts of Interest

Some providers of investment products offer compensation to advisers for each sale. Such practices
can create a conflict of interest for investment advisers.

Pecaut and Company does not receive asset-based sales charges or service fees from the sale of the
mutual funds or pooled investment funds. Where an account is invested in a mutual fund or other
pooled investment vehicle, Pecaut and Company does not receive dual level advisory fees.

ITEM 6
Performance-Based Fees and Side by Side Management

Side-by-side management refers to the practice of managing accounts that are charged performance-
based fees while at the same time managing accounts that are not charged performance-based fees.
Performance-based fees are fees that are based on a share of capital gains or capital appreciation in
client accounts. Our fees are calculated as described in Item 4, and are not charged on the basis of a
share of capital gains or capital appreciation of funds in client advisory accounts.

Pecaut and Company does not accept performance-based fees or participate in side-by-side
management.

ITEM 7
Types of Clients

We offer investment advisory services to individuals, pension and profit sharing plans, trusts, estates,
charitable organizations, corporations and other business entities.

In general, we require a minimum of $100,000 to open and maintain an advisory account. At our

discretion, we may waive this minimum account size.

ITEM 8
Method of Analysis, Investment Strategies, and Risk of Loss

A. Method of Analysis and Investment Strategies

Method and Strategy

Pecaut and Company specializes in a long term value-oriented investment philosophy. We recognize
that the market value of a company is not always reflective of the company’s intrinsic value. We seek
to purchase shares of companies at prices significantly below intrinsic value. Over time, as the
intrinsic value of the company is demonstrated or grows, we expect the market price to more
accurately reflect the intrinsic value, resulting in appreciation of invested funds.

Our strategy involves fundamental analysis of companies, including examination of company balance
sheets, income statements, and other financial reports. The position of the company relative to its
competitors as well as its relationship to the broader economy is also considered. Special
consideration is given to features we call “moats.” Moats are strategic competitive advantages that are
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hard for other companies to duplicate. Both ownership and management of the company are also
important, particularly in terms of alignment with shareholder interests. All of these factors are
evaluated with a mindset of investing in the company for the long-term.

As part of our strategy to uncover investment opportunities, Pecaut and Company continually conducts
research. We regularly monitor public filings, attend corporate conference calls, review business
publications and subscriptions, and attend annual corporate meetings. In addition, over the years we
have developed a network of business and investment contacts which provides us valuable insight to
the investment world.

Risk

Clients should understand that investments in securities (both income and equity securities) and other
assets involve a risk of loss. Past performance of any investment strategy is not a guarantee of future
results. Clients should be prepared to bear the risk of investment losses. See Item 8.B and Item 8.C
for additional information regarding investment risks.

B. Material, Significant, or Unusual Risks Relating to Investment Strategies

The value approach to investing offers considerable risks. Risks inherent to our strategy include:

¢ Risk that our estimates may be inaccurate. Over the years, we have lost money in a number
of our investments because we have made mistakes in our valuations. While we have faith in
our abilities, we do err from time to time.

¢ Management risk. Often our valuation of intrinsic value takes into consideration the ability of
the management to use wisely earnings generated by the company. We do not control the
management of companies with which we invest, and sometimes managers will make poor
decisions that waste company capital and negatively affect the valuation of the company.

¢ Macro-economic risk. Our strategy looks at factors specific to the individual company. There
are factors bigger than the company, such as the larger economy and the influence of
governments. These factors can prove difficult to predict and could affect our investments
negatively.

e Information risk. Our judgment depends on getting timely and accurate information. Some
information about specific aspects of companies we consider for investment may be difficult to
procure. Poor quality information could adversely affect our investments.

¢ Financial leverage risk. A small decline in asset value of a highly leveraged company will
have a major impact on the value of that company’s equity. For that reason, we tend to avoid
highly leveraged companies. However, certain businesses (such as banks) are highly
leveraged by their nature. We have owned a few banks and other financial companies that
have done poorly due to their high leverage.

C. Risks Associated with Particular Types of Securities

Stocks and bonds derive their value from the underlying business (or government) that issues them. A
company'’s ability to make interest payments on their bonds and generate earnings for stock
shareholders affects the price of the company’s stock and bonds. In extreme cases, companies
occasionally suffer events that cause them to completely lose their ability to make interest payments
and generate earnings, resulting in bankruptcy. Investors in the stocks or bonds of a company that
undergoes bankruptcy could lose 100% of their investment. An investor in stocks and bonds must be
aware that all of his investment capital is potentially at risk.

The value of most warrants, mutual funds, and exchange traded funds depend largely on the value of
stocks and bonds, and thus share in those same risks as mentioned in this section.



ITEM9
Disciplinary Information

Pecaut and Company is required to disclose any legal or disciplinary events that are material to a
client’s or prospective client’s evaluation of our advisory business or the integrity of our management.

Our firm and our management personnel have no reportable disciplinary events to disclose.

ITEM 10
Other Financial Industry Activities and Affiliations

Pecaut and Company and its officers and directors have no other industry activities or affiliations to
report.

ITEM 11
Code of Ethics, Participation, or Interest in Client Transactions, Personal Trading,
and Other Conflicts of Interest

A. Code of Ethics

Our Code of Ethics expresses our pledge to always act in an honorable manner while carrying out our
commitment to our clients. Clients or prospective clients may obtain a copy of our Code of Ethics by
contacting us at 712-252-3268. A brief description of our Code of Ethics follows:

We expect all employees to act with integrity, competence, dignity, and in an ethical manner when
dealing with the public, clients, prospects, their employer, and their fellow employees.

We expect all employees to adhere to the highest standards with respect to any potential conflicts of
interest with client accounts — simply stated, no officer or employee should ever enjoy an actual or
apparent benefit over the account of any client.

We expect all persons associated with Pecaut and Company to preserve the confidentiality of
information that they may obtain in the course of our business and to use such information properly
and not in any way adverse to our clients’ interests, subject to the legality of such information.

We expect our officers and employees to conduct their personal financial affairs in a prudent manner,
avoiding any action that could compromise in any way their ability to deal objectively with our clients.

B. Securities in which the Adviser or a Related Person have a Material Financial Interest

It is the policy of Pecaut and Company not to recommend to clients securities in which it or a related
person has material financial interest. Employees of Pecaut and Company may have an interest or
position in certain securities which may be recommended to a client. See Item 11.C for our policy
regarding such situations.

C. Investing in Securities that the Adviser or a Related Person Recommends to Clients



Employees at Pecaut and Company may buy or sell for their own accounts securities identical to or
different from those recommended to clients. In addition, employees or any related person may have
an interest or position in certain securities which may also be recommended to a client.

When employee trades and client trades involve the same securities or related securities (e.g.
warrants of that security), a conflict of interest can arise. For example, by buying or selling the security
immediately before the same trade is processed for the client, an employee could benefit from
potential moves in the market created by the client trade. This tactic is known as “front running.” Front
running unethically disadvantages clients in favor of the advisor. In order to address such conflicts of
interest, Pecaut and Company maintains the following policies and procedures:

It is the expressed policy of Pecaut and Company that no employee may buy or sell any security or
related security immediately before or after a transaction with the same security for a client account,
thereby preventing employees from benefiting from transactions placed on behalf of advisory
accounts. Trades for employee accounts are not aggregated with trades for client accounts. Pecaut
and Company adheres to the following procedures in order to ensure this policy:

o All trades for employee accounts must be approved by another employee prior to execution

¢ All employee transactions are logged and reviewed by the CCO

D. Conflicts of Interest Created by Contemporaneous Trading
See Item 11.C.

ITEM 12
Brokerage Practices

A. Factors Considered in Selecting or Recommending Broker-Dealers for Client Transactions

Our primary objective in broker-dealer selection is to execute orders for its clients in accordance with
its duty of best execution. In selecting a broker-dealer, we consider a number of factors including, but
not limited to:
e execution capabilities
commissions charged
online interface capabilities to communicate trade orders and service client accounts
trade aggregation capabilities
access to mutual funds investments
record keeping and custody services
guality of research services provided
financial condition
business reputation

Pecaut and Company is responsible for determining that the level of commission paid for each trade is
reasonable in light of the executions received. Commissions on brokerage transactions are subject to
negotiation. Negotiated commissions take into account the difficulty involved in execution, the extent of
the broker's commitment, if any, of its own capital and the amount of capital involved in a transaction.

1. Research and Other Soft Dollar Benefits
Soft Dollar Benefits

Soft dollar benefits are products or services offered by broker-dealers to advisers in exchange for
credits derived from trade commissions and other charges paid by client accounts.
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Pecaut and Company does not participate in soft dollar arrangements with broker-dealers.

Research and Services
As part of our business relationship with brokerage firms, Pecaut and Company receives access to
various services which may include:
e proprietary research and other information services
trading services
record keeping for client accounts and profiles
facilitate payment of management fees from client accounts
assistance with back office functions, including record keeping and reporting
discounts for or partial payment of third-party services utilized by Pecaut and Company
compliance, legal, and business consulting
publications and conferences
educational events and training
relationships with employee benefits and insurance providers

These services generally are available at no charge so long as a minimum dollar amount of assets
held by clients of Pecaut and Company are kept in custody at the broker-dealer. These services are
not contingent upon committing any specific amount of business to the broker-dealer.

Pecaut and Company may have an incentive to recommend a broker-dealer in order to obtain
research, products, or other services rather than to obtain the most favorable execution for the client.
Generally, the services and research obtained from broker-dealers are used for the benefit of all our
clients.

2. Brokerage for Client Referrals

Pecaut and Company does not select broker-dealers in order to receive client referrals. The factors
used in selecting broker-dealers in order to execute trades are described in Item 12.A.

3. Directed Brokerage

Pecaut and Company is not a broker-dealer and does not execute trades directly. In order for Pecaut
and Company to manage client assets, clients must maintain a brokerage account at an independent
broker-dealer.

Pecaut and Company recommends that clients establish brokerage accounts with Charles Schwab or
TD Ameritrade. Schwab and Ameritrade are FINRA registered broker-dealers and members of SIPC.
For clients with accounts at Schwab and Ameritrade, the broker-dealer maintains client assets and
executes trades for their accounts. Pecaut and Company has negotiated commission rates for its
clients with accounts at Schwab and Ameritrade.

Alternatively, clients may establish an account with a broker-dealer of their choosing and negotiate
their own commission rates.

Clients should be aware that if they establish an account with a broker-dealer of their choosing, they

may pay brokerage commissions and other brokerage charges that are higher or lower than the rates
Pecaut and Company has negotiated with the brokerages it recommends.
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In addition, because the majority of our clients hold accounts at Schwab and Ameritrade, clients with
accounts at other brokerages may not receive the most favorable trade execution. See Item 12.B for
more information.

B. Order Aggregation

Pecaut and Company aggregates trade orders for client accounts where possible and when
advantageous to clients. Trade aggregation is a trading technique that uses one block trade in place
of numerous individual trades across multiple accounts. The block trade is then divided up (allocated)
among the individual client accounts, and the price paid by each account reflects the average price at
which the block trade was executed. Trade aggregation allows us to execute trades in a timelier, more
equitable manner.

Factors considered when deciding to aggregate trades include:
¢ Client current position in the investment

Client cash position

Total trade size

Market price

Liquidity

Access to trading venues

Transaction costs

Logistical considerations

Occasionally an aggregated trade will only be partially filled. The executed portion of the trade must
be allocated by the close of each business day. In such cases, we may adjust the original allocation to
distribute the securities as fairly as possible and avoid odd amounts of shares in client accounts. In
some cases, clients with smaller accounts may not receive any allocation in order to avoid excessive
commissions or other charges.

Pecaut and Company employee trades are not aggregated with client trades.

Rotational Trade Policy

To ensure fairness in execution for clients, when aggregated trades would span across multiple
broker-dealers, Pecaut and Company uses a rotational trade policy in which the order of block trades
is alternated between our main custodian broker-dealers (Schwab and Ameritrade). Because the vast
majority of our clients hold accounts at Schwab and Ameritrade, clients with accounts at other broker-
dealers may not be serviced until orders are filled at our main broker-dealers, which may result in
unfavorable execution.

C. Trade Errors

In the event a trading error occurs in a client account, our policy is to restore the account to the
position it would have been in had the trading error not occurred. Depending on the circumstances,
corrective actions may include canceling the trade, adjusting an allocation, and/or reimbursing the
account. If a trade error results in a profit, the trade error will be corrected in the trade error account of
the executing broker-dealer and the client account will not keep the profit.

ITEM 13
Review of Accounts

A. Frequency and Nature of Review of Client Accounts or Financial Plans
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Pecaut and Company reviews all client accounts at least quarterly in connection with preparing our
quarterly reports to clients. Reviews are performed by the portfolio manager for the account.

Reviews are comprehensive in nature and include factors such as performance, portfolio composition,
and risk. Reviews also take into account client-specific circumstances such as start date, risk
tolerance, investment goals, cost basis, legacy stock positions, tax situation, and cash needs.

Activity in client accounts is monitored continuously. Fund flows in and out of the account are
reviewed daily by the CEO. All trades for client accounts are reviewed by the CCO.

Furthermore, routine reviews to check for unusual activity and accuracy of performance and
management fee calculations are also conducted by compliance staff throughout the year on a
sampling basis.

B. Factors Prompting Review of Client Accounts Other than a Periodic Review

In addition to routine reviews, client accounts are typically reviewed many times during the course of
the year on an irregular basis. Some factors that may trigger such reviews include: industry events,
market developments, statutory and regulatory changes, deposits or withdrawals, consideration of an
investment opportunity, and communication with clients.

C. Content and Frequency of Account Reports to Clients

Pecaut and Company provides regular written reports to clients on a quarterly basis. The quarterly
report contains the following information:
e Letter to clients describing portfolio performance and a brief market commentary
e Statement of unrealized gains and losses, showing the difference between current market
value and original cost of investments
e Statement of performance for the account over time and a comparison performance for a
corresponding index (e.g. S&P 500)
e Statement of cash flow, including contributions, withdrawals, dividend payments, and
management fees
¢ Invoice for management fees

In addition, Pecaut and Company typically meets with each client at least annually to review
investment strategy, performance, and administrative matters. Furthermore, our staff is available to
clients during normal business hours for consultation regarding the client’s situation or investment
needs.

ITEM 14
Client Referrals and Other Compensation

A. Economic Benefits for Providing Services to Clients

In connection with providing investment advisory services to its clients, Pecaut and Company does not
receive sales awards, prizes or other economic benefits from someone who is not a client.

B. Compensation to Non-Supervised Persons for Client Referrals

Pecaut and Company does not compensate affiliated or non-affiliated persons for client referrals.
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ITEM 15
Custody

Pecaut and Company is not a broker-dealer and does have physical custody of client assets. Client
assets are generally housed in nationally recognized brokerage firms, otherwise known as custodians.
Pecaut and Company has limited power of attorney to place trades on the client’s behalf, and in most
cases to deduct management fees directly from the client’s brokerage account. This ability to deduct
fees directly from client accounts confers to Pecaut and Company limited custody over client funds.

Clients will receive account statements at least quarterly directly from their broker-dealer, bank or
other qualified custodian. Clients should carefully review these statements.

Clients will also receive quarterly reports from Pecaut and Company. Clients are urged to compare
these reports with the statements received from their qualified custodian in order to ensure all account
transactions, fees, holdings, and values are correct and current. If there is a significant difference in
the information provided, or there is reason to believe there is an error in one statement, clients should
contact Pecaut and Company immediately.

ITEM 16
Investment Discretion

Investment discretion refers to the authority to trade on a client’s behalf without contacting the client
prior to each trade. Discretion includes the authority to determine which securities to purchase or sell,
the amount of those securities, and the timing of the trade.

Pecaut and Company primarily provides discretionary investment advisory services. Clients authorize
us to use discretion over their account through a written agreement.

In rare instances, we may accept restrictions from clients on the purchase of a limited number of
stocks when the client gives us instructions regarding such a restriction.

ITEM 17
Voting Client Securities

A. Policies and Procedures Relating to Voting Client Securities

Pecaut and Company does not vote proxies on behalf of clients.

However, there may be a variety of corporate actions or other matters for which shareholder action is
required or solicited. In such cases, Pecaut and Company may take action that it deems appropriate
in its best judgment except to the extent otherwise required by agreement with the client. These
actions may include, for example and without limitation, tender offers and bankruptcy proceedings.
B. No Authority to Vote Client Securities and Client Receipt of Proxies

Pecaut and Company does not have authority to vote client securities.

Clients will receive proxies or other solicitations from their custodian or a transfer agent.

Pecaut and Company does not provide advice to clients regarding how they should vote.
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ITEM 18
Financial Information

A. Balance Sheet

Pursuant to SEC instructions, Pecaut and Company is not required to include its balance sheet as part

of this brochure.

B. Financial Conditions

Pecaut and Company is not subject to any financial condition that is reasonably likely to impair its

ability to meet contractual commitments to clients.

C. Bankruptcy Filings

Pecaut and Company has never been the subject of a bankruptcy petition.

Appendix A
Separate Account Fee Schedules

Fee Schedule

Client Assets Under Management Quarterly Fee Rate
First $500,000 0.375%
Next $1,500,000 0.25%
Over $2,000,000 0.1875%
Appendix B

Privacy Information

The Privacy Policy for Pecaut and Company is attached following the section on Supplemental

Information.
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Supplemental Information

Advisers
Daniel Pecaut

Daniel Pecaut is the primary source of investment advice provided to clients. Dan is the CEO and
President of Pecaut and Company since 1992. Born in 1957, he graduated with honors from Harvard
University in 1979 and began work at Pecaut and Company in 1979. Dan has been authoring the
Pecaut and Company Newsletter since 1982.

In addition to his duties at Pecaut and Company, Dan is also involved in his community. Dan is
currently the Chairman of the Board of Goodwill Industries, a non-profit organization devoted to
providing job opportunities for people with barriers to employment.

Regulations require every adviser to be supervised. The Vice-President and CCO, Corey Wrenn,
supervises Dan Pecaut. Corey can be reached at 712-252-3268.

Corey Wrenn

Corey Wrenn is the Vice President, Treasurer, and CCO of Pecaut and Company since 1992 (CCO
since 2004). Born in 1959, Corey graduated with honors from the University of South Dakota in 1981
with a B.S. in business administration, emphasis in accounting, and received his M.B.A (Masters in
Business Administration) from the University of Nebraska in 1989. After college, Corey sat for and
passed the Certified Public Accounting (CPA) exam in one sitting and completed the experience
requirement (at that time) by working greater than two years in public accounting to become a CPA.
Since he no longer practices, he is classified as an inactive CPA. Corey’s valuable experience
includes work at Berkshire Hathaway in the audit and accounting areas with a focus in the insurance
subsidiaries from 1983 until 1992. Corey joined Pecaut and Company in 1992.

In addition to his duties at Pecaut and Company, Corey is also involved in his community. Corey is
currently President of the Board of Directors of the Siouxland Community Health Center, a non-profit
organization devoted to providing patient-centered medical services while eliminating barriers to health
care.

Regulations require every adviser to be supervised. The President, Dan Pecaut, supervises Corey
Wrenn. Dan can be reached at 712-252-3268.
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