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This brochure provides information about the qualifications and business practices of Capital & Security 

Management.  If you have any questions about the contents of this brochure, please contact us at the 

telephone number and/or email address listed above.  The information in this brochure has not been 

approved or verified by the United States Securities and Exchange Commission or by the Pennsylvania State 

Securities Authority.  

 
Additional information about Capital & Security Management, Inc. is also available on the SEC’s website at 

www.adviserinfo.sec.gov. 
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Item #2 ~ Material Changes 

 
Since our last annual update of December 31, 2010, Capital & Security Management, Inc. now 
manages assets of $69,998,980 on a discretionary basis, and $1,197,915 in assets on a non-
discretionary basis. 
 
In compliance with the Dodd-Frank Act signed into law on July 21, 2010, Capital & Security 
Management, Inc., a mid-sized advisor, is now required to register with the Commonwealth of 
Pennsylvania, as a “state registered” advisor.  Capital & Security Management, Inc. anticipates 
terminating registration with the Securities and Exchange Commission in June of 2012. 
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Item #4 ~  Advisory Business 

     
Capital & Security Management provides highly personalized wealth management services to a 
limited number of clients.  Located in West Chester, Pennsylvania, we are an investment 
counselling firm that offers asset management services to individuals, families, foundations, 
endowment funds, IRA rollovers, and institutions.  Founded in 1984, by David G. Dorsett, 
President, and principal owner, the firm is currently registered with the U.S. Securities and 
Exchange Commission and has recently applied for registration with the Pennsylvania Securities 
Commission.  The firm files an annual amendment to FORM ADV, that is updated at least 
annually through the IARD system.  Since our last annual update of December 31, 2010, Capital 
& Security Management, Inc. now manages assets of $69,998,980 on a discretionary basis, and 
$1,197,915 in assets on a non-discretionary basis. 
 
Capital & Security Management provides two complementary services: Investment Management and 

Portfolio Analysis and assists clients in the establishment of their investment objective and their 
portfolio’s asset mix.  Capital & Security Management does not provide financial planning.  Our 
clients avoid the exorbitant charges and hidden fees often found in mutual funds.  Because we 
are objective fee-only investment managers, we avoid the conflicts of interest that are inherent in 
the typical stock brokerage relationship.  The firm’s success is entirely dependent on successfully 
meeting the client’s long-term financial goals.  All of the firm’s fees are derived from a 
percentage of the assets under management.  Investment Management is the firm’s only 
business.  We sell no products or services other than investment management to clients. 
Capital & Security Management does not provide financial planning, but tailors each portfolio to 
attain an individual client’s needs and assists them in the establishment of their investment 
objective and their portfolio’s asset mix.  All of the firm’s fees are derived from a percentage of 
the assets under management.  In our management agreements, clients can impose restrictions on 
investing in certain securities and/or types of securities. 

 

Item #5 ~ Fees and Compensation 
 
Investment Management: Under a contractual arrangement, Capital & Security Management 
assumes the responsibility for the ongoing management of a client portfolio based upon 
predetermined objectives.  The minimum sized account normally accepted is $500,000, but 
smaller accounts will be managed under certain circumstances.  Payment for these services is 
according to the following annual fee schedule: 
 
1% per annum on the first $ 500,000 of principal.  3/4 of 1% per annum on the next $ 1,500,000 
of principal.  Negotiated thereafter. 

 
To cover solicitation, opening, and setup costs for all administration, operational and investment 
functions necessary to successfully assume the management responsibility for the account, the 
first year fee may include an additional 25 basis points above the stated fee schedule.  If this 
additional fee is charged, after the first year the fee is reduced to 1% on the first $500,000 and 3/4 
of 1% on the next $1,500,000, etc. 
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The firm recognizes that there are asset classes that are best invested in by using mutual funds that 
not only have the diversification, but also the special management expertise in those areas.  
Clients should realize that mutual fund fees are in addition to the firm's management fees.  For 
further information, please see Item #12, Brokerage Practices. 

 
Fee on Fixed Income Accounts: Accounts invested entirely in fixed income 
securities are entitled to a 30% discount from scheduled rates.. 
 
Minimum Fees: $5,000 per annum for Consulting Advisory Accounts; $3,750 per annum for 
Discretionary Management Accounts. 
 
Clients are billed at the end of each calendar quarter and can elect to have our fee deducted from 
their custody account or pay it directly themselves. 

 
Additional Fees; Your custodian, whether Bank or Brokerage firm, may have fees charged either 
on a monthly, quarterly or annual basis, in addition to transaction costs for purchases and sales of 
securities. 
 
Portfolio Analysis:  Periodically, we are requested to prepare a portfolio analysis, which entails an 
hourly fee.  Capital & Security Management will, on a one time basis, review an existing portfolio 
or security and make recommendation in writing as to the suitability of the holdings or holding, 
dependent upon the client's investment goals.  The charge for this service will vary from $100 to 
$150 per hour, depending upon the complexity of the portfolio and the research needed to 
complete the analysis.  The minimum charge for this service is $500. 
 

Item #6 ~  Performance –Based Fees 
 

Capital & Security Management does not assess any performance-based fees.
 

Item #7 ~  Types of Clients 

 
Capital & Security Management has a diverse client base, which includes individuals, 
families, foundations, trusts, Endowment Funds, IRA rollovers, and institutions.  The firm’s 
fee schedule and minimum account size is discussed above. 

 

 Item #8 ~ Investment Strategies, Methods of Analysis and Risk of Loss 

 
Capital & Security Management designs a uniquely tailored portfolio balanced between 
individual fixed income securities and individual common stocks.  Every account is managed 
separately and would typically include: 

 
a) Common Stock traded on the New York Stock Exchange, the American Stock 

Exchange, and the NASDAQ. 
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b) Fixed Income issues which would include U.S. Government Securities, corporate 
and municipal bonds and certificates of deposit. 

 
c) Money Market mutual funds are used to provide liquidity. 

 
d) Mutual funds and/or Exchange Traded Funds are also used to gain diversified 

exposure in international markets, and small and/or mid capitalization sectors. 
 
The firm does not invest in warrants, commercial paper, insurance products, options or 
futures contracts or limited partnerships as in real estate, oil or gas. 

 

Investment Strategies: 
 

Common stocks seek long-term capital appreciation and dividend growth, while capital 
preservation and a higher level of current taxable and/or tax-free income is 
characteristic of the bond component.  Superior long-term performance is sought by 
careful common stock selection and by the ongoing rebalancing of common stock and 
bond allocations based on anticipated changes in economic fundamentals and market 
valuation levels.  Since stock prices can fluctuate, you should be prepared to experience 
market value losses over a period of time. 
    
The cornerstone of our portfolio management philosophy begins with a top-down 
fundamental economic analysis and a top-down technical common stock market 
analysis.  The firm develops a macroeconomic forecast of key business indicators - 
gross domestic product, consumer price index, federal funds, and the interest rate level 
for the 10-year Treasury note.  These indicators project an investment framework for 
the relative attractiveness of stocks and bonds.  Concurrently, technical analysis focuses 
on investor psychology and valuation levels to provide overall common stock 
attractiveness.  By uniquely combining these two disciplines, we determine whether 
common stocks are over-or undervalued in relationship to bonds and money market 
funds.  Accordingly, we then modestly rebalance the allocation of those assets to 
enhance long-term capital appreciation or to preserve capital. 
 
Capital & Security Management for many years was a low turnover long-term investor, 
holding securities for at least a year.  While this is still our goal, the heightened 
volatility of the stock and bond market has necessitated more activity to capture profits 
in our effort to improve performance.  We do not implement short sales, or margin, or 
options transactions. 
 

Methods of Analysis: 
 

     Stock Selection Process 
 

Our stock selection process utilizes a seven-point checklist to evaluate equity 
selections.  The checklist involves both fundamental and technical analysis, and 
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compares companies considered for purchase against their own historical data as well 
as their peer group.  The seven criteria we look for when considering a purchase, 
retention or sale are as follows:  

 
1) Low Price relative to Earnings  
2) Low Price relative to Book Value 
3) Financial Soundness 
4) Low Enterprise Value relative to Market Capitalization 
5) Positive Earnings Trends 
6) Capable Management and Insider Ownership/buying 
7) Positive Technical Analysis 

 
To be considered an attractive candidate for purchase in client portfolios, a stock must meet 
a majority of our seven criteria.  Any stock that evaluates well against the seven-point 
checklist should ideally also be in an industry group that is positioned favorably in light of 
our macroeconomic outlook.  
 
Since we try to maintain diversified across industry sectors, we will generally overweight 
or underweight sector exposure relative to the S&P 500, the benchmark against which we 
measure our portfolio returns.  Studies show that sector exposure generally plays a larger 
role than individual stock selection in determining how a portfolio performs, so we try to 
give just as much consideration to what sectors we are invested in as we do to actual stock 
selection within a given sector.  By adhering to this selection process, in combination with 
fundamental macroeconomics, we are able to select equities that we strongly feel are 
poised to offer superior long-term returns. 

 

Bond Selection Process 

The Bond component of a balanced portfolio is structured with government bonds, 
corporate bonds, and/or tax-free municipal bonds.  Since the reputation of the bond rating 
services have been tarnished because of the recent credit crisis, we have utilized an income 
statement, balance sheet, and earnings analysis on corporations prior to bond investment.  
A laddered maturity schedule of bonds coming due every several years is designed to blunt 
the effects of volatile interest rates, to provide current income, and to preserve capital.  In 
actively managed bond portfolios, we seek to protect principal by selling longer-dated 
issues when interest rates are projected to increase; we seek to protect income by slightly 
lengthening the maturity to lock in higher yields when interest rates are projected to 
decline. 

     Main Sources of Information: 

In today’s electronic world, more information is available than ever before.  Many of our 
custodians provide research, which includes economic, investment strategy, sector analysis, 
and individual security analysis.  For economic and technical analysis, we use Merrill 
Lynch, Hayes Advisory, and Ned Davis Research.  The Schwab website has not only their 
own research, but also access to Standard & Poor’s, Credit Suisse, and Argus where we are 
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alerted when analysts change their investment ratings.  We also subscribe to The Wall 
Street Journal, with its online access to Market Watch and Barrons. 

Item #9 ~ Disciplinary Information 

 
 There are no legal or disciplinary events that are material to your evaluation of Capital & 

Security Management’s advisory business or the integrity of our management strategies.  
 

Education and Business Standards 
 
Capital and Security Management requires all staff providing investment advice to have 
college degrees and at least five (5) years of professional investment experience. 
 
David Goddard Dorsett: Year of birth, 1946. Education: University of Pennsylvania, B.S. 
1970. Business background: 1976 - 1984, Southeast National Bank, West Chester, PA 
19380, Vice President and Investment Department Manager.  1984 - Present, Capital & 
Security Management, Inc., President and Chief Compliance Officer. 
 
Grant H. Clark: Year of birth, 1978. Education: West Chester University of Pennsylvania, 
B.S. 2001. Business background: 2001 - 2005 Morgan Stanley, Wayne, PA 19087, 
Financial Advisor. 2005 - 2006 RBC Dain Rauscher, Conshohocken, PA 19428, Senior 
Investment Consultant. 2006 - Present Capital & Security Management, Inc. Vice-
President and Portfolio Manager. 
 
Kathleen M. Keslick:  Year of birth, 1951.  Education:  Paralegal Certification Penn State 
University.  Business Background:  1979-1999, Various Law Firms and Businesses.  
1999 – Present, Capital & Security Management, Office Manager, responsible for the 
administrative and operational functions of the firm. 

 

Item #10 ~   Other Financial Industry Activities or Affiliations 
 
The firm is not registered as a securities broker-dealer and it receives no commission for 
client transactions. There are no financial arrangements of any kind with other firms such 
as accounting or law firms.  Capital & Security Management is not involved in any product 
or service in which a client would be solicited to invest.  Investment management is the 
firm’s only business.  We sell no products or services other than investment management to 
clients. 
 
 

Item #11 ~  Code of Ethics, Participation, or Interest in Client Transactions and               

Personal Trading 
 

To avoid all possible conflict of interest, and to demonstrate aligning our goals with those 
of the clients, all personal transactions, if, and when they are made in personal portfolios 
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will be executed at the same time transactions are made in our equity composite 
performance accounts.  Any exception must be authorized in writing by the CCO. 
 
In this way, the principal investment managers will research and agree on any and all 
transactions executed personally and for composite performance accounts.  An additional 
benefit is that personal accounts and transactions need not be reviewed separately since 
they will be similar to composite portfolios. 
 

The firm’s Code of Ethics is based on the principal that all employees of Capital & 
Security Management have a fiduciary responsibility to place the interest of their clients 
before their own.  The Code further outlines 1) avoiding taking inappropriate advantage of 
our position; and 2) conducting all personal securities transactions in full compliance with 
the Code, including both pre-clearance and reporting requirements.  Other duties include 
confidentiality, gifts, company opportunities, undue influence, reporting, record keeping, 
and sanctions.  
 

In accordance with compliance regulations, a copy of the firm’s Annual Updating 
Amendment, ADV Part Two, Privacy Principles, Code of Ethics, and Supplemental 
Brochure are offered to clients on an annual basis. 
 
 

Item #12 ~ Brokerage Practices 
 

Although Capital & Security Management has several local banks as custodian for its 
client’s accounts, the majority of our existing accounts are at Charles Schwab.  We 
recommend that our clients and prospective clients use Charles Schwab & Co., Inc. 
(Schwab), a registered broker-dealer, member of SIPC, as the qualified custodian because 
of it’s reputation, financial strength, stability, operating efficiencies, sophisticated reporting 
system, statements and online trading capability at an extremely low commission rate.  

 
Capital & Security Management is independently owned and operated and is not affiliated 
with Schwab, nor any other custodian.  Schwab, or the custodian of your choice, will hold 
your assets in a brokerage account, and buy and sell securities when we instruct them to.  
While we recommend that you use Schwab as custodian/broker, you will decide whether or 
not to do so, and you may decide to choose another custodian.  You will open your account 
with your custodian by entering into an account agreement directly with them.  We do not 
open the accounts for you, but we may assist you in doing so.  Even though your account is 
maintained by a particular custodian, we can still use other brokers to execute trades for 
your account.  We encourage our prospective clients to select a custodian that demonstrates 
our concept of best execution of trades.  Best execution means the most favorable terms for 
a transaction based on relevant factors, such as:  competitiveness of price of trade; 
capability to execute, clear and settle trades; ability to facilitate transfers and payments; and 
the breadth of available investment products and availability of investment research and 
other resources, products and services. 
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Capital & Security Management does not maintain custody of your assets that we manage, 
although we may be deemed to have custody of your assets if you give us authority to 
withdraw assets from your account.  Your assets must be maintained in an account at a 

“qualified custodian,” generally a broker-dealer or bank.   For our clients’ accounts that 
Schwab maintains, Schwab generally does not charge separately for custody services, but  
is compensated by charging you commissions or other fees on trades that it executes or that 
settle into your Schwab account.  Commissions have been set by Charles Schwab at $8.95 
for accounts over $1,000,000 or who receive their statements and confirmations via email 
and $19.95 for accounts under $1,000,000 or who prefer paper statements.   

 
We determined that having Schwab execute most trades is consistent with our duty to seek 
“best execution” of your trades.  Best execution means the most favorable terms for a 
transaction based on all relevant factors. 
 

Item #13 ~ Review of Accounts 
 

Capital & Security Management reviews all individual assets and accounts on a continuous 
basis by receiving investment research from sources listed in Sources of Information.  
Individual assets will be reviewed based on quality, current valuation and prospects.  
Changes in valuation ratings will trigger review of the asset for all portfolios holding 
assets.  
 
All accounts are reviewed quarterly, unless circumstances that occur regarding individual 
issues may prompt more frequent reviews.  All client accounts are assigned to Grant Clark, 
Portfolio Manager and David Dorsett, President & CCO jointly for review  

 

Clients receive a monthly statement where Schwab serves as custodian and a monthly or 
quarterly statement if a bank serves as custodian. These statements include a list of assets, 
transactions and income / disbursements.  Clients also receive a quarterly letter and Market 
Commentary from Capital & Security Management, summarizing our economic outlook 
and investment strategy.  Each client is given the choice of selecting quarterly, semi-annual 
or annual statements of their accounts from our firm. Other reports, such as interim 
economic outlook, stock and bond strategy, etc. will be available at varying intervals. 
 

Item #14 ~  Client Referrals and Other Compensation 

 
Capital & Security Management does not directly or indirectly compensate anyone for 
client referrals, or benefit in any way from commissions or fees on transactions.  The firm 
is not registered as a securities broker-dealer and it receives no commission for client 
transactions.  There are no financial arrangements with other firms such as accounting or 
law firms.  Capital & Security Management is not involved in any product or service in 
which a client would be solicited to invest. 
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Item #15 ~ Custody  
 
The custodian of your choice maintains actual custody of your assets.  Under government 
regulations, however, we are deemed to have custody of your assets if, for example, you 
authorize us to instruct your custodian to deduct our advisory fees directly from your 
account, or if you grant us authority to move your money out of your account.  For 
example: to transfer or wire funds to another account you own; or to transfer or journal 
funds or securities for annual gifting to family, beneficiaries, or for charitable 
contributions, or for IRA Required Minimum Distributions.  You will receive account 
statements directly from your custodians, from Schwab on a monthly basis, and from most 
other custodians on a monthly or quarterly basis.  Statements are sent to the email or postal 
mailing address you provided to the custodian when you opened your account.  You should 
carefully review those statements promptly when you receive them. We also urge you to 
compare your custodians’ account statements to the periodic account statements/portfolio 
reports you receive from Capital & Security Management. 

 

Item #16 ~  Investment Discretion 

 
With few exceptions, Capital & Security Management manages only discretionary 
portfolios.  The client receives confirmation or email notification of transactions after the 
fact and can also choose to have the capability to view their accounts on line.  Once the 
portfolio’s investment goal is established and the appropriate asset mix between stocks and 
bonds is determined, we can identify the number of stocks and bonds to meet the guidelines 
of a diversified portfolio.  A balanced portfolio will typically hold between 20 and 30 
stocks and between 5 and 10 bond positions.   

 

Item #17 ~ Voting Client Securities and Corporate Communications 

 
Capital & Security Management does not have the authority to vote corporate proxies on 
the common stocks held in your portfolio.  You can elect to receive your proxies or other 
solicitations directly from your custodian. In some custody agreements, you can grant the 
custodian the authority to vote proxies on your behalf.  Capital & Security Management 
welcomes any of your questions regarding any of the issues outlined in the proxies.  In 
general, however, since we purchased a common stock for your portfolio, we have faith in 
the company’s management ability and more often than not would vote in their favor on 
any particular issue. 
 
Clients, through their brokerage firms or custodians have the capacity to receive or not to 
receive all Shareholder Communications with regard to Corporate Reorganizations and all 
other Corporate Actions. 
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Item #18 ~ Financial Information 

It is not necessary to provide a balance sheet because Capital & Security Management does 
not require any prepayment of management fees, nor retain custody of any client funds or 
securities. 

 

 
 
 
 

 


