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Item 2. Material Changes To Our Part 2A Of Form ADV:
Firm Brochure

Grace Capital Management, LLC is required to advise you of any material changes to our
Firm Brochure (“Brochure”) from our last annual update, identify those changes on the cover
page of our Brochure or on the page immediately following the cover page, or in a separate
communication accompanying our Brochure. We must state clearly that we are discussing only
material changes since the last annual update of our Brochure, and we must provide the date of
the last annual update of our Brochure.

Please note that we do not have to provide this information to a client or prospective client who
has not received a previous version of our brochure. At this time, there are no material changes
to report about our Brochure.
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Item 4. Advisory Business

We specialize in offering Comprehensive Portfolio Management and Selection of Third Party
Advisory services to our clients. Our assets under management are $53,411,630 as of December
2011,

A. Description of our advisory firm, including how long we have been in business and our
principal owner(s)..

We are dedicated to providing individuals and other types of clients with a wide array of
investment advisory services. Our firm is a limited liability company formed in the State of
Texas. Our firm has been in business as an investment adviser since 2009 and is one hundred
percent (100%) owned by Mr. George Duff, Managing Member and Chief Compliance
Officer.

B. Description of the types of advisory services we offer.

(i) Comprehensive Portfolio Management:

Our comprehensive Portfolio Management service encompasses asset management as
well as providing financial planning/financial consulting, and pension consulting services
to individual plan participants and clients. It is designed to assist clients in meeting their
financial goals through the use of financial investments. We conduct at least one, but
sometimes more than one meeting (in person if possible, otherwise via telephone
conference) with clients in order to understand their current financial situation, existing
resources, financial goals, and tolerance for risk. Based on what we learn, we propose an
investment approach to the client. We may propose an investment portfolio, consisting
of exchange traded funds, mutual funds, individual stocks or bonds, or other securities.
Upon the client’s agreement to the proposed investment plan, we work with the client to
establish or transfer investment accounts so that we can manage the client’s portfolio.
Once the relevant accounts are under our management, we review such accounts on a
regular basis and at least quarterly. We may periodically rebalance or adjust client
accounts under our management. If the client experiences any significant changes to
his/her financial or personal circumstances, the client must notify us so that we can
consider such information in managing the client’s investments.

! please note that: (1) For purposes of this item, our principal owners include the persons we list as owning 25% or
more of our firm on Schedule A of Part 1A of Form ADV (Ownership Codes C, D or E). (2) If we are a publicly
held company without a 25% shareholder, we simply need to disclose that we are publicly held. (3) If an individual
or company owns 25% or more of our firm through subsidiaries, we must identify the individual or parent company
and intermediate subsidiaries. If we are a state-registered adviser, on Form ADV Part 2A Page 2, we must identify
all intermediate subsidiaries. If we are an SEC-registered adviser, we must identify intermediate subsidiaries that are
publicly held, but not other intermediate subsidiaries.



(ii) Selection of Third Party Advisory Services:

We may utilize third party money managers, where we may design an investment
portfolio and provide ongoing corresponding asset management services on a fee-only
basis for a percentage of assets in conjunction with another investment advisory firm.
Before selecting other advisers, we make sure that the other advisers are properly
licensed or registered.

In order to assist the Client in the selection of a Third Party Advisory Service, we will
typically gather information from the Clients about the Client’s financial situation,
investment objectives, and reasonable restrictions the Client wants imposed on the
management of the account. We will not offer advice on any specific securities or other
investments in connection with this service.

We will periodically review reports provided to the Clients, but no less often than on a
quarterly basis. The Investment Advisory Representatives of our firm will contact the Client
periodically, as agreed to with the Clients, in order to review the Client’s financial situation
and objectives; communicate information to the third party money managers managing the
account as warranted; and, assist the Clients in understanding and evaluating the services
provided by the Third Party Advisory Service. Clients will be expected to notify us of any
changes in their financial situation, investment objectives, or account restrictions. Clients
may also contact the third party money managers directly managing the account or
sponsoring the program.

C. Explanation of whether (and, if so, how) we tailor our advisory services to the individual
needs of clients, whether clients may impose restrictions on investing in certain securities or
types of securities.

(1) Individual Tailoring of Advice to Clients:

We offer individualized investment advice to clients utilizing our firm’s Comprehensive
Portfolio Management service. Additionally, we offer general investment advice to
clients utilizing our firm’s Selection of Third Party Advisory Service.

(if) Ability of Clients to Impose Restrictions on Investing in Certain Securities or Types of
Securities:

We usually do not allow clients to impose restrictions on investing in certain securities or
types of securities due to the level of difficulty this would entail in managing their
account. In the rare instance that we would allow restrictions, it would be limited to our
firm’s Comprehensive Portfolio Management service.

D. Participation in wrap fee programs.

We offer wrap fee programs as further described in Part 2A, Appendix 1 (the “Wrap Fee
Program Brochure”) of our Brochure. Our wrap fee and non-wrap fee accounts are managed
on an individualized basis according to the client’s investment objectives, financial goals,
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risk tolerance, etc. We do not manage wrap fee accounts in a different fashion than non-wrap
fee accounts. As further described in our Wrap Fee Program Brochure, we receive a portion
of the wrap fee for our services.

E. Disclosure of the amount of client assets we manage on a discretionary basis and the amount
of client assets we manage on a non-discretionary basis.

We manage? $0 on a discretionary basis and $53,411,630 on a non discretionary basis as of
December 2011.

Item 5. Fees and Compensation

We are required to describe our brokerage, custody, fees and fund expenses so you will know
how much you are charged and by whom for our advisory services provided to you.

A. Description of how we are compensated for our advisory services provided to you.

(i) Comprehensive Portfolio Management:

Assets under management Annual Percentage of assets charge*:

Any Assets 1.00%
Depending on the account size, fees may be negotiable.

*Qur firm’s fees are billed on a pro-rata annualized basis monthly in advance based on
the value of your account on the last day of the previous month.

(ii) Selection of Third Party Advisory Services:

We receive compensation pursuant to its agreements with these Third Party Advisory
Programs for introducing Clients to these Third Party Advisory Programs and for certain
ongoing services provided to Clients. This compensation, which is disclosed to the
Client in a separate disclosure document provided by the Third Party Advisory Program,
is typically equal to a percentage of the investment advisory fee charged by that Third
Party Advisory Program or a fixed fee. The advisory fee paid to us from the Third Party
shall be negotiable in certain circumstances, but shall never exceed the amount in our
firm’s published fee statement. We disclose that all third party money managers will be
appropriately licensed with the applicable State.

2 Please note that our method for computing the amount of “client assets we manage” can be different from the
method for computing “assets under management” required for Item 5.F in Part 1A of Form ADV. However, we
have chosen to follow the method outlined for Item 5.F in Part 1A of Form ADV. If we decide to use a different
method at a later date to compute “client assets we manage,” we must keep documentation describing the method we
use and inform you of the change. The amount of assets we manage may be disclosed by rounding to the nearest
$100,000. Our “as of” date must not be more than three months before the date we last updated our Brochure in
response to Item 4.E of Form ADV Part 2A.



The separate written disclosures you need to be provided with include a copy of the third
party money manager’s Form ADV Part 2, all relevant Brochures, a Solicitation
Disclosure Statement detailing the exact fees we are paid and a copy of the third party
money manager’s privacy policy. The third party money managers we recommend will
not directly charge you a higher fee than they would have charged without us introducing
you to them.

B. Description of whether we deduct fees from clients’ assets or bill clients for fees incurred.

(i) Comprehensive Portfolio Management:

Our firm’s fees are billed on a pro-rata annualized basis monthly in advance based on the
value of your account on the last day of the previous month. Fees will generally be
automatically deducted from your managed account*. As part of this process, you
understand and acknowledge the following:

a) Your independent custodian sends statements at least quarterly to you showing all
disbursements for your account, including the amount of the advisory fees paid to us;

b) You provide authorization permitting us to be directly paid by these terms;

c) We notify our independent custodian at the same time we send the invoice to you;

d) If we send a copy of our invoice to you, our invoice includes a legend as required by
relevant state statutes and rules.**

*In rare cases, we will agree to directly bill clients.

**The legend urges the client to compare information provided in their statements
with those from the qualified custodian in account opening notices and subsequent
statements sent to the client for whom the adviser opens custodial accounts with the
qualified custodian.

(i1) Selection of Third Party Advisory Services:

Third party money managers establish and maintain their own separate billing processes
which we have no control over. In general, they will directly bill you and describe how
this works in their separate written disclosure documents.

C. Description of any other types of fees or expenses clients may pay in connection with our
advisory services, such as custodian fees or mutual fund expenses.

Non-Wrap fee Clients will incur transaction charges for trades executed in their accounts.
These transaction fees are separate from our fees and will be disclosed by the firm that the
trades are executed through. Also, clients will pay the following separately incurred
expenses, which we do not receive any part of: charges imposed directly by a mutual fund,
index fund, or exchange traded fund which shall be disclosed in the fund’s prospectus (i.e.,
fund management fees and other fund expenses).



Wrap fee clients will receive our Form ADV, Part 2A, Appendix 1 (the “Wrap Fee Program
Brochure™). Wrap fee clients will not incur transaction costs for trades. More information
about this is disclosed in our separate Wrap Fee Program Brochure.

. We must disclose if client’s advisory fees are due quarterly in advance. Explain how a client
may obtain a refund of a pre-paid fee if the advisory contract is terminated before the end of
the billing period. Explain how you will determine the amount of the refund.

We charge our advisory fees monthly in advance. In the event that you wish to terminate
our services, we will refund the unearned portion of our advisory fee to you. You need to
contact us in writing and state that you wish to terminate our services. Upon receipt of your
letter of termination, we will proceed to close out your account and process a pro-rata
refund of unearned advisory fees.

. Commissionable securities sales.

We sell securities for a commission. In order to sell securities for a commission, our
supervised persons are registered representatives of Triad Advisors, Inc., member
FINRA/SIPC. Our supervised persons may accept compensation for the sale of securities or
other investment products, including distribution or service (“trail”) fees from the sale of
mutual funds. You should be aware that the practice of accepting commissions for the sale
of securities:

1) Presents a conflict of interest and gives our firm and/or our supervised persons an
incentive to recommend investment products based on the compensation received, rather
than on your needs. We generally address commissionable sales conflicts that arise:

a) when explaining to clients that commissionable securities sales creates an
incentive to recommend products based on the compensation we and/or our
supervised persons may earn and may not necessarily be in the best interests of
the client;

b) when recommending commissionable mutual funds, explaining that “no-load”
funds are available through our firm if the client wishes to become an investment
advisory client.

2) In no way prohibits you from purchasing investment products recommended by us through
other brokers or agents which are not affiliated with us.



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

Our firm may charge qualified clients® “performance fees” — that is, fees based on a share of

capital gains on or capital appreciation of the managed assets of a client. We charge
performance based fees as follows:

Assets under management Annual Percentage of assets charge*:

Any Assets 0.23%
Depending on the account size, fees may be negotiable.

*Qur firm’s fees are billed on a pro-rata annualized basis quarterly in advance or quarterly in
arrears based on the value of your account on the last day or time-weighted daily average of
the previous quarter or quarter.

In addition, we also charge a performance based fee quarterly in arrears at the end of each
quarter as follows:
e 15% of the net profits (i.e., profits after our management fee has been deducted) achieved
for the previous quarter of account management.

The performance fee is calculated as follows: we will receive a percentage of the net capital
appreciation (i.e. capital appreciation less capital depreciation and any accumulated net capital
depreciation carry-forward from prior periods) of each Client’s account. The performance fee is
payable only if and to the extent that the net capital appreciation of the Client’s account exceeds
any net capital depreciation accumulated during the performance fee period as adjusted for
withdrawals of capital (a “high water mark™ arrangement). We may, in our discretion, waive all
or any portion of the performance fee or may agree with a client to other changes to the
performance fee by written agreement only.

In charging performance fees to some of our client accounts, we face a conflict because we can
potentially receive greater fees from client accounts having a performance-based compensation
structure than from those accounts we only charge a fee unrelated to performance (e.g., an asset-
based fee). As a result, we may have an incentive to direct the best investment ideas to, or to
allocate or sequence trades in favor of, the account that pays a performance fee.

We have taken several important steps to ensure that our performance based accounts are not
favored over our client’s non-performance fee based accounts. These steps include:

1) A periodic comparison of our performance based and non-performance accounts. Our
comparison will entail a review of our ten most profitable and ten least profitable

® We are currently permitted to charge performance based fees only to clients with at least $750,000 under
management with our firm or a net worth of at least $1.5 million. It is expected that the SEC will revisit this
standard in the near future and tie the definition of a qualified client to inflation. It is unclear at this time whether the
SEC will grandfather or exempt existing qualified clients being charged performance based fees from a greater
financial threshold for meeting the qualified client standard should the definition change.
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2)

(including unrealized gain or loss) investment decisions based on total return of positions
opened and closed for each investment strategy or mandate offered to clients. We keep
track of securities ticker symbol, purchase date, sale date, percentage of gain and/or loss,
and dollar amount of the gain and/or loss. In the event that we find performance based
accounts are being unduly (i.e., consistently) favored over non-performance based
accounts, we would take action to address the situation. This could include allowing non-
performance based accounts to trade before performance based accounts to the extent
practicable, or if the problem persists, not allowing new performance based accounts,
waiving our performance based fees or cancelling our performance based fee
arrangements altogether and in some cases, termination of firm personnel.

The use of block trades and allocations made based on client’s risk tolerance, investment
objectives and restrictions. A periodic review of the block trade allocations to detect
whether profitable trades are being disproportionately allocated to performance based
accounts, while unprofitable trades are being disproportionately allocated to pure-fee
based accounts with no performance fee. If our firm detects a problem in the allocation
of block trades, our remedies are the same as those outlined above.

Item 7. Types of Clients and Account Requirements

We have the following types of clients:

Individuals and High Net Worth Individuals;

Trusts, Estates or Charitable Organizations;

Pension and Profit Sharing Plans;

Corporations, limited liability companies and/or other business types.

Our requirements for opening and maintaining accounts or otherwise engaging us:

We do not require a minimum account balance for our Comprehensive Portfolio
Management service. However, clients should refer to the independent investment
adviser’s disclosure document for information on minimum account size requirements or
any other conditions for managing an account.
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Item 8. Methods of Analysis, Investment Strategies and Risk of Loss

A. Description of the methods of analysis and investment strategies we use in formulating
investment advice or managing assets.

Methods of Analysis:

. Charting;

. Fundamental;

. Technical;

. Other: We also utilize Zephyr and Morning Star, a computer based software that

analyzes managers, funds, investments, etc., while also calculating funds, standard
deviations, and offers various other support packages to the Advisor.

Clients also should review the disclosure documents of the independent registered
investment adviser(s) that we recommend for the management of the client’s account for
information regarding the types of investments, securities analysis methods, sources of
information, and investment strategies used by the independent registered investment
adviser(s).

Investment Strategies we use:

. Long term purchases (securities held at least a year);

. Short term purchases (securities sold within a year);

. Trading (securities sold within 30 days);

. Margin transactions;

o Option writing, including covered options, uncovered options or spreading
strategies;

. Other: Clients should review the disclosure documents of the independent

registered investment adviser(s) that we recommend for the management
of the client’s account for information regarding the types of investments,
securities analysis methods, sources of information, and investment
strategies used by the independent registered investment adviser(s).

Please note:

Investing in securities involves risk of loss that clients should be prepared to bear. While the
stock market may increase and your account(s) could enjoy a gain, it is also possible that the
stock market may decrease and your account(s) could suffer a loss. It is important that you
understand the risks associated with investing in the stock market, are appropriately
diversified in your investments, and ask us any gquestions you may have.

B. Our practices regarding cash balances in client accounts, including whether we invest cash
balances for temporary purposes and, if so, how.

We generally invest client’s cash balances in money market funds, FDIC Insured Certificates
of Deposit, high-grade commercial paper and/or government backed debt instruments.
Ultimately, we try to achieve the highest return on our client’s cash balances through
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relatively low-risk conservative investments. In most cases, at least a partial cash balance
will be maintained in a money market account so that our firm may debit advisory fees for
our services related to Comprehensive Portfolio Management service.

Item 9. Disciplinary Information

We are required to disclose whether there are 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. There are a number of specific legal and disciplinary events that we must presume
are material for this Item. If our advisory firm or a management person has been involved in one
of these events, we must disclose it under this Item for ten years following the date of the event,
unless (1) the event was resolved in our or the management person’s favor, or was reversed,
suspended or vacated, or (2) the event is not material. For purposes of calculating this ten-year
period, the “date” of an event is the date that the final order, judgment, or decree was entered, or
the date that any rights of appeal from preliminary orders, judgments or decrees lapsed.

The State Regulators have not provided us with an exclusive list of material disciplinary events,
which need to be disclosed. If our advisory firm or a management person has been involved in a
legal or disciplinary event that is not specifically required to be disclosed, but nonetheless is
material to a client's or prospective client's evaluation of our advisory business or the integrity of
our management, we must disclose the event. Similarly, even if more than ten years has passed
since the date of the event, we must disclose the event if it is so serious that it remains currently
material to a client’s or prospective client’s evaluation of our firm or management.

We have determined that our firm and management have nothing to disclose under the
aforementioned standard.

Item 10. Other Financial Industry Activities and Affiliations

A. Our firm or our management persons are reqistered, or have an application pending to
register, as a broker-dealer or a registered representative of a broker-dealer. The details are
as follows:

Mr. Duff is a registered representative of Triad Advisors, Inc. (“Triad”), member
FINRA/SIPC. As a registered representative, he may offer securities products and brokerage
services to clients of Advisor on behalf of Triad pursuant to FINRA rules and regulations.
Triad maintains a supervisory relationship with respect to its registered representative
employed by the Adviser for their activities related to the offers and sales of, and continuing
services for the securities products and brokerage services on behalf of Triad. Triad may
supervise the activities of the Adviser or its representatives when they are providing the
advisory services of the Adviser.
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Triad has fully disclosed clearing arrangements with National Financial Services, LLC
(“NFS”), a wholly owned subsidiary of the Fidelity Investments Group. As a fully disclosed
broker-dealer, Triad may take custody of clients’ funds or securities for transmittal only.

B. If we recommend or select other investment advisers for our clients and we receive
compensation directly or indirectly from those advisers, or we have other business
relationships with those advisers, we are required to describe these practices and discuss the
conflicts of interest these practices create and how we address them.

Please see Item 4B (ii) of this Brochure. Prior to referring clients to third party advisors, we
will ensure that third party advisors are licensed or notice filed with the respective
authorities.

Item 11. Code of Ethics, Participation or Interest in Client Transactions and Personal
Trading

A. Brief description of our Code of Ethics.

We recognize that the personal investment transactions of members and employees of our firm
demand the application of a high Code of Ethics and require that all such transactions be carried
out in a way that does not endanger the interest of any client. At the same time, we believe that
if investment goals are similar for clients and for members and employees of our firm, it is
logical and even desirable that there be common ownership of some securities.

Therefore, in order to prevent conflicts of interest, we have in place a set of procedures
(including a pre-clearing procedure) with respect to transactions effected by our members,
officers and employees for their personal accounts®. In order to monitor compliance with our
personal trading policy, we have a quarterly securities transaction reporting system for all of our
associates.

Furthermore, our firm has established a Code of Ethics which applies to all of our associated
persons. An investment adviser is considered a fiduciary. As a fiduciary, it is an investment
adviser’s responsibility to provide fair and full disclosure of all material facts and to act solely in
the best interest of each of our clients at all times. We have a fiduciary duty to all clients. Our
fiduciary duty is considered the core underlying principle for our Code of Ethics which also
includes Insider Trading and Personal Securities Transactions Policies and Procedures. We
require all of our supervised persons to conduct business with the highest level of ethical
standards and to comply with all federal and state securities laws at all times. Upon
employment or affiliation and at least annually thereafter, all supervised persons will sign an
acknowledgement that they have read, understand, and agree to comply with our Code of
Ethics. Our firm and supervised persons must conduct business in an honest, ethical, and fair

* For purposes of the policy, our associate’s personal account generally includes any account (a) in the name of our
associate, his/her spouse, his/her minor children or other dependents residing in the same household, (b) for which our
associate is a trustee or executor, or (c) which our associate controls, including our client accounts which our associate
controls and/or a member of his/her household has a direct or indirect beneficial interest in.
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manner and avoid all circumstances that might negatively affect or appear to affect our duty of
complete loyalty to all clients. This disclosure is provided to give all clients a summary of our
Code of Ethics. However, if a client or a potential client wishes to review our Code of Ethics in
its entirety, a copy will be provided promptly upon request.

. If our firm or a related person invests in the same securities (or related securities, €.g.,
warrants, options or futures) that our firm or a related person recommends to clients, we are
required to describe our practice and discuss the conflicts of interest this presents and
generally how we address the conflicts that arise in connection with personal trading.

See Item 11A of this Brochure. Related persons of our firm may buy or sell securities and
other investments that are also recommended to clients. In order to minimize this conflict of
interest, our related persons will place client interests ahead of their own interests and adhere to
our firm’s Code of Ethics, a copy of which is available upon request.

. If our firm or a related person recommends securities to clients, or buys or sells securities for
client accounts, at or about the same time that our firm or a related person buys or sells the
same securities for our firm’s (or the related person's own) account, we are required to
describe our practice and discuss the conflicts of interest it presents. We are also required to
describe generally how we address conflicts that arise.

See Item 11A of this Brochure. Related persons of our firm may buy or sell securities for
themselves at or about the same time they buy or sell the same securities for client accounts. In
order to minimize this conflict of interest, our related persons will place client interests ahead of
their own interests and adhere to our firm’s Code of Ethics, a copy of which is available upon
request. Further, our related persons will refrain from buying or selling the same securities
within 48 hours of buying or selling for our clients. If related persons’ accounts are included in a
block trade, our related persons will always trade personal accounts last.

Item 12. Brokerage Practices

. Description of the factors that we consider in selecting or recommending broker-dealers for
client transactions and determining the reasonableness of their compensation (e.q.,

commissions).

1. Research and Other Soft Dollar Benefits. If we receive research or other products or
services other than execution from a broker-dealer or a third party in connection with
client securities transactions (“soft dollar benefits”), we are required to disclose our
practices and discuss the conflicts of interest they create. Please note that we must
disclose all soft dollar benefits we receive, including, in the case of research, both
proprietary research (created or developed by the broker-dealer) and research created or
developed by a third party.

Our firm has an arrangement with National Financial Services, LLC (“NFS”), a wholly
owned subsidiary of the Fidelity Investments Group and Triad Advisors, Inc. (“Triad”),
member FINRA/SIPC. NFS and Triad offer to independent investment Advisers services
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which include custody of securities, trade execution, clearance and settlement of
transactions. We receive some benefits from NFS and Triad through our participation in
the program. (Please see the disclosure under Item 14 of this Brochure.)

a. Explanation of when we use client brokerage commissions (or markups or
markdowns) to obtain research or other products or services, and how we receive a
benefit because our firm does not have to produce or pay for the research, products or
Services.

As part of the arrangement described in Item12A1, NFS and Triad also make certain
research and brokerage services available at no additional cost to our firm. These
services include certain research and brokerage services, including research services
obtained by NFS and Triad directly from independent research companies, as selected
by our firm (within specific parameters). Research products and services provided by
NFS and Triad to our firm may include research reports on recommendations or other
information about, particular companies or industries; economic surveys, data and
analyses; financial publications; portfolio evaluation services; financial database
software and services; computerized news and pricing services; quotation equipment for
use in running software used in investment decision-making; and other products or
services that provide lawful and appropriate assistance by NFS and Triad to our firm in
the performance of our investment decision-making responsibilities. The
aforementioned research and brokerage services are used by our firm to manage
accounts for which we have investment discretion. Without this arrangement, our
firm might be compelled to purchase the same or similar services at our own expense.

b. Incentive to select or recommend a broker-dealer based on our interest in receiving
the research or other products or services, rather than on our clients’ interest in
receiving best execution.

As a result of receiving the services discussed in 12A(1)a of this Firm Brochure for no
additional cost, we may have an incentive to continue to use or expand the use of NFS
and Triad’s services. Our firm examined this potential conflict of interest when we
chose to enter into the relationship with NFS and Triad and we have determined that the
relationship is in the best interest of our firm’s clients and satisfies our client obligations,
including our duty to seek best execution.

NFS and Triad charge brokerage commissions and transaction fees for effecting
certain securities transactions (i.e., transaction fees are charged for certain no-load
mutual funds, commissions are charged for individual equity and debt securities
transactions). NFS and Triad enable us to obtain many no-load mutual funds without
transaction charges and other no-load funds at nominal transaction charges. NFS and
Triad’s commission rates are generally discounted from customary retail commission
rates. However, the commission and transaction fees charged by NFS and Triad may
be higher or lower than those charged by other custodians and broker-dealers.

15



c. Causing clients to pay commissions (or markups or markdowns) higher than those
charged by other broker-dealers in return for soft dollar benefits (known as paying-

up).

Our non-wrap fee program clients may pay a commission to NFS and Triad that is
higher than another qualified broker dealer might charge to effect the same
transaction where we determine in good faith that the commission is reasonable in
relation to the value of the brokerage and research services received. In seeking best
execution, the determinative factor is not the lowest possible cost, but whether the
transaction represents the best qualitative execution, taking into consideration the full
range of a broker-dealer’s services, including the value of research provided,
execution capability, commission rates, and responsiveness. Accordingly, although
we will seek competitive rates, to the benefit of all clients, we may not necessarily
obtain the lowest possible commission rates for specific client account transactions.

d. Disclosure of whether we use soft dollar benefits to service all of our clients’
accounts or only those that paid for the benefits, as well as whether we seek to
allocate soft dollar benefits to client accounts proportionately to the soft dollar credits
the accounts generate.

Although the investment research products and services that may be obtained by our
firm will generally be used to service all of our clients, a brokerage commission paid
by a specific client may be used to pay for research that is not used in managing that
specific client’s account.

e. Description of the types of products and services our firm or any of our related
persons acquired with client brokerage commissions (or markups or markdowns)
within our last fiscal year.

We are required to specifically describe to our clients the types of products or
services that we are acquiring and to permit them to evaluate possible conflicts of
interest. Our description must be more detailed for products or services that do not
qualify for the safe harbor in Section 28(e) of the Securities Exchange Act of 1934,
such as those services that do not aid in investment decision-making or trade
execution. Merely disclosing that we obtain various research reports and products is
not specific enough.

In addition to the benefits described in Item 12A1 of this Brochure, NFS and Triad
also makes available to our firm other products and services that benefit us, but may
not benefit our clients’ accounts. These benefits may include national, regional or
investment adviser specific educational events organized and/or sponsored by NFS
and Triad. Other potential benefits may include occasional business entertainment of
personnel of our firm by NFS and Triad personnel, including meals, invitations to
sporting events, including golf tournaments, and other forms of entertainment, some
of which may accompany educational opportunities. Some of these products and
services assist our firm in managing and administering clients’ accounts. These
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include software and other technology (and related technological training) that
provide access to client account data (such as trade confirmations and account
statements), facilitate trade execution (and allocation of aggregated trade orders for
multiple client accounts), provide research, pricing information and other market
data, facilitate payment of our fees from clients’ accounts, and assist with back-office
training and support functions, recordkeeping and client reporting. Many of these
services generally may be used to service all or some substantial number of our
accounts, including accounts not maintained at NFS and Triad. NFS and Triad also
makes available to our firm other services intended to help our firm manage and
further develop our business enterprise. These services may include professional
compliance, legal and business consulting, publications and conferences on practice
management, information technology, business succession, regulatory compliance,
employee benefits providers, human capital consultants, insurance, and marketing. In
addition, NFS and Triad may make available, arrange and/or pay vendors for these
types of services rendered to our firm by independent third parties. NFS and Triad
may discount or waive fees it would otherwise charge for some of these services or
pay all or a part of the fees of a third-party providing these services to our firm.
While, as a fiduciary, our firm endeavors to act in our clients’ best interests,
Adviser’s recommendation/requirement that clients maintain their assets in accounts
at NFS and Triad may be based in part on the benefit to our firm of the availability of
some of the foregoing products and services and other arrangements and not solely on
the nature, cost, or quality of custody and brokerage services provided by NFS and
Triad, which may create a potential conflict of interest.

We would have to obtain the aforementioned services and products for cash if we did
not have soft dollars available to pay for them. As a result of receiving such products
and services for no cost, we may have an incentive to continue to place client trades
through broker-dealers that offer soft dollar arrangements. This interest conflicts with
the clients' interest of obtaining the lowest commission rate available. Therefore, we
must determine in good faith, based on the best execution policy stated above that
such commissions are reasonable in relation to the value of the services provided by
such executing broker-dealers.

Explanation of the procedures we used during our last fiscal year to direct client
transactions to a particular broker-dealer in return for soft dollar benefits we received.

All soft dollars arrangements must be approved in writing by our Chief Compliance
Officer. A brief description of the purpose of the soft dollar arrangement outlining
the benefits received by our firm and clients along with any noted concerns about
increased costs to our clients and how such concerns were alleviated will be
maintained on file. Our Chief Compliance Officer undertakes a review of parties
which propose to pay our firm in soft dollars and analyzes a number of criteria.
When deciding whether to approve or disapprove of a soft dollar relationship, the
following criteria is reviewed: the broker-dealer's business reputation and financial
position and our ability to consistently execute orders professionally and on a cost
effective basis, provide prompt and accurate execution reports, prepare timely and
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accurate confirms, deliver securities or cash proceeds promptly and provide
meaningful research services that are useful to us in investment decision-making or
other desired and appropriate services. Our Chief Compliance Officer also annually
reviews all our soft dollar relationships for appropriateness, benefits to our clients,
etc.

At times, a product or service we would like to purchase with soft dollars may have a
"mixed use”, meaning that a portion of the product is used to provide bona fide
research as part of the investment decision-making process and part of it may be used
for a non-research purpose. In these situations, our Chief Compliance Officer will
make a pro-rata allocation of the cost of such service based on our evaluation of the
research and non-research uses of the product. The cost of the product must be paid
using both hard and soft dollars, the hard dollars being paid by our firm for the non-
research portion and soft dollars for the research portion. For services that have a
"mixed use", our Chief Compliance Officer will make a fair and reasonable
determination as to how much of the cost may be paid with soft dollars. The basis for
such determination shall be documented and will include an explanation as to how the
computation of such percentage was reached. Our Chief Compliance Officer’s
computation shall be retained in our firm’s files along with any records used to
determine the “mixed use” percentages. Whenever there is a substantial change in the
use of “mixed use” services, our Chief Compliance Officer will reevaluate such
services. Providers of services that have a "mixed use” will be directed to either bill
the paying broker for such service and the broker will be directed to bill us for the
non-research portion, or to send separate bills to us and the paying broker for the
appropriate amounts.

As a fiduciary, we have an obligation to obtain "best execution” of clients'
transactions under the circumstances of the particular transaction. Consequently,
notwithstanding the safe harbor provided under Section 28(e) of the Securities
Exchange Act of 1934, no allocation for soft dollar payments shall be made unless best
execution of the transaction is reasonably expected to be obtained.

2. Brokerage for Client Referrals. If we use client brokerage to compensate or otherwise

reward brokers for client referrals, we must disclose this practice, the conflicts of interest

it creates, and any procedures we used to direct client brokerage to referring brokers

during the last fiscal year (i.e., the system of controls used by us when allocating

brokerage).

Our firm does not receive brokerage for client referrals.

3. Directed Brokerage.

a.

If we routinely recommend, request or require that a client directs us to execute
transactions through a specified broker-dealer, we are required to describe our
practice or policy. Further, we must explain that not all advisers require their clients
to direct brokerage. If our firm and the broker-dealer are affiliates or have another
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economic_relationship that creates a material conflict of interest, we are further
required to describe the relationship and discuss the conflicts of interest it presents by
explaining that through the direction of brokerage we may be unable to achieve best
execution of client transactions, and that this practice may cost our clients more

money.

Neither we nor any of our firm’s related person have discretionary authority in
making the determination of the brokers with whom orders for the purchase or sale of
securities are placed for execution, and the commission rates at which such securities
transactions are effected.

b. If we permit a client to direct brokerage, we are required to describe our practice. If
applicable, we must also explain that we may be unable to achieve best execution of
your transactions. Directed brokerage may cost clients more money. For example, in
a directed brokerage account, you may pay higher brokerage commissions because
we may not be able to aggregate orders to reduce transaction costs, or you may
receive less favorable prices on transactions.

See Item 12A(3) of this Brochure.

B. Discussion of whether, and under what conditions, we aggregate the purchase or sale of
securities for various client accounts in quantities sufficient to obtain reduced transaction
costs (known as bunching). If we do not bunch orders when we have the opportunity to do
S0, we are required to explain our practice and describe the costs to clients of not bunching.

We perform investment management services for various clients. There are occasions on which
portfolio transactions may be executed as part of concurrent authorizations to purchase or sell
the same security for numerous accounts served by our firm, which involve accounts with
similar investment objectives. Although such concurrent authorizations potentially could be
either advantageous or disadvantageous to any one or more particular accounts, they are
affected only when we believe that to do so will be in the best interest of the effected accounts.
When such concurrent authorizations occur, the objective is to allocate the executions in a
manner which is deemed equitable to the accounts involved. In any given situation, we attempt
to allocate trade executions in the most equitable manner possible, taking into consideration
client objectives, current asset allocation and availability of funds using price averaging,
proration and consistently non-arbitrary methods of allocation.

Item 13. Review of Accounts or Financial Plans

A. Review of client accounts or financial plans, along with a description of the frequency and
nature of our review, and the titles of our employees who conduct the review.

We review accounts on a periodic basis, no less than annually, for our clients subscribing to
our Comprehensive Portfolio Management service. Third Party Advisory clients receive at
least quarterly reviews. The nature of these reviews is to learn whether clients’ accounts are
in line with their investment objectives, appropriately positioned based on market conditions,
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and investment policies, if applicable. Mr. Duff, Managing Member and Chief Compliance
Officer, conducts reviews of all client accounts.

Reviews are also performed when the client informs our firm of substantial changes to their
financial or tax status, investment objectives, risk tolerance or time horizons. Lastly, reviews
may occur when fundamental market factors (e.g., inflation rates, interest rates, GDP, etc.)
change in a material way.

Clients will be issued trade confirmations for all transactions, monthly account statements
(for all months in which a change occurs in the account, unless the Client has asked not to
receive the same) and custodial statements.

. Review of client accounts on other than a periodic basis, along with a description of the
factors that trigger a review.

We may review client accounts more frequently than described above. Among the factors
which may trigger an off-cycle review are major market or economic events, the client’s life
events, requests by the client, etc.

. Description of the content and indication of the frequency of written or verbal reqular reports
we provide to clients regarding their accounts.

We do not provide written reports to clients, unless asked to do so. Verbal reports to clients
take place on at least an annual basis when we meet with clients who subscribe our firm’s
Comprehensive Portfolio Management and Third Party Advisory services.

Item 14. Client Referrals and Other Compensation

. If someone who is not a client provides an economic benefit to our firm for providing
investment advice or other advisory services to our clients, we must generally describe the
arrangement. For purposes of this Item, economic benefits include any sales awards or other

prizes.

We generally recommend Triad and/or NFS as our custodian for client advisory accounts.

We recognize our duty to best execution for our clients under the circumstances available.
The decision to utilize the preferred custodial firms is based upon a number of factors:

» Quality of overall execution services provided;

» Promptness of execution;

» Creditworthiness, financial condition, and business reputation of the broker-dealer;
» Research (if any) provided;

» Promptness and accuracy of reports on execution;

> Ability and willingness to correct errors;

» Promptness and accuracy of confirmation statements;

> Ability to access various market centers;
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» The broker-dealer’s facilities and technology;

» The market where the security trades;

» Any expertise in executing trades for the particular type of security;

» Commission charged;

> Reliability of the broker-dealer;

> Ability to use Electronic Communications Networks (“ECNs”) to gain liquidity, price
improvement, lower commission rates and anonymity,

> Reputation of the broker-dealer;

» Execution and operational capabilities of the broker-dealer; and,

We anticipate execution information to be provided by the service providers on request. The
preferred service providers have consolidated their “Best Execution” responsibilities within a
monitoring group that is charged with monitoring execution quality through a “regular and
rigorous review” of the execution quality it receives from the venues where the service
providers route equity and option orders. Additionally, these firms indicate on their best
execution policies that they continually monitor alternative venues to identify opportunities
for improving execution quality.

We have reviewed our service provider’s best execution documentation. Among the factors
the service providers consider include: The amount of net price improvement, speed of
execution, certainty of execution, cost of execution, service issues, reliability, credit
worthiness of counterparties, and accessibility.

While it is possible that clients may pay higher commission or transactions fee through
preferred services providers, we have determined these service providers currently offer the
best overall value to us and our clients for the service, brokerage, and technology provided.

We periodically review other alternatives that are available in the market. However, we
believe that excellent customer service and trade execution is superior to most non-service
oriented, discount and internet based brokers that may otherwise be available to the public.
The preferred service providers feature a broad line of products and services that are
available to every investor, regardless of the amount of investable assets. Clients have the
ability to specifically request, in writing, their desire to utilize another financial services firm.
In such cases, the client is responsible to ensure that we have the authority to receive all
account information in a timely manner. Further, the client understands that we cannot offer
best execution because of limitations that may be placed on us by the client’s preferred
service provider.

Additional Compensation:
Triad and/or its registered representative may, from time-to-time, receive 12b-1 fees from
investment companies in connection with the placement of client funds into investment

companies.

We and our investment advisory representatives, or Triad may receive administrative,
investment advisory or other fees for providing support services, administrative support an/or
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client referrals to other investment advisory firms. In all such cases, these arrangements are
fully disclosed to the affected clients(s). Mutual funds held in a client portfolio incur
investment management fees and other internal expenses as described in the prospectus for
each fund. We strongly encourage clients to carefully read prospectuses and consider the
investment objectives, risks and charges and expenses of the investment company, prior to
investing. The contract prospectus and the underlying fund prospectus contain this and other
information about the investment company.

. If our firm or a related person directly or indirectly compensates any person who is not our
employee for client referrals, we are required to describe the arrangement and the

compensation.

We do not pay referral fees (non-commission based) to independent solicitors (non-registered
representatives) for the referral of their clients to our firm in accordance with relevant state
statutes and rules.

Item 15. Custody

. If we have custody of client funds or securities and a qualified custodian as defined in SEC
rule 206(4)-2 or similar state rules (for example, a broker-dealer or bank) does not send
account statements with respect to those funds or securities directly to our clients, we must
disclose that we have custody and explain the risks that you will face because of this.

State Securities Bureaus or their equivalent generally takes the position that any arrangement
under which a registered investment adviser is authorized or permitted to withdraw client
funds or securities maintained with a custodian upon the adviser’s instruction to the
custodian is deemed to have custody of client funds and securities.
As such, we have adopted the following safeguarding procedures:

(1) Our clients must provide us with written authorization permitting direct payment to us of
our advisory fees from their account(s) maintained by a custodian who is independent of
our firm;

(2) We must send a statement to our clients showing the amount of our fee, the value of your
assets upon which our fee was based, and the specific manner in which our fee was
calculated;

(3) We must disclose to you that it is your responsibility to verify the accuracy of our fee
calculation, and that the custodian will not determine whether the fee is properly
calculated; and

(4) Your account custodian must agree to send you a statement, at least quarterly, showing all
disbursements from your account, including advisory fees.
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B. If we have custody of client funds or securities and a qualified custodian sends quarterly, or
more frequent, account statements directly to our clients, we are required to explain that you
will receive account statements from the broker-dealer, bank, or other qualified custodian and
that you should carefully review those statements.

We encourage our clients to raise any questions with us about the custody, safety or security
of their assets. The custodians we do business with will send you independent account
statements listing your account balance(s), transaction history and any fee debits or other fees
taken out of your account.

Item 16. Investment Discretion

If we accept discretionary authority to manage securities accounts on behalf of clients, we are
required to disclose this fact and describe any limitations our clients may place on our authority.
The following procedures are followed before we assume this authority:

We do not manage discretionary accounts.

Item 17. Voting Client Securities

A. If we have, or will accept, proxy authority to vote client securities, we must briefly describe
our voting policies and procedures.

We do not and will not accept the proxy authority to vote client securities. Clients will
receive proxies or other solicitations directly from their custodian or a transfer agent. In the
event that proxies are sent to our firm, we will forward them on to you and ask the party who
sent them to mail them directly to you in the future. Clients may call, write or email us to
discuss questions they may have about particular proxy votes or other solicitations.

However, third party money managers selected or recommended by our firm may vote
proxies for clients. Therefore, except in the event a third party money manager votes proxies,
clients maintain exclusive responsibility for: (1) directing the manner in which proxies
solicited by issuers of securities beneficially owned by the client shall be voted, and (2)
making all elections relative to any mergers, acquisitions, tender offers, bankruptcy
proceedings or other type events pertaining to the client’s investment assets. Therefore
(except for proxies that may be voted by a third party money manager), our firm and/or you
shall instruct your qualified custodian to forward to you copies of all proxies and shareholder
communications relating to your investment assets.
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Item 18. Financial Information

A. If we require or solicit prepayment of more than $500 in fees per client, six months or more
in advance, we must include a balance sheet for our most recent fiscal year.

We do not require nor do we solicit prepayment of more than $500 in fees per client, six
months or more in advance. Therefore we have not included a balance sheet for our most
recent fiscal year.

B. If we are an State-reqgistered adviser and have discretionary authority or custody of client
funds or securities, or we require or solicit prepayment of more than $500 in fees per client,
six months or more in advance, we must disclose any financial condition that is reasonably
likely to impair our ability to meet contractual commitments to clients.

We have nothing to disclose in this regard.

C. If we have been the subject of a bankruptcy petition at any time during the past ten years, we
must disclose this fact, the date the petition was first brought, and the current status.

We have nothing to disclose in this regard.

Item 19. Requirements for State-Registered Advisers

A. Identification of each of our principal executive officers and management persons, and
description of their formal educations and business backgrounds.

Name: George R. Duff
Year of Birth: 1970

Formal Education after high school:
e University of Texas, BBA, 1992,
e University of Texas, MBA with concentration in Finance, 1996.

Business Background (Positions held for the preceding five years):
e Grace Capital Management, LLC, Managing Member and Chief Compliance Officer,
04/09 — Present.
e Triad Advisors, Inc., Registered Representative, 06/07 — Present.
e Duff & Boynton, Managing Member, 06/07 — 03/009.

e Wachovia Securities Financial Network, LLC, Registered Representative, 04/04 —
06/07.
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Name: Jack Kellan Dorman
Year of Birth: 1949

Formal Education after high school:
e 1972, University of Texas at Austin, B.A

Business Background (Positions held for the preceding five years):

e 06/2011-Present; Grace Capital Management, LLC.- Investment Advisor Representative
e (07/2009-Present; Spinup- Owner

e 01/2001-07/2009; Hope Chapel- Pastor

. Description of any business in which we are actively engaged (other than giving investment
advice) and the approximate amount of time spent on that business.

Mr. Duff is a registered representative of Triad Advisors, Inc. (“Triad”), member
FINRA/SIPC. As a registered representative, he may offer securities products and brokerage
services to clients of Advisor on behalf of Triad pursuant to FINRA rules and regulations.
Triad maintains a supervisory relationship with respect to its registered representative
employed by the Adviser for their activities related to the offers and sales of, and continuing
services for the securities products and brokerage services on behalf of Triad. Triad may
supervise the activities of the Adviser or its representatives when they are providing the
advisory services of the Adviser.

Triad has fully disclosed clearing arrangements with National Financial Services, LLC
(“NFES”), a wholly owned subsidiary of the Fidelity Investments Group. As a fully disclosed
broker-dealer, Triad may take custody of clients’ funds or securities for transmittal only.

As a licensed insurance agent, Mr. Duff may recommend to his advisory clients a variety of
insurance products, and he may offer commissionable (non-variable) insurance products to
Advisor’s clients for which he may receive compensation. Insurance sales constitute
approximately 5% of Mr. Duff’s time.

. In addition to the description of our fees in response to Item 5 of Part 2A, if our firm or a
supervised person is compensated for advisory services with performance-based fees, we
must explain_how these fees will be calculated. Further, we must disclose specifically that
performance-based compensation may create an incentive for the adviser to recommend an
investment that may carry a higher degree of risk to the client.

We do not charge performance-based fees.

25



D. If our firm or a management person has been involved in one of the events listed below, we
must disclose all material facts regarding the event.

1. An award or otherwise being found liable in an arbitration claim alleging damages in
excess of $2,500, involving any of the following:

(@) an investment or an investment-related business or activity;
(b) fraud, false statement(s), or omissions;

(c) theft, embezzlement, or other wrongful taking of property;
(d) bribery, forgery, counterfeiting, or extortion; or

(e) dishonest, unfair, or unethical practices.

We have nothing to disclose in this regard.

2. An award or otherwise being found liable in a civil, self-requlatory organization, or
administrative proceeding involving any of the following:

(a) an investment or an investment-related business or activity;
(b) fraud, false statement(s), or omissions;

(c) theft, embezzlement, or other wrongful taking of property;
(d) bribery, forgery, counterfeiting, or extortion; or

(e) dishonest, unfair, or unethical practices.

We have nothing to disclose in this regard.
E. In addition to any relationship or arrangement described in response to Item 10.C. of Part 2A,

we must describe any relationship or arrangement that our firm or any of our management
persons have with any issuer of securities that is not listed in Item 10.C. of Part 2A.

We have nothing to disclose in this regard.
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