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Material Changes

Revised February 13, 2013

The purpose of this page is to inform you of any material changes made since the last annual
update to our brochure. If you are receiving this brochure for the first time, this section may not
be relevant to you.

In accordance with applicable regulations, Palo Capital, Inc. (“PCI”) reviews and updates our
brochure at least annually to confirm that it remains current. Below is a summary of the signifi-
cant changes made since the last annual update to the brochure. You can read more details on
the items below in the text of the brochure (see the Table of Contents to find each section).

Material Changes from PCI’s Brochure Dated March 27, 2012:
Advisory Business

PCI may invest in inverse and leveraged exchange-traded funds (ETFs).
Fees and Compensation

For accounts held at Charles Schwab & Co., Inc., advisory fees are charged based on the average
daily value of a client's assets under PCI management during the billing period. For all other
accounts, advisory fees are charged based on the average of the month-end balances for the three
calendar months included within the quarter.

Methods of Analysis, Investment Strategies and Risk of Loss

When deemed appropriate for a particular account or given market condition, PCI may engage in
short-term trading.

PCI also offers a quantitative strategy focused on weekly rotation of investments into market
sectors believed to be attractive. This strategy, which involves a higher turnover investment
approach than PCI’s traditional investment strategy, employs only large, low-cost sector mutual
funds and ETFs to achieve its objectives.

Leveraged ETFs seek to deliver multiples of the performance of the index or benchmark they
track. Some ETFs are “inverse” or “short” funds, meaning that they seek to deliver the opposite
of the performance of the index or benchmark they track. Some funds are both leveraged and
short, meaning that they seek to achieve a return that is a multiple of the inverse performance of
the underlying index. Most leveraged and inverse ETFs “reset” daily, meaning that they are
designed to achieve their stated objectives on a daily basis. Due to the effect of compounding,
their performance over longer periods of time can differ significantly from the performance (or
inverse of the performance) of their underlying index or benchmark during the same period of
time. This effect is magnified by the use of leverage. Therefore, leveraged and inverse ETFs
that are reset daily may be unsuitable for retail investors who plan to hold them for weeks or
months, particularly in volatile markets.
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Advisory Business

Firm description. Palo Capital, Inc. (“PCI,” “we,” “our,” or “us”) is an investment advisory
firm that manages investment portfolios on a discretionary basis for individuals, pension and
profit-sharing plans, estates, trusts, and not-for-profit organizations. PCI was founded in 2005.

PCl is strictly a fee-only investment management firm. The firm does not sell any products for
which it receives a commission. The firm is not affiliated with entities that sell financial prod-
ucts or securities. No finder’s fees are accepted.

PCI does not take possession or custody of the funds or securities of any client. Assets are held
in separate accounts registered in each client’s name at a brokerage firm. Client assets are not
commingled with assets of other clients. As described under “Brokerage Practices” below, PCI
generally recommends Charles Schwab & Co., Inc. (“Schwab”) to its clients as the preferred
broker-dealer and custodian. PCI has an established relationship with Schwab and may in the
future establish relationships with other broker-dealers.

Firm owners. PCl is a corporation with 70% of the shares owned by the Kevin F. O’Grady and
Nella A. Webster Trust, and 30% of the shares owned by Derek A. Webster.

Services offered. PCI provides investment supervisory services, also known as asset manage-
ment services. At the outset of the relationship with each client, PCI assesses the client’s finan-
cial and tax situations and investment objectives. These objectives are documented in a written
investment policy statement. PCI invests assets in client-specific portfolios appropriate to the
client's circumstances. Clients may impose restrictions on investing in certain types of securities.

Investments are made only in securities traded on a public exchange. Investments are primarily
made in equities of individual companies traded on a U.S exchange. However, investments may
also include foreign securities, exchange-traded funds (ETFs), including leveraged and inverse
ETFs, mutual funds, options, U.S. Treasury securities, and debt issues of corporations and gov-
ernment entities.

PCI sometimes provides limited consultation services to its investment management clients on
investment and non-investment related matters. When PCI provides such consultation services,
PCI generally does not charge any fee for such services other than the investment management
fees described below.

As of January 13, 2013, PCI managed $114,353,190 in client assets. All of these assets were
managed on a discretionary basis. No assets were managed on a non-discretionary basis. The
$114,353,190 in managed client assets includes assets managed for firm employees and princi-
pals.

Legal agreements. PCI clients enter into a Discretionary Investment Management Agreement
with each of its clients. This agreement sets forth the terms and conditions under which PCI
manages clients’ assets. Such agreements may be terminated by the client within the first five
business days without any fees or penalties. Once the initial five-day period has passed, clients
may terminate the agreement effective 30 days following written notice to PCI.

Clients also enter into a separate custodial/clearing agreement with the broker who will hold
custody of their assets. PClI is not a party to this agreement.
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Fees and Compensation

Fee schedules. For accounts held at Schwab, advisory fees are charged based on the average
daily value of a client's assets under PCI management during the billing period. For all other
accounts, advisory fees are charged based on the average of the month-end balances for the three
calendar months included within the quarter. Like many investment advisors, PCI’s fee sched-
ules are “tiered.” This means that the rate charged declines as the amount of assets under man-
agement passes certain thresholds. For purposes of the tiers within the fee schedules shown
below, PCI generally combines assets from different accounts held by members of a client’s
immediate family living in the same household.

Fee schedule for equity and balanced accounts. For accounts holding either equities (stocks or
stock funds) or a mix of equities and fixed income assets, the fee schedule is as follows:

First $500,000 1.30% per annum
Next $500,000 1.25% per annum
Next $1.0 million 1.10% per annum
Next $2.0 million 1.00% per annum
Next $2.0 million 0.90% per annum
Amounts above $6.0 million | 0.85% per annum

Fee schedule for accounts holding only fixed income. For accounts holding only fixed income
securities (bonds and bond funds) and cash or cash equivalents, the fee schedule is as follows:

First $500,000 0.50% per annum
Next $500,000 0.40% per annum
Amounts above $1.0 million 0.35% per annum

Fee schedule exceptions. Exceptions to the preceding fee schedules are: (i) fees for accounts
of $6,000,000 or more are sometimes negotiated; (ii) advisory fees are discounted by 25% for
family members of PCI employees and for not-for-profit charitable organizations; (iii) PCIl em-
ployees are not charged advisory fees; and (iv) fees for accounts moving from other advisors
may be modified on a time-limited basis.

How fees are billed. Investment management fees are billed quarterly, in arrears, meaning that
invoices are sent after each three-month calendar quarter has ended. Payment is due upon in-
voice presentation. Fees are deducted from client accounts unless there are tax or legal reasons
for payment of fees from a different source. In such cases, clients may be billed.

Minimum fee. The minimum quarterly fee per client is $750. There is no minimum fee per
account. PCI has discretion to waive the minimum fee depending on circumstances.

Fees paid to other parties. PCI clients may be charged fees by third parties such as custodians,
brokers, and mutual funds in connection with PCI’s management of their accounts. These fees
are separate from fees which clients pay to PCI. PCI has structured its custodial and trading
relationships and its investment practices so that these fees are kept very small in relationship to
the amount of each client’s assets. Examples of these fees are as follows:
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e Brokers through whom PCI executes trades charge commissions or transaction fees on the
purchases or sales of most securities except certain mutual funds.

e Custodians who hold clients assets may charge for certain services such as wire orders or
handling tender offers.

e Mutual funds incur costs for the services of the fund manager and other items. These costs
are referred to as the “expense ratio.” A fund with an expense ratio of 0.80% means that
costs paid out of fund assets equal eight tenths of one percent of fund assets. Although the
accounts of investors in mutual funds do not see a separate charge, these costs are paid from
assets of the fund’s investors. The expense ratio is one reason why PCI generally invests
through securities other than mutual funds.

Performance-Based Fees

PCI does not use performance based fees. This section is included in this brochure due to regu-
latory requirements.

Types of Clients

PCI provides investment advice to individuals, participants of pension and profit sharing plans,
trusts, estates, and charitable organizations.

The minimum account size is $300,000 of household assets under management. PCI has discre-
tion to waive this minimum. Clients with less than $300,000 in assets may be accepted when it
is anticipated that the client will add additional funds to bring the total to $300,000 within a rea-
sonable time. Clients with assets below $300,000 are still subject to the minimum quarterly fee

of $750. PCI has discretion to waive the minimum fee.

Methods of Analysis, Investment Strategies and Risk of Loss

Analysis methods. PCI’s investment approach is based primarily on analysis of financial and
other fundamental data. However, because financial data is inevitably historical in nature, PCI

employs various approaches in addition to fundamental analysis in order to develop inferences
about future security prices. These approaches include but are not limited to:

e Technical analysis of price and volume trading patterns
e ldentification of trends which may impact certain companies or industries

e Review of holdings and transactions of company insiders and investors with a history of
successful investment in certain companies or industries

Sources of information used include financial newspapers and magazines, Bloomberg and other
online securities databases, filings with the Securities and Exchange Commission, company
press releases, company conference calls and other presentations, inspections of corporate activ-
ities, research materials prepared by others, and corporate rating services.
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Investment strategies. Under most market conditions, PCI employs a patient, low turnover
investment approach, targeting long-term gains. When deemed appropriate for a particular
account or market condition however, PCI may engage in short-term trading. Investments are
restricted to publicly traded securities. For equities, PCI invests primarily in stocks of individual
companies. However, PCI also invests in ETFs, including leveraged and inverse ETFs, mutual
funds and options contracts. Options are generally used only to reduce risk of a decline in a
current holding by selling covered call options. Clients are offered a choice as to whether or not
they wish to allow the use of options in their accounts. PCI also employs short-selling in ac-
counts in which it is permitted. Short-selling is a more complex investment strategy that entails
exposure to losses which are at least theoretically unlimited. Clients are offered a choice as to
whether or not they wish to allow the use of short-selling in their accounts. For fixed income
investments, PCI invests in both mutual funds and individual bonds depending on client needs
and market conditions.

PCI also offers a quantitative strategy (the “Sector Rotation Strategy’’) focused on weekly rota-
tion of investments into market sectors believed to be attractive. This strategy, which involves a
higher turnover investment approach than PCI’s traditional investment strategies, employs only
large, low-cost sector mutual funds and ETFs to achieve its objectives.

PCI offers clients the following types of accounts:

« Capital Appreciation Accounts seek to achieve maximal, long-term capital appreciation by
investing in publicly listed securities without constraints based on market capitalization,
style, asset class, country, or industry sectors. Investments typically consist of 100% indi-
vidual equities, and include both domestic and non-U.S. companies. In comparison to broad
market indices, these accounts include greater exposure to small capitalization stocks. Mini-
mizing short-term volatility is not an explicit objective. However, during periods of per-
ceived elevated market risk, PCI may raise cash, use option strategies, or engage in short sell-
ing in Capital Appreciation accounts for which these strategies are permitted. The majority
of assets invested with PCI are invested with this strategy.

e Core Equity Accounts seek to achieve results that exceed the returns of the Standard &
Poor’s (S&P) 500 Index over a full market cycle. In comparison to PCI’s Capital Apprecia-
tion Strategy, the Core Equity Strategy is designed to be somewhat less volatile due to its
larger average market capitalization and a greater emphasis on companies with more predict-
able business models, stronger balance sheets, and/or dividend payment. In contrast to the
S&P 500 Index, the Core Equity Strategy usually includes exposure to non-U.S. and smaller
capitalization equities. Hence, accounts managed under this strategy will typically be more
volatile than the broad market irrespective of the strategies employed to lessen volatility.
This strategy was introduced by PCI in March 2010.

« Equity Income Accounts seek annual returns of 6% or more over a full market cycle with
volatility that is less than that of the broad equity market. Equity Income invests primarily in
large capitalization, dividend-paying stocks of companies with strong balance sheets and
steady business models that show consistent earnings. Investment in companies whose busi-
ness is sensitive to changes in the overall level of economic activity is limited because the
earnings of such “cyclical” firms are more variable and their stocks are thus more vola-
tile. Equity Income may also invest in fixed income securities, and if market conditions are
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judged unfavorable, may employ defensive measures such as holding a high percentage of
cash or selling covered call options.

« Balanced Accounts hold both equities and fixed income. The equities are managed under
one of the above equity strategies described above. The amount and type of fixed income is
dependent on market conditions on individual client circumstances.

« Income Accounts include a blend of dividend-paying equities and fixed income. The specific
mix is dependent on market conditions and individual client circumstances.

« Sector Rotation Accounts hold equity sector mutual funds and ETFs. The funds are managed
in accordance with the Sector Rotation Strategy described above.

PCI seeks to maintain diversification in client portfolios in terms of the number of securities and
the distribution of securities among different industries. However, the degree of diversification
is usually less than that practiced by most investment managers. Furthermore the mix of indus-
tries in client portfolios often differs significantly from the industry distribution of the broad
market. Hence, the decisions that PCI makes as to stock selection and weighting of various
industries may cause PCI’s client portfolio to do materially worse than the market when PCI
“gets it wrong” or to do materially better than the market when PCI “gets it right.”

Risk of loss. Every investment program exposes the investor to certain risks. Investors must be
aware that these risks could result in a decline in the value of their assets. Risks to which PCI
clients are exposed and which PCI continually balances against the opportunity for gain include:

e Market risk. The price of a security or a portfolio may decline due to a general decline in
markets for financial assets. Such declines occur periodically and can be triggered by many
different combinations of political and economic events.

e Business risk. Individual securities may decline due to a wide variety of adverse events
impacting specific companies or industries. For example, oil-drilling companies depend on
finding oil and then being able to sell it at a price high enough to generate enough profit to
justify their stock price. Technology companies depend on getting attractive products to
market before their competitors do.

e Financial risk. Excessive borrowing to finance a company’s operations increases risk be-
cause the company must pay interest on its debt in good times and bad. During economic
downturns, companies with high debt levels run a greater risk of bankruptcy or having their
stock value decline due to a sharp profit decline.

e Liquidity risk. Liquidity is the ability to readily convert an investment into cash. Assets are
more liquid if the asset can be readily bought and sold. Treasury bills are highly liquid,
while real estate properties are not. Some studies have shown that less liquid stocks (stocks
with lower trading volumes) outperform more liquid stocks over time. In market downturns
such as 2008 however, less liquid securities generally decline in value much more than more
liquid stocks.

o Inflation risk. Inflation reduces the purchasing power of assets. If assets do not generate a
return higher than inflation, the investor is actually losing purchasing power.

e Currency risk. Investment returns are influenced by fluctuations in the relative value of
different currencies. When the dollar declines against other currencies, foreign stocks and
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commodity-based stocks generally do well. When the dollar is strong, the opposite usually
occurs.

e Interest-rate risk. Fluctuations in interest rates often impact investment prices. For example,
when interest rates rise, yields on existing bonds become less attractive, causing their market
values to decline.

e Reinvestment risk. If interest rates decline, future proceeds from investments may have to be
reinvested at a lower rate of return. This primarily relates to fixed income securities.

e Risks of owning specific securities.

= Equity securities represent an ownership position in a company. Equity securities typical-
ly consist of common stocks. The prices of stocks and the income they generate (such as
dividends) may fluctuate based on events specific to the company that issued the shares,
conditions affecting the general economy and overall market changes, changes or weak-
ness in the business sector the company does business in, and other factors. Further, pric-
es of these securities can be affected by financial contracts held by the issuer or third par-
ties (such as derivatives) relating to the security or other assets or indices. There may be
little trading in the secondary market for particular equity securities, which may adverse-
ly affect the ability to value accurately or dispose of those equity securities. Adverse pub-
licity and investor perceptions, whether or not based on fundamental analysis, may de-
crease the value and/or liquidity of equity securities.

= Small capitalization equities. Investing in smaller companies can pose additional risks in
that it is often more difficult to value or sell small company stocks, more difficult to ob-
tain information about them, and their prices may be more volatile than stocks of larger,
more established companies. Investors in small capitalization equities should have a long-
term perspective and be able to tolerate potentially sharp declines in value.

= American Depository Receipts (ADR). An ADR is a security that trades on a U.S. ex-
change but represents a specified number of shares in a foreign corporation. Investors buy
and sell ADRs on American markets just like other stocks. Some banks and brokerage
firms issue/sponsor ADRs. ADRs may be subject to additional risks, including, but not
limited to, less complete financial information available about foreign issuers, less market
liquidity, more market volatility, and political instability. In addition, currency exchange-
rate fluctuations affect the U.S. dollar-value of foreign holdings.

= Debt securities (bonds). Issuers use debt securities to borrow money. Generally, issuers
pay investors periodic interest and repay the amount borrowed either periodically during
the life of the security and/or at maturity. Alternatively, investors can purchase other debt
securities, such as zero coupon bonds, which do not pay current interest but are priced at
a discount from their face value. The investor realizes a return on such securities to the
extent that their value rises over time towards face value at maturity. The market prices of
debt securities fluctuate depending on such factors as interest rates, credit quality, and
maturity. In general, market prices of debt securities decline when interest rates rise and
increase when interest rates fall. The longer the time to a bond’s maturity, the greater its
interest rate risk.

= Options. Options may involve certain costs and risk such as liquidity, market, and credit,
risks, and the risk that a position might not be closed when most favorable. With the sale
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of “naked” options, the investor is exposed to the risk of a loss which could be a multiple
of the amount received for the option. The options agreements entered into by most PCI
clients do not permit use of naked options, and limit option use to the sale of “covered”
call options on stocks which the client holds. The sale of covered call options is intended
to produce additional income for the client’s account or to limit downside risk. However,
selling covered call options may limit upside gains in some circumstances.

= Leveraged and inverse ETFs. Leveraged ETFs seek to deliver multiples of the perfor-
mance of the index or benchmark they track. Some ETFs are “inverse” or “short” funds,
meaning that they seek to deliver the opposite of the performance of the index or bench-
mark they track. Some funds are both leveraged and short, meaning that they seek to
achieve a return that is a multiple of the inverse performance of the underlying index.
Most leveraged and inverse ETFs “reset” daily, meaning that they are designed to achieve
their stated objectives on a daily basis. Due to the effect of compounding, their perfor-
mance over longer periods of time can differ significantly from the performance (or in-
verse of the performance) of their underlying index during the same period of time. This
effect is magnified by the use of leverage. Therefore, leveraged and inverse ETFs that
are reset daily may be unsuitable for retail investors who plan to hold them for weeks or
months, particularly in volatile markets.

Disciplinary Information

Neither PCI nor any of its employees have ever been involved in any legal or disciplinary events
related to any investment advisory activity.

Other Financial Industry Activities and Affiliations

PCI has no arrangement with any related person involved in providing financial services other
than those provided directly by PCI.

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

Code of Ethics. All PCI employees have individually committed to a Code of Ethics designed
to comply with Rule 204A-1 of the Investment Advisers Act of 1940. The firm will provide a
copy of the Code of Ethics to any client or prospective client upon request.

This Code establishes rules of conduct for PCI employees. It is based on the principle that PCI
and its employees owe a fiduciary duty to put our clients’ interests first, and to avoid any actual
or potential conflicts of interest or any abuse of our position of trust and responsibility. Specific
duties addressed in the code include:

e The duty to have a reasonable basis for the investment advice provided,

e The duty to ensure that investment advice is suitable to meeting the client's individual objec-
tives and circumstances;
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e The duty to seek best execution for client transactions when PCI is in a position to direct
brokerage transactions for the client;

e The duty to refrain from trading in securities for their personal portfolios where their decision
is substantially derived from their employment, unless the information is also available to the
investing public on reasonable inquiry; and

e The duty to conduct personal securities transactions in a manner that places client’s interests
before personal interests.

Participation or Interest in Client Transactions. PCl employees commonly invest in securities
in which we invest client assets. We believe that this practice of “eating our own cooking” helps
ensure maximal involvement with our investment processes and contributes to better investment

results for our clients.

However, this approach creates a potential conflict of interest. For securities that are not highly
liquid, trades by PCI employees could raise the prices paid by PCI clients on purchases, or lower
the prices received by clients on sales, if the personal trades are placed in such manner that they
compete with client trades. Hence, trading by PCI employees in their personal accounts is gov-
erned by policies designed to eliminate any impact from competition with client orders. These
policies prohibit trading in a manner that takes personal advantage of price movements caused by
client transactions and direct that personal securities transactions must never adversely affect
clients. An "Access Person” is any employee who provides investment advice or who partici-
pates in portfolio management decisions at PCl. PCI’s Access Persons must receive pre-
clearance from the Chief Compliance Officer prior to transacting in their personal account for
any purchase or sale that involves a security that PCI is trading in client accounts, or recom-
mending to clients (except when the transaction is of a de minimis value as defined in our Code
of Ethics).

Although this policy is designed to protect the interests of PCI clients, it cannot guarantee that
client trades will always be made at a better price than trades in PCI personal accounts due to
fluctuations in market prices from minute to minute.

Personal trading. The Chief Compliance Officer of PCI is Kevin O‘Grady. Each quarter, he
reviews trading activity for those employees who are deemed to be Access Persons to assess
compliance with PCI’s policies and procedures governing personal trading. His personal trades
are reviewed by Michael Cannivet.

Internal cross transactions. From time to time, a client may need to sell a security that we
think is a good fit for another client’s account. In this case, we may internally cross the security
from the account of the selling client to the buying client’s account. We will only do this when
the proposed transaction is in the best interests of both clients. We do not “dump” a security into
a client’s portfolio just because another client needs to sell, nor do we decide to sell a security
from one client’s account just because another client needs a similar security. Usually, this situa-
tion comes up with fixed income securities where we can get a better deal for both clients by
crossing the security instead of going into the open market to complete separate transactions.

The price for a cross transaction will be determined by an independent broker-dealer, and is
usually the mid-point between the best bid and offer prices available for the size of the transac-
tion. We will also take into account any additional fees charged to cross the security to ensure
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that the transaction is still appropriate for both clients. PCI does not act as broker for any cross
transactions effected for clients, and will never receive any commissions or other compensation
for these trades (other than our normal advisory fees for managing the accounts).

Brokerage Practices

Custodian and brokers. PCI does not maintain custody of client assets. Client assets must be
held in an account at a “qualified custodian” who is usually a broker-dealer. We recommend that
our clients use Charles Schwab & Co., Inc. (Schwab), a registered broker-dealer as the custodian.
PCI is independently owned and not affiliated with Schwab. Schwab holds our client’s assets in a
brokerage account and buys or sells securities when PCI or the client instructs them to do so.
Although PCI recommends Schwab, it is the client’s decision whether to do so. Clients open
accounts with Schwab by entering into an account agreement directly with Schwab. We do not
open the account for our clients, although we typically assist with this process. When Schwab is
the custodian for an account, we can still use other brokers to execute trades subject to the issues
discussed below.

How we select custodians/brokers. In choosing a custodian/broker, our objective is to choose
a firm whose services are the most advantageous on an overall basis taking into account a wide
range of factors including the following:

e Combination of trade execution services and asset custody services

e Capability to execute, clear, and settle trades

e Capability to facilitate transfers and payments to and from accounts

e Cost of the services offered, and willingness to negotiate the prices

e Reputation, financial strength, and stability

e Auvailability of specialized personnel and software that assist PCI is delivering our services

Costs for custody and brokerage services. For PClI clients’ accounts, Schwab does not
charge separately for custody services. Schwab is compensated by charging commissions or
other fees on trades that it executes or settles in our clients’ accounts. PCI does not receive any
payment for commissions incurred as a result of its clients’ trades.

Clients may direct that trades in their accounts are placed through a specific broker other than
Schwab, although this may result in higher costs. If we route a trade for your Schwab account
through a different broker-dealer, Schwab charges a “trade away” fee. This fee is in addition to
the compensation paid the executing broker-dealer. To minimize trading costs, we execute al-
most all trades though Schwab. This approach is consistent with our duty to seek “best execu-
tion” which means the most favorable terms for a transaction based on all relevant factors. While
PCI believes that Schwab’s commission rates are very competitive, for almost any transaction
there will be a broker-dealer offering a lower commission rate. In determining whether to use
Schwab or another broker-dealer, PCI uses its good faith judgment taking into consideration:

e Execution capabilities (the dollars at issue here often exceed total commissions rates)

e Brokerage commissions rates
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e Size and execution difficulty of the transaction
e Quality of the overall brokerage and customer service provided by a broker-dealer

Products and services available to PCI from Schwab. Schwab Advisor Services™ is the
part of Schwab that serves independent investment advisory firms like PCI. Schwab Advisor
Services provides PCI and our clients access to institutional brokerage services (trading, custody,
reporting, etc.) some of which are not generally available to Schwab retail customers. Some of
these services offer direct benefit to our clients. Other services help PCI manage our clients’
accounts or help us manage our business as further described below.

Schwab provides PCI services that may not directly benefit our clients. Schwab makes
available to PCI products and services that directly benefit PCI but may benefit our clients only
indirectly. Examples include:

e Investment research, both Schwab’s own and that of third parties

e Specialized software and electronic data downloads

e Access to institutional brokerage trading and customer service personnel

e Consulting on technology, compliance, legal, and business issues

e Publications and conferences on practice management and business succession

e Educational events, some of which involve entertainment for PCI personnel

e Discounts on various business services such as UPS delivery and liability insurance

These services may represent an economic benefit to PCI in that PCI is either not charged for
these services or charged at a rate lower than the rate which might apply absent PCI’s relation-
ship with Schwab. PCI is obligated to note that this situation is a potential conflict of interest.
However, after considering the scope, quality, and price of Schwab’s services in comparison to
those of alternative custodian broker/dealers, we believe that our decision to work with Schwab
is in the best interests of our clients.

Best execution. Generally, PCI reviews the execution of trades at each custodian each quarter.
Trading fees charged by broker/dealers are also generally reviewed on a quarterly basis. PCI
does not receive any portion of the trading fees.

Soft dollars. Arrangements under which an investment advisor receives research or other prod-
ucts or services in return for directing business to a broker-dealer are referred to as “soft dollar”
arrangements. While such arrangements may be consistent with the best interests of the advisor’s
clients, PCI has no such arrangements at present.

Order aggregation. PCI commonly aggregates trades across multiple accounts in an effort to
obtain the best overall price on such transactions and fairness to all clients. In addition, we be-
lieve that aggregating trades is consistent with the duty to seek best execution for our clients. No
advisory client will be favored over any other client, and each account that participates in an
aggregated order will participate at the average share price per custodian for all transactions in
that security on a given business day. With the exception of the Sector Rotation Strategy de-
scribed above, personal trades of PCI employees are generally not included in these “block”
trades. However, PCI employees who are advisory clients of PCI and who are not engaged in
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portfolio management may have their personal securities trades included in the same block with
other client trades.

Smaller client trade orders (e.g., trade orders entered in response to PCI’s review of a client’s
account) are commonly executed on an individual basis and are not included in block trades.

Review of Accounts

Periodic reviews. PCI conducts the following reviews:

e Individual securities. On a continuous basis, all securities held in accounts managed by PCI
are monitored by PCI’s Investment Committee (Kevin O’Grady and Michael Cannivet) for
news developments and technical activity (price and volume data). Each security is rated
against all equities followed by PCI as to its relative attractiveness. On at least a quarterly
basis, PCI also reviews each company’s financial data, industry outlook, fit with PCI’s in-
vestment themes and macroeconomic outlook, and whether PCI’s investment thesis for the
security remains intact.

e Investment strategy. On a quarterly and ongoing basis, PCI’s investment committee con-
ducts a review of its investment strategy. This process encompasses a review of data and
third-party research on macroeconomic conditions. PCI’s investment themes are reviewed in
terms of market performance, economic conditions, business cycles, and technology, politi-
cal, and social developments related to these themes.

e Account reviews. Generally, the performance of all accounts are monitored on a daily basis
and reviewed at least quarterly. A more detailed annual review is conducted at least once a
year by Kevin O’Grady, Michael Cannivet, and/or Nella Webster O’Grady.

Review triggers. Events which can trigger additional reviews beyond those described above
include (i) unfavorable performance against account benchmarks; and (ii) changes in a client’s
financial situation or objectives.

Client reports. In addition to the monthly custodian statements, communications by PCI with
its clients include:

e Quarterly performance reports comparing account performance to benchmark indices

e Annual detailed written report on PCI’s economic and investment outlook.

e Quarterly written updates on PCI’s investment outlook and strategy.

e Periodic written commentaries on market developments.

e Annual phone or in person meeting to review client’s accounts and investment objectives.

e Ad hoc phone or email communications on market conditions, clients’ accounts, or clients’
investment objectives.

Client Referrals and Other Compensation

Incoming referrals. PCI enjoys an ongoing flow of prospective client referrals. These referrals
came from current clients, accountants, attorneys, friends of our employees and other sources.
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Generally, the firm does not compensate any unaffiliated third-parties for these referrals. How-
ever, there are instances when we may compensate former associated persons for prior client
referrals. In such cases, we will compensate former associated persons by paying a referral fee in
accordance with the requirements of Rule 206(4)-3 of the Investment Advisers Act of 1940. The
former associated person will disclose the nature of the relationship with PCI at the time of the
solicitation. In addition, the former associated person will provide each prospective client with a
copy of this brochure and a copy of a written disclosure statement disclosing the terms and con-
ditions of the arrangement between PCI and the former associated person, including the compen-
sation that person will receive from PCI.

Referrals out. PCI frequently assists clients or prospective clients with their needs by referring
them to accountants, attorneys, CPAs, independent trustees, and other financial services firms
and professionals. PCI only refers clients to professionals we believe are competent and quali-
fied in their field. It is ultimately the client’s responsibility to evaluate the provider. Clients are
under no obligation to purchase any products or services through these professionals, and PCI
has no control over the services provided by another firm. Clients who choose to engage these
professionals will sign a separate agreement with the other firm. Fees charged by the other firm
are separate from fees charged by PCI. PCI does not accept referral fees or any form of remuner-
ation from these firms or professionals when we refer a prospect or client to them.

Custody

All assets of PCI clients are held at qualified custodians, usually Charles Schwab. These custo-
dians provide monthly account statements directly to clients at their address of record. These
statements will reflect their funds and securities held with the qualified custodian as well as any
transactions that occurred in the account. Clients should compare the account statements re-
ceived directly from their custodians to the performance reports provided at least quarterly by
PCI. These reports will often differ somewhat due to trades that have not yet settled on the last
date of the report period. However, if there is any material discrepancy not easily explained by
unsettled trades, clients should alert PCI to the discrepancy and request clarification of the dis-
crepancy. Clients who do not receive a statement from their qualified custodian at least quarterly
should notify us.

While PCI does not hold client assets, under certain government regulations we are deemed to
have limited custody of clients’ funds or securities when clients authorize us to deduct our advi-
sory fees directly from the client’s account. The client’s custodian statements will reflect the
deduction of our fee.

Investment Discretion

PCI clients assign to PCI discretionary authority to manage their investment accounts. Discretio-
nary authority means that PCI has the authority to direct security transactions in client accounts
without obtaining separate client consent for each trade. It would be impractical for PCI or
similar firms to manage client accounts without discretionary trading authority unless the in-
vestment advisory fees were much higher and/or the investment strategies were much simpler.
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Discretionary trading authority is assigned to PCI by means of a “limited power of attorney”
(“LPOA”) by which clients grant to PCI certain specified powers related to trading securities.
This LPOA is revocable by the client at any time for any reason.

Voting Client Securities

PCI cannot vote proxies on client securities. However, clients may call us if they have questions
about a particular solicitation. If a proxy vote entails a conflict of interest for PCI, this conflict
will be disclosed if a recommendation is made. PCI will not be deemed have proxy voting au-
thority solely as a result of providing advice or information about a particular proxy vote to a
client.

Financial Information

PCI does not have any financial impairment that will preclude the firm from meeting contractual
commitments to clients. A balance sheet is not included here because PCI does not serve as a
custodian for client funds or securities, and does not require prepayment of fees.

Business Continuity Plan

PCI has a Business Continuity Plan in place that provides detailed steps to mitigate and recover
from the loss of office space, communications, services or key people due to disasters or other
causes. Electronic files are backed up daily and archived offsite.

Information Security Program

Information security. PCI maintains an information security program to reduce the risk that
your personal and confidential information may be breached.

Privacy notice. PCIl is committed to maintaining the confidentiality, integrity and security of the
personal information that is entrusted to us. The categories of nonpublic information that we
collect from you may include information about your personal finances, information about your
health to the extent that it is needed for financial planning, and information about transactions
between you and third parties.

With your permission, we disclose limited information to attorneys, accountants, and lenders
with whom you have established a relationship. You may terminate our sharing information
with these third parties by notifying us at any time by telephone, mail, fax, email, or in person.
With your permission, we also share a limited amount of information about you with your bro-
kerage firm in order to execute securities transactions on your behalf.

We maintain a secure office to ensure that your information is not placed at unreasonable risk.
We employ a firewall barrier, secure data encryption techniques and authentication procedures in
our computer environment.
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We do not provide your personal information to mailing list vendors or solicitors. We require
strict confidentiality in our agreements with third parties that require access to your personal
information, including financial service companies, consultants, and auditors. Federal and state

securities regulators may review our Company records and your personal records as permitted by
law.

Personally identifiable information about you will be maintained while you are a client, and for
the required period thereafter that records are required to be maintained by federal and state
securities laws. After that time, information may be destroyed.

We will notify you in advance if our privacy policy is expected to change. We are required by
law to deliver this Privacy Notice to you annually, in writing.
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