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Material Changes 

The following is a summary of material changes since our last year’s annual updating brochure dated March 31, 
2014: 
 

 
• As of February 2015, Douglas Porter, CFA, CAIA, FRM, left the firm to pursue other interests.  His 

responsibilities will be absorbed by the remaining members of the investment team. 
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Advisory Business 

Firm Description  
Legato Capital Management LLC (“Legato”), a California limited liability company, was formed in February 
2004 and is registered as an investment adviser with the United States Securities and Exchange 
Commission (“SEC”) under the Investment Advisers Act of 1940 (the “Advisers Act”).  Legato is  a privately 
held firm that is majority-owned by its employees.  The principal owners are Victor L. Hymes, Chief 
Executive Officer and Chief Investment Officer, and Forward Management, LLC (“Forward Management”), 
an SEC registered investment adviser, which is controlled by Gordon P. Getty. 
 
Types of Advisory Services 
Legato serves as a manager-of-managers for institutional clients and specializes in building customized 
multi-manager equity portfolios across domestic and international asset classes, styles and capitalization 
sizes.  In constructing  multi-manager portfolios, Legato integrates manager selection, asset allocation and 
risk management process.  Legato provides its manager-of-managers advisory services  to institutional 
cl ients  through separate account or private investment fund structures.  
  
As a manager-of-managers, Legato is responsible for selecting other investment advisers (“sub-advisers”), 
who, in-turn, purchase and sell  securities for the clients’ accounts.  The services that Legato typically 
provides as a manager-of-managers include: (i)  identifying and selecting sub-advisers  for client portfolios; 
(ii)  allocating client assets among selected sub-advisers; (iii) monitoring the performance and operations 
of the selected sub-advisers by conducting on-going due diligence on the sub-advisers; and (iv) client 
reporting.  
 
Legato constructs client portfolios utilizing multiple sub-advisers that complement one another.  Legato 
generally utilizes sub-advisers that are characterized as “emerging managers” and/or “entrepreneurial 
managers.”  These sub-advisers are typically smaller firms, with assets under management of $2 billion or 
less.  
 
Legato tailors its advisory services to the individual needs of each institutional client, including the client’s 
investment objectives and guidelines and risk parameters.  Clients have the ability to impose restrictions 
on the management of their accounts, such as restrictions on investing in particular securities or types of 
securities. 
 
Assets Under Management 
All of Legato’s client assets are managed on a discretionary basis.  As of December 31, 2014, Legato’s 
assets under management totaled $1,463,210,095. 
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Fees and Compensation 

Description of Investment Management Fees   
Legato’s fees are established on a client-by-client basis and set forth in each client’s investment 
management agreement.  Legato generally charges  a fee based on a percentage of a client’s assets under 
management (“asset-based fees”).  Legato’s fees are typically inclusive of the sub-advisers’ fees.   
 
Legato also receives flat fees for advisory and ancillary services.     
 
Legato’s stated annual fees are as follows: 
 

Asset Class Annual Fee 
Small Cap 1.00% on the first $50 million, 0.90% for the next $50 million, 0.85% for the next $100 

mill ion and negotiable thereafter 
Large Cap 0.70% for the first $100 million, 0.65% for the next $100 million, 0.60% for the next 

$100 mill ion and negotiable thereafter 
All Cap 0.70% for the first $100 million, 0.65% for the next $100 million, 0.60% for the next 

$100 mill ion, and negotiable thereafter 
SMID Cap 0.80% for the first $100 million, 0.75% for the next $100 million, 0.70% for the next 

$100 mill ion and negotiable thereafter 
Micro Cap 1.35% for the first $50 million, 1.30% for the next $50 mill ion, 1.25% for the next $100 

mill ion and negotiable thereafter 
International All  

Cap 
0.90% for the first $50 mill ion, $0.85 for the next $50 million, $0.80 for the next $100 
mi l l ion and negotiable thereafter 

Global Large Cap 0.85% for the first $100 million, 0.80% for the next $100 million and negotiable 
thereafter 

 
All fees are subject to negotiations and a client’s fee may differ from the above stated fee.  A number of 
factors are considered in establishing a fee schedule, such as type of mandate, size of the portfolio, 
complexity of the relationship or strategy, and prior contractual commitments.   
 
Fee Billing 
Fees are payable quarterly, in arrears.  Legato does not require or solicit prepayment of fees. 
 
Legato’s  asset-based fees  are calculated based on the market value of the assets, including interest, 
dividends, and cash and cash equivalents as valued by an independent third party.  In most cases, the 
independent third party is the client’s custodian.  When an account is opened after the beginning of a 
quarter, the market value of the account at inception is used as a valuation, and the fee is prorated for 
that quarter.  Similarly, when the management for the account ends before the end of the quarter, the 
closing value of the termination date is one of the valuations used and the fee is prorated.  In the event 
the client terminates our services, the balance of any earned, unpaid fees will  be due and payable at the 
time the account is closed.   
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Legato’s fee schedule is typically inclusive of asset management fees for the sub-advisers.  The majority of 
our clients make a single quarterly fee payment to Legato, and we then compensate all  underlying sub-
advisers directly.  Legato does not typically deduct fees directly from a client’s account, but a client may 
select to have Legato either deduct the advisory fee from the client’s account or bill  the client for fees 
incurred. 
 
Other Fees 
Clients may incur certain charges imposed by banks and/or custodians.  Such fees may include, but are 
not limited to, custodial fees, charges imposed directly by a mutual fund or exchange traded fund in the 
account (which will  be disclosed in the applicable fund's prospectus), wire transfer and electronic fund 
fees, and other fees and taxes on brokerage accounts and securities transactions.  Additionally, clients 
may incur brokerage commissions and transaction fees.  Such charges, fees and commissions are exclusive 
of and in addition to our fee.  Legato does not receive any portion of these commissions, fees  or costs.  
Please refer to the “Brokerage Practices” section for additional information.   
 
Other Compensation 
Legato does not accept compensation for the sale of securities or other investment products. 
 

Performance-Based Fees & Side-by-Side 
Management 

Legato currently does not have any performance based fee arrangements.   
 

Types of  Clients 

Description 
Legato provides investment advisory services primarily to institutional clients, such as public and private 
pension plans  and charitable organizations. 
 
Account Minimums 
Legato generally imposes a minimum portfolio value of $5,000,000 for its investment management 
services.  Legato, in its sole discretion, may accept clients with smaller portfolios based upon certain 
criteria including anticipated future additional assets, dollar amount of assets managed, related accounts, 
account composition, pre-existing client, account retention, anticipated future earning capacity and pro 
bono activities.  We only accept clients with less than the minimum portfolio size if, in our opinion, the 
smaller portfolio size will  not cause a substantial increase of investment risk beyond the client's identified 
risk tolerance.  
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Methods of  Analysis, Investment Strategies and 
Risk of  Loss 

Methods of Analysis 
Legato’s research methodology employs both qualitative and quantitative analysis to discover sub-
advisers.  The goal of our quantitative analysis is to identify the universe of sub-advisers that have 
demonstrated the ability to produce excess return in different market environments.  Our qualitative and 
quantitative research focuses on evaluating the investment process, portfolio management team, 
research capabilities, trade execution, business operations, compliance, risk management, marketing 
potential, integrity and suitability.   
 
Legato applies fundamental research to construct portfolios.  We use publically available financial data to 
analyze the risk profile of each strategy.   
 
Investment Strategies 
Legato specializes in building customized multi-manager equity portfolios across domestic and 
international asset classes and cap sizes.  We construct these portfolios by combining strategies managed 
by the sub-advisers.  These strategies have complementary investment styles and we allocate a 
percentage of the client’s portfolio to each of these sub-advisers.   
 
Legato generally allocates client assets among sub-advisers for active discretionary management based 
upon the stated investment objectives of the client.  In doing so, we will , directly or through the selection 
of sub-advisers, buy, sell, exchange and/or transfer shares of securities based upon the investment 
strategy.  Clients have the ability to impose reasonable restrictions on the management of their account, 
including the abil ity to instruct us not to purchase certain securities or types of securities. 
 
Risk of Loss 
A risk of investing in a Legato multi-manager portfolio is that a sub-adviser selected by Legato may not 
meet our risk and return objectives, resulting in a portfolio with differing risk and return characteristic 
expectations.  In addition, Legato constructs portfolios  based on assumptions that the underlying 
fundamental company data is complete and accurate.  There is a risk that the market does not price 
securities based on fundamental company data but on other (e.g., macroeconomic) concepts.   
 
Investing in the securities markets involves risk of loss that each client should be prepared to bear.  
Investing in foreign securities markets involves additional risks including political, economic and currency 
risks, as well  as risks associated with differing accounting methods . 

Disciplinary Information 

Legato has no legal or disciplinary information to disclose. 
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Other Financial Industry Activities and 
Affiliations 

Forward Management, an SEC registered investment adviser and a commodity pool operator, is currently 
a principal owner of Legato (more than 25%, less than 50%).  Additionally, Forward Securities, Inc. 
(“Forward Securities”), an SEC registered broker-dealer and Broadmark Asset Management, LLC  
(“Broadmark”), an SEC registered investment adviser and a commodity pool operator, may be deemed to 
be related persons of Legato because they are directly controlled by Forward Management.  Legato, 
however, operates its advisory activities  independently of Forward Management, Forward Securities, and 
Broadmark.   
 
Victor Hymes maintains FINRA Series 7, 24, and 63 license registrations with ALPS Distributors, Inc. 
through his affiliation with Forward Management, and FINRA Series 65 with Legato.  Mr. Hymes has 
elected not to sell  securities to clients.  If he elects to sell  securities in the future, he would be entitled to 
receive commissions on the sale of those securities.  The commissions would be separate from and in 
addition to any other fees that a client may pay to Legato for investment management services. 

Legato serves as an investment manager to l imited partnerships and a l imited l iability company in which 
clients may have invested or been solicited to invest.  These l imited partnerships and l imited l iability 
company are described on Legato’s Form ADV, Part 1, Schedule D, Item 7.B., which is available on the 
Investment Adviser Public Disclosure (“IAPD”) website. 

As a manager-of-managers, Legato recommends  or selects sub-advisers for our clients.   Legato does not 
receive compensation directly or indirectly from those sub-advisers.  Legato served as managing member 
of Legato Capital Management Ventures, LLC (“LCMV”), a joint venture between Legato and the California 
Public Employees’ Retirement System (“CalPERS”).   LCMV was an equity holder in emerging privately held 
investment advisory firms.  LCMV’s ownership in the emerging managers were restructured in 2013, prior 
to LCMV’s l iquidation.  Legato and CalPERS may receive payments associated with this restructure from 
Hermes  Fund Managers Limited, the parent company to Hermes Sourcecap Limited.   There may be a risk 
that Legato would have a financial incentive to recommend this firm to clients.  Nevertheless, Legato will  
make recommendations or select only sub-advisers that it deems appropriate for a client, based on the 
client’s investment objectives.  

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

Code of Ethics 
Legato has adopted a Code of Ethics for all  employees of the firm (“Access Persons”) describing its high 
standard of business conduct and fiduciary duty to its clients.  The Code of Ethics includes provisions 
relating to the confidentiality of client information, a prohibition on insider trading, restrictions on the 
acceptance of significant gifts and the reporting of certain outside activities, and personal securities 
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trading procedures, among other things.  All Access  Persons at Legato must acknowledge the terms of the 
Code of Ethics at least annually.  
 
Personal Trading 
Access Persons may invest in securities that are purchased or held by client accounts.  Under the 
manager-of-managers structure, sub-advisers are responsible for purchase and sell  decisions for client 
accounts.  As a result, Access Persons typically are informed about investments  for client accounts  and the 
timing of those investments after the transactions have been effec ted.  Legato requires that all Access 
Persons report their personal securities holdings annually and transactions at least quarterly.  
Additionally, on a quarterly basis, each Access Person must certify in writing that his or her activities have 
been in compliance with the Code of Ethics. 
 
Clients and prospective clients may contact Legato to request a copy of the Code of Ethics. 
 

Brokerage Practices 

Selecting Brokerage Firms 
Under the multi-manager structure, in general, the sub-advisers will  recommend or select a broker or 
dealer most capable of providing the services necessary to obtain the best execution of that transaction.  
However, upon request of a client, Legato may also make recommendations to certain sub-advisers for 
broker-dealers on behalf of the client.  Legato has also recommended certain brokerage firms for 
transition services. 
 
Best Execution 
As a matter of policy and practice, Legato conducts initial and on-going due diligence on sub-advisers’ 
policies, procedures and practices regarding soft dollars, best execution and directed brokerage.  Legato 
seeks to ensure that each sub-adviser complies with client guidelines and observes  best practices. 
 
The sub-advisers should act in accordance with their duty to seek “best execution.”  However, a client 
may pay a commission that is higher than another qualified broker-dealer might charge to effect the same 
transaction where a sub-adviser determines, 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 
among others, the value of research provided, execution capability, financial strength, commission rates 
and responsiveness.  While the sub-advisers will  seek competitive rates, they may not necessarily obtain 
the lowest possible commission rates for cl ient transactions.   
 
A client may direct sub-advisers and/or Legato in writing to use a particular broker-dealer to execute 
some or all  transactions for the client.  In that case, the client will  negotiate terms and arrangements for 
the account with that broker-dealer, and neither Legato nor the sub-adviser will seek better execution 
services, better prices or be able to aggregate client transactions for execution through other broker-
dealers with orders for other accounts managed by Legato or the sub-adviser.  As a result, the client may 
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pay higher commissions or other transaction costs or greater spreads, or receive less favorable net prices, 
on transactions for the account than would otherwise be the case.  Subject to its duty of best execution, 
the sub-adviser and/or Legato  may decline a client's request to direct brokerage if, in the sub-adviser’s or 
our discretion, such directed brokerage arrangements would result in additional  operational difficulties. 
 

Review of  Accounts 

Periodic Reviews 
Members of Legato’s Investment Team periodically monitor portfolios as part of an on-going process.  On 
a quarterly basis, the Investment Team formally conducts sub-adviser due diligence meetings and reviews 
portfolio exposures relative to specific benchmarks, along with performance and risk attribution.   
 
At least annually, Legato meets with clients for a formal portfolio review.  All investment advisory clients 
are encouraged to discuss their needs, goals  and objectives with Legato and to keep us  informed of any 
changes.   
 
Regular Reports 
Legato delivers customized reporting with client-specific requirements for each account.  The information 
we provide includes, but is not limited to, monthly and quarterly written reports on the total portfolio and 
on each sub-adviser in the client’s portfolio:  
 
• Legato and sub-adviser organizational updates   
• Investment strategy review 
• Performance analysis  
• Total portfolio and sub-adviser performance  
• Portfolio holdings  and transactions 
• Portfolio characteristics 
 
 

Client Referrals and Other Compensation 

Legato does not compensate any person, who is not a supervised person, for client referrals—directly or 
indirectly. 
 

Custody 

Legato’s practice is not to have physical custody of client assets.  Legato, however, meets the legal 
definition of having custody over certain client accounts because it serves as general partner or manager 
of certain private or pooled investment vehicles  or has the authority to access client funds or securities.  
For those clients, in accordance with SEC rules and regulations, Legato will undergo an annual surprise 



 
 
 
 

Page 11 of 12 

exam or a public accounting firm will  conduct an annual financial statement audit of the private or pooled 
investment vehicle.  
 
Separate account clients should receive at least quarterly statements from the broker-dealer, bank, or 
other qualified custodian that holds and maintains client’s investment assets.  Legato urges you to 
carefully review such statements and compare such official custodial records to the account statements 
that we may provide to you.  Our statements may vary from custodial statements based on accounting 
procedures, reporting dates, or valuation methodologies of certain securities.   
 

Investment Discretion 

Legato allocates  client assets on a discretionary basis among sub-advisers  for the active management of 
those assets, based upon the stated investment objectives of the client.  In addition, clients may, in 
writing, place reasonable l imitations upon our discretionary authority. 
 

Voting Client Securities 

Generally, Legato delegates proxy voting to the sub-advisers who vote according to their policies.  As a 
matter of policy and practice, Legato conducts initial and on-going due diligence on the sub-advisers’ 
policies, procedures and practices regarding proxy voting.  Legato seeks to ensure that each sub-adviser 
complies with client guidelines and observes best practices regarding proxy voting. 
 
In the event of a conflict of interest between the client and a sub-adviser, the client will  determine by 
whom and how the shares are voted.  A client may also elect to vote its own proxies and will receive its 
proxies or other solicitations directly from their custodian or transfer agent.   
 
Proxy voting records are generally provided to clients on a quarterly basis.  Clients may obtain a copy of 
the Proxy Voting policies and procedures for sub-advisers  upon request. 
 

Financial Information 

Legato has never been the subject of a bankruptcy petition and we are not aware of any financial 
condition that is reasonably l ikely to impair our abil ity to meet our contractual commitments to clients.   
 
As discussed in the “Fees and Compensation” section above, Legato does not require or solicit 
prepayment of fees.   
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Additional Information 

As part of our fiduciary duty to our clients and as a matter of best business practices, Legato has adopted 
policies and procedures for disaster recovery and for continuing our business in the event of an 
emergency or a disaster.  Legato’s Business Continuity and Disaster Recovery Plan is available upon 
request. 
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