
UNITED STATES OF AMERICA 
Before the 

SECURITIES AND EXCHANGE COMMISSION 

ADMINISTRATIVE PROCEEDING 
File No. 3-15627 

In the Matter of 

TRI-ST AR ADVISORS, 
INC., WILLIAM T. PAYNE, 
AND JON C. VAUGHAN, 

Respondents. 

REPLY BRIEF IN SUPPORT OF RESPONDENTS' MOTION 
FOR SUMMARY DISPOSITION PURSUANT TO RULE 

250 OF THE RULES OF PRACTICE OF THE COMMISSION 

Respectfully submitted, 

AJAMIELLP 
Thomas R Ajamie 
Dona Szak 
Wallace A. Showman 
711 Louisiana, Suite 2100 
Houston, TX 77002 
(713) 860-1600 

Attorneys for Respondents 
Tri-Star Advisors, Inc., 
William T. Payne and Jon C. Vaughan 



TABLE OF CONTENTS 

TABLE OF AUTHORITIES ................... . 11 

SUMMARY OF REPLY 

LEGAL ARGUMENT ..................................................................................................................... 3 

I. PAYNE AND VAUGHAN DID NOT HAVE THE REQUISITE SCIENTER ................. 3 

II. 

A. The Standards for Causing and for Aiding and 
Abetting the Alleged Violations Are Identical ........................................................ 3 

B. Negligence Is Not Sufficient for Liability for 
Causing or Aiding and Abetting a Primary Violation ............................................ .4 

C. The Division Must Show that Payne and Vaughan Were Aware, 
Or Recklessly Ignored, That They Were Part of an Improper Activity ................... 5 

D. The Record Shows that Payne and Vaughan 
Did Not Act With the Requisite Scienter.. ............................................................. 1 0 

1. Payne and Vaughan Had No Previous 
Experience Running an Advisory Firm 

2. TSA Hired The Advisor's Resource to Advise 

10 

On All Aspects of Compliance With the Act.. ........................................... 11 

3. The Advisor's Resource Was Specifically 
Informed About the Trading Practice in Question ..................................... 13 

TSA DID NOT KNOWINGLY ENGAGE IN PRINCIPAL 
TRADES IN VIOLATION OF SECTION 206(3) 17 

CONCLUSION .............................................................................................................................. 18 



TABLE OF AUTHORITIES 

Cases 

Camp v. Dena, 948 F.2d 455 (8th Cir. 1991) ............................................................................. .4, 9 

In re Daniel Bogar, SEC Rei. No. ID-502, 2013 WL 3963608 (Aug. 7, 2013) ......................... .4, 7 

In re Zion Cap. Mgmt. LLC, SEC Rei. No. 220,2003 WL 193535 (Jan. 29, 2003) 17 

In the Matter of Mark N Geman, Rei. No. IA-1924, Admin. Proc. File No. 3-9032 
(Feb. 14, 2001), ajj'd, 334 F.3d 1183 (lOth Cir. 2003) ........................................................ 6, 7 

In the Matter of OptionsXpress, Inc., Admin. Proc. File No. 3-1848, 
S.E.C. Release No. 40, 2013 L 2471113 (June 7, 2013) ......................................................... .4 

In the Matter of Trautman Wasserman Company, Inc., eta!., S.E.C. Release No. 340, 
Admin. Proc. File 3-12559, 92 S.E.C. 1156, 2008 WL 149120 (Jan. 14, 2008) .................... ..4 

Investors Research Corp. v. SEC, 628 F.2d 168 (D.C. Cir 1980) ................................................. ..4 

KPMG Peat Marwick, LLP, 54 S.E.C. 1135 (2001), recon. denied, 
55 S.E.C. 1 (2001), petition for review denied, 289 F.3d 109 (D.C.Cir. 2002), 
reh'g en bane denied, 2002 U.S. App. Lexis 14543 (D.C. Cir. 2002) ............................................... .4, 5 

Monetta Financial Services, Inc. v. SEC, 390 F.3d 952 (7th Cir. 2004) ......................................... 5 

SECv. FalstaffBrewing Corp., 629 F.2d 62 (D.C. Cir. 1980), 
cert. denied sub nom., Kalmanovitz v. S.E.C, 449 U.S. 1012 (1980) .............................................. 8 

SEC v. Howard, 376 F.3d 1136 (D.C. Cir. 2004) ............................................................................ 5 

SEC v. Slocum, Gordon & Co., 334 F.Supp.2d 144 (D.R.I. 2004) ........................................ 5, 9, 10 

SEC v. Steadman, 967 F.2d 636 (D.C. Cir. 1992) ........................................................................... 5 

Sharon M Graham, 53 S.E.C. 1072, 1998 WL 823074 (Nov. 30, 1998), 
ajj'd, 222 F.3d. 994 (D.C. Cir. 2000) 

Statutes 

15 U.S.C § 78u-3(a) (Section 21C(a) of the Securities Exchange Act) .......................................... .4 

15 U.S.C. §80b-6(3) (Section 206(3) of the Investment Advisers Act) ............ passim 

15 U.S.C. §80b-6(4) (Section 206(4) of the Investment Advisers Act) ................. passim 

ii 



Respondents Tri-Star Advisors, Inc. ("TSA"), William T. Payne ("Payne"), and Jon C. 

Vaughan ("Vaughan") move for summary disposition as to all claims against them as set forth in 

the Order Instituting Administrative and Cease-and-Desist Proceedings Pursuant to Sections 

203(e) and 203(k) of the Investment Advisers Act of 1940 ("Act") and Section 9(b) of the 

Investment Company Act of 1940 and Notice of Hearing ( "OIP"). 

SUMMARY OF REPLY 

The Commission alleges that Respondent TSA willfully violated Section 206(3) of the 

Act, 15 U.S.C. §80b-6(3), by engaging in principal transactions without providing written 

disclosures and obtaining clients' consent for each such transaction, and that TSA violated 

Section 206(4) of the Act, 15 U.S.C. §80b-6(4), by failing to implement written procedures 

designed to prevent the 206(3) violations. OIP ~~ 1, 7-11, 14, 16. The Commission further 

alleges that Payne and Vaughan caused TSA's alleged violations. OIP ~~ 2, 12-13, 15, 17. 

The grounds for Respondents' Motion for Summary Disposition are: 

(a) Payne and Vaughan did not have the requisite scienter for "causing" liability under 

Sections 206(3) and (4) ofthe Act; and 

(b) TSA did not knowingly engage in principal trades in violation of Section 206(3) of 

the Act and did not knowingly violate Section 206(4) of the Act. 

In the Division of Enforcement's Motion for Summary Disposition and Response in 

Opposition to Respondents' Motion for Summary Disposition and Brief in Support ("Div. Br."), 

the Division of Enforcement argues as follows: 

(a) Payne's and Vaughan's liability. The Division agrees that, to show liability for 

causing or for aiding and abetting the violations, it must demonstrate scienter. However, the 

Division makes the following incorrect arguments: 



(1) The Division appears to argue that the standard for liability for aiding and 

abetting a violation differs from the standard for causing a violation. 1 This is incorrect. The 

standards are identical and require the Division to show that Payne and Vaughan were aware or 

recklessly unaware that their actions were part of an overall activity that was improper. 

(2) The Division argues that only negligence is required to show scienter for causing 

the alleged violations. This is incorrect. The law requires recklessness, as decisions by Chief 

Judge Murray and others clearly state. 

(3) The Division argues that it need only show that Payne and Vaughan were aware 

of the activity, not that they were aware that the activity was improper. This, again, is incorrect. 

Case law requires knowledge or reckless disregard of improper activity. 

(4) The Division argues that Payne and Vaughan meet the required standard for 

liability (whether the standard is negligence or recklessness). The Division bases this on two 

factual contentions: (i) that Payne's and Vaughan's long experience in the business is itself 

enough to show that they were negligent or reckless; and (ii) that TSA's compliance advisor was 

not informed of the trading practice in question and was not hired to advise about the practice. 

The first contention is wrong both factually and legally. Payne and Vaughan did not have 

long experience running an advisory firm subject to the Act. They were new to the advisory 

business. That is why they took the eminently reasonable precaution of hiring an outside 

compliance advisor - who was recognized many times by the Commission itself as an expert in 

complying with the Act - to assist them in complying with the Act. Moreover, experience by 

itself is not sufficient to show recklessness (or even negligence). If it were, then the Act really 

1 It is not clear why the Division is arguing that Vaughan and Payne are liable for aiding and 
abetting. The OIP charges them only with causing the alleged violations, not with aiding and 
abetting. OIP~~2, 15, 17. 
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is, as the Division argued in the past, a strict liability statute even as to "causing" or aiding and 

abetting liability. 

The second contention - that The Advisor's Resource, TSA's outside compliance 

advisor, was not informed that trades were handled through TSF and was not hired to advise 

about the practice- misstates the factual record. TSA's compliance advisor clearly was hired to 

advise on compliance with the Act in toto, was specifically informed of the practice, and gave 

the wrong advice, prior to commencement of the Commission's investigation in April2011. 

(b) TSA's liability. The Division argues that the term "knowingly" in Section 206(3) 

modifies only the act of selling or purchasing securities and that the statute therefore amounts to 

a strict liability statute as long as the respondent knows it is selling or purchasing securities. 

However, the term "knowingly" also modifies the clause "acting as principal for his own 

account." The Division also argues that Section 206(3) is intended to prevent self-dealing. That 

purpose is not served by imposing liability where the account at issue is used strictly as an 

allocation account for transferring securities to clients' accounts, rather than holding or trading 

securities for the benefit of the principal. 

LEGAL ARGUMENT 

I. PAYNE AND VAUGHAN DID NOT HAVE THE REQUISITE SCIENTER 

A. The Standards for Causing and for Aiding and 
Abetting the Alleged Violations Are Identical 

The Division agrees that, to show that Payne and Vaughan are liable for aiding-and-

abetting, it must show: (i) a primary violation by another party; (ii) Vaughan's and Payne's 

awareness or knowledge that their roles were part of an overall activity that was improper; and 

(iii) that Payne and Vaughan knowingly and substantially assisted in the conduct that constituted 

the primary violation. Div. Br. at 9. 
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The standard for liability for causing a violation is exactly the same as for aiding and 

abetting. The Division appears to argue, without clearly stating, that the "causing" standard 

differs from the standard for aiding and abetting. !d. This is not correct; the standards are 

identical. See Motion of Respondents Tri-Star Advisors, Inc., William T. Payne and Jon C. 

Vaughan for Summary Disposition Pursuant to Rule 250 of the Rules of Practice of the 

Commission ("Resp. Br.") at 6-9. Chief Judge Murray has twice so held. In the Matter of 

OptionsXpress, Inc., Admin. Proc. File No. 3-14848, S.E.C. Release No. 490, 2013 WL 

2471113, at *79 (June 7, 2013); In the Matter ofTrautman Wasserman Co., S.E.C. Release No. 

340, Admin. Proc. File 3-12559, 92 S.E.C. 1156, 2008 WL 149120, at *18 (Jan. 14, 2008). The 

Division does not dispute or distinguish these cases or any of the cases cited by Respondents. 

B. Negligence is Not Sufficient for Liability for 
Causing or Aiding and Abetting a Primary Violation 

The Division argues that negligence is sufficient to show liability for causing or aiding 

and abetting. This is incorrect; recklessness must be shown. Investors Research Corp. v. SEC, 

628 F.2d 168, 178 (D.C. Cir. 1980). A case cited by the Division, Camp v. Dena, 948 F.2d 455 

(8th Cir. 1991) (cited in Div. Br. at 1 0), clearly states that negligence "is never sufficient" for 

aiding and abetting liability. !d. at 459. 

The Division cites In re Daniel Bogar, SEC Rei. No. ID-502, 2013 WL 3963608, at *20 

(Aug. 7, 2013) as support for a general negligence standard for "causing" liability (Div. Br. at 8). 

That is incorrect. Bogar cites KPMG Peat Marwick, LLP, 54 S.E.C. 1135, 1175 (2001), recon. 

denied, 55 S.E.C. 1 (2001), petition for review denied, 289 F.3d 109 (D.C.Cir. 2002), reh'g en 

bane denied, 2002 U.S. App. Lexis 14543 (D.C. Cir. 2002). !d. However, in KPMG the D.C. 

Circuit upheld the Commission's use of a negligence standard only because the statute in 

question, Section 21C(a) of the Securities Exchange Act, 15 U.S.C. § 78u-3(a), specifically 

4 



contains the phrase "an act or omission the person knew or should have known would contribute 

to such violation." 289 F.3d at 120. No such language is present in Section 206(3) or (4) of the 

Act. 

C. The Division Must Show that Payne and Vaughan Were Aware, 
or Recklessly Ignored, That They Were Part of an Improper Activity 

The Division also argues that it need only show that Payne and Vaughan knew that the 

trading in question was occurring, not that they knew that it was considered principal trading or 

that the trading was improper. Div. Br. at 10-11. Again, the Division is incorrect. Respondents 

have cited numerous cases where respondents were found not liable because the Commission 

failed to show respondents' awareness that the activity in question was improper. See Resp. Br. 

at 11-13; Monetta Financial Services, Inc. v. SEC, 390 F.3d 952, 956 (7th Cir. 2004) 

(Commission failed to show that defendant was "aware that disclosure of the IPO allocations was 

required"); SEC v. Howard, 376 F.3d 1136, 1143-48 (D.C. Cir. 2004) ("Howard was not aware, 

generally or otherwise, of any wrongdoing"); SEC v. Steadman, 967 F.2d 636, 647 (D.C. Cir. 

1992) (Commission failed to show that defendant was "generally aware that the Corporation's 

subscription and redemption accounts were being managed improperly or that surprise audits 

were required"); SEC v. Slocum, Gordon & Co., 334 F.Supp.2d 144, 185 (D.R.I. 2004) 

(respondent knew about a failure to disclose but did not know that disclosure was legally 

required). 

The Division makes no attempt to distinguish these cases. Instead, it contends that other 

decisions reject the argument that knowledge of impropriety is required for aiding and abetting 

and "causing" liability. Div. Br. at 10. These cases do not support the Division's position 

because, although these opinions repeat in words or substance the boilerplate dictum that 

"ignorance of the law is no excuse," in each case that statement is explained by findings that the 
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respondents recklessly disregarded facts clearly indicating impropriety. None of them resemble 

this case, in which the respondents in good faith sought professional advice to make sure they 

complied with the Act. 

For example, the Division argues that in In the Matter of Mark N. Geman, Rel. No. IA-

1924, Admin. Proc. File No. 3-9032, 2001 WL 124847 (Feb. 14, 2001), affd, 334 F.3d 1183 

(lOth Cir. 2003), the Commission rejects the argument that reckless disregard of the impropriety 

of the overall course of action is required for liability. Geman does not so hold. In fact, the 

Commission rejects only the argument that Geman, the respondent, "acted in good faith" and 

obtained an opinion letter regarding the conduct in question. The decision holds that Geman was 

reckless in not knowing of such illegality because he made no attempt to consult or get advice 

from any legal or regulatory professional about the conduct in question. The decision discredits 

Geman's contention that he obtained a legal opinion, because the opinion in question did not 

address the bulk of the firm's actions. 2001 WL 124847 at *9. 

Geman does make the broad assertion that "ignorance of the law" cannot "serve as a 

defense." Id at *17. However, that assertion is tempered by the decision's statement that "[i]n 

an appropriate case, reliance on counsel may affect our assessment of a respondent's state of 

mind." Jd at *9. The decision rejected Geman's contention that his was such a case because the 

opinion letter he obtained did not address the conduct at issue. Jd Moreover, Geman's conduct 

was clearly reckless because he affirmatively misled the firm's customers about its practices, 

which included failure to take advantage of "price improvement" programs offered by its 

clearing firms and affirmative misrepresentations of the firm's trading practices. Id at *8-*9. 

Thus, Geman's conduct was reckless. This was affirmed by the Tenth Circuit, which found 
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"sufficient factual basis for the conclusion that Geman aided and abetted the violations with· a 

state of mind of recklessness, if not willful disregard." 334 F.3d at 1196. 

Unlike Geman, Payne and Vaughan took every reasonable step to ensure that TSA was in 

compliance with all aspects of the Act. They hired The Advisor's Resource to advise on 

compliance, with no limitations. They specifically informed their compliance advisor of the 

relationship with TSF, the trading practice in question, and that markups would be earned, and 

they received specific advice about that practice. We show below that the Division is flat wrong 

to suggest that the advisor's responsibilities were somehow limited in this regard or that the 

advisor was not specifically informed about the trading practice. 

The Division also cites Bogar, 2013 WL 3963608. Div. Br. at 10. Bogar is not remotely 

applicable. The egregiousness and recklessness of Bogar's conduct stands in stark contrast to the 

good-faith efforts of Payne and Vaughan to comply with the Act. 

Bogar was the president of the broker-dealer owned by Allen Stanford, who was 

sentenced to 110 years in prison for the infamous Stanford ponzi scheme. Id at *2. Bogar 

attempted to cover up an egregious and wide-ranging fraud costing investors billions of dollars. 

His actions included lying about several material issues in communications with Stanford's 

financial advisors and managing directors, id at *5, *6, *9, *16, *21-22, lying to Stanford's 

clearing firm, id at *10-12, and covering up and disregarding numerous red flags. Id at *12. 

The Division quotes the opinion's statement that "a person cannot escape aiding and abetting 

liability by claiming ignorance of the securities laws," but this was stated in the course of a 

boilerplate recitation of the standards for liability. It was not a comment on whether Bogar had 

any basis for good faith reliance on an outside advisor regarding compliance with technical 
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requirements of the Act. Obviously, someone who embarks on such a blatantly fraudulent 

course of action cannot claim ignorance of the securities laws. 

In Sharon M Graham, 53 S.E.C. 1072, 1998 WL 823074 (Nov. 30, 1998), ajj'd, 222 

F.3d. 994 (D.C. Cir. 2000) (cited in Div. Br. at 10), the respondent, Graham, was found to have 

known of wash trades and to have recklessly disregarded their impropriety. She knew the trades 

were "peculiar," that Broumas (the principal violator) was directing them and making no money 

on them, that he did not use the firm's clearing house for these trades, that the account in 

question was having "cash flow problems," and that Broumas was using someone else's account 

without having power of attorney over that account. 1998 WL 823074, at *7. There is no 

indication that Graham sought legal or compliance advice. Because she knew all these adverse 

facts, the Commission concluded that Graham willfully aided and abetted, and caused, the 

violations. Id 

SEC v. Falstaff Brewing Corp., 629 F.2d 62 (D.C. Cir. 1980), cert. denied sub nom., 

Kalmanovitz v. S.E.C, 449 U.S. 1012 (1980) (cited in Div. Br. at 10), involved materially false 

and misleading proxy statements and other SEC filings. The respondent, Kalmanovitz, was 

found to have known that the statements were materially false and misleading. Id at 77. 

Knowledge that one's statements are false is itself knowledge of impropriety. The Court's 

holding accords with this: "[B]ecause Kalmanovitz knew the nature and consequences of his 

actions, he acted with scienter." Id As in the other cases cited above, Kalmanovitz did not 

obtain any compliance advice about the firm's activities. The Court's discussion of "ignorance 

of the law" is limited to rejecting Kalmanovitz's argument that the Commission was required to 

inquire into his '"subjective belief as to the legalities of his action ... "' The Court did not hold 
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that a respondent is liable for causing or aiding and abetting the violation regardless of that 

respondent's good faith efforts to obtain competent outside professional advice. 

Camp v. Dena, 948 F.2d 455 (cited in Div. Br. at 10), does not stand for the bald 

proposition that, for aiding and abetting or "causing" liability, ignorance of the law is no excuse. 

Rather, the court held that a respondent may not "escape liability by simply claiming he was 

ignorant of the securities laws." Id at 459. This is quite different from saying that, regardless of 

a respondent's good-faith efforts to comply with securities laws, including hiring outside 

advisors, the respondent is liable for any violation by the firm. The Camp court confirmed this 

by further holding that "[s]ome knowledge must be shown, but the exact level necessary for 

liability remains flexible and must be decided on a case-by-case basis. Negligence, however, is 

never sufficient." Id The court found the respondents not liable because they did not have the 

requisite scienter. Id at 461-63. 

In summary, the Division is attempting to tum the banal dictum "ignorance of the law is 

no excuse" into what amounts to a strict liability standard for aiding and abetting and causing a 

violation. The cases discussed above, as well as the cases cited in Respondents' initial brief, 

show that the Division's position is not correct. Some knowledge or awareness of wrongdoing, 

or at least a willful avoidance of inquiring into the propriety of the firm's actions, is required. 

That standard is clearly not met in this case. 

SEC v. Slocum, Gordon & Co., supra, 334 F.Supp.2d at 185, is worth re-quoting because 

it completely negates the Division's position on this issue, is very similar to the situation of 

Payne and Vaughan, and is not distinguished by the Division: 

Because the Court finds that neither Slocum nor Gordon acted with 
scienter, or a "mental state embracing intent to deceive, manipulate, or defraud," 
Ernst & Ernst, 425 U.S. at 193 n.l2, 96 S.Ct. 1375, the Court cannot find they 
had a conscious awareness that SG & C was engaged in operating practices that 
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created a potential conflict of interest. During the relevant time period, SG & C 
was subject to external examinations from both its own independent auditors and 
the SEC. Neither authority identified SG & C's account structure as a potential 
problem. The evidence demonstrated that when potential compliance issues were 
brought to SG & C' s attention, Gordon took steps to remedy the situation by 
reformulating SG & C's practices. The evidence also showed that Slocum and 
Gordon communicated with and relied on the advice of outside counsel in 
creating its account structure initially, and then in reforming it after the SEC's 
examination in 1988. No evidence suggests that either Slocum or Gordon had 
knowledge that SG & C's account structure was improper, or that their account 
structure created a potential conflict of interest. 

As a result, the Court is not persuaded that Slocum and Gordon had the 
requisite mental state to have aided and abetted SG & C's non-scienter-based 
violations of Sections 206(2) and 206(4) of the Advisers Act and Rule 206(4)-
2(a)(2) issued thereunder. 

D. The Record Shows that Payne and Vaughan 
Did Not Act With the Requisite Scienter 

The Division makes three factual arguments that Payne and Vaughan had the requisite 

scienter: (1) that Payne and Vaughan's long experience in the securities industry precludes them 

from arguing that they did not know of the impropriety of the trading at issue; (2) that TSA did 

not hire The Advisor's Resource to opine on the issue of the trading; and (3) that The Advisor's 

Resource was not informed about the trading. These arguments are incorrect, and the latter two 

arguments misstate the factual record. 

1. Payne and Vaughan Had No Previous 
Experience Running an Advisory Firm 

The Division makes much of Payne's and Vaughan's previous experience in running a 

broker-dealer firm, Tri-Star Financial. Div. Br. at 11. But when Payne and Vaughan formed 

TSA in 2009, they had no previous experience with running an advisory firm that was subject to 

the Act. They formed TSA because their clients wanted advisory services. See Exhibit A, Payne 

tr. at p. 41 1. 22 - p. 42 l. 2 ("Many of our clients wanted us to do more than just be a broker to 
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them. They want us to do more advisory service for them. So we went for the wishes of our 

clients and the industry in general.") 

2. TSA Hired The Advisor's Resource to Advise 
On All Aspects of Compliance with the Act 

Having no previous experience running an advisory firm, Vaughan and Payne hired The 

Advisor's Resource to give them competent advice regarding all aspects of complying with the 

Act. The Division misstates the record by suggesting that there were any limitations on this 

engagement. Div. Br. at 12. On the contrary, the advisor was hired to advise on all aspects of 

TSA's compliance, as shown by the following testimony: 

• 

• 

• 

• 

"We have our outside compliance consultant that we hired from day one to get everything 
right."- Exhibit A, Vaughan tr. at p. 38, I. 1-2 (emphasis added). 

"[W]e did a semiannual or annual review just to kind of talk about the changes in the 
rules and the regs, what we needed to be aware of." !d. at p. 39, I. 4-6. 

"So we from the beginning used her [i.e. Linda Shirkey, the principal of The Advisor's 
Resource] to put together Tri -Star Advisors and leaned on her heavy to help us in the 
regulatory area." Exhibit A, Payne tr. at p. 69, I. 20-22 (emphasis added). 

"Q: So let me ask you generally, what is your understanding of the types of services that 
Ms. Shirkey has provided to Tri-Star Advisors? A: To ... put together the broker-dealer, 
let us know what types of reporting we need to do, all the compliance we need to have 
ready. She worked hand-in-hand with Kelly [Durham] to put everything together with 
our compliance manual ... " !d. at p. 71 I. 4-11 (emphasis added). 

The contract with The Advisors' Resource similarly shows that the compliance advisor 

was hired to advise on all aspects of compliance with the Act. The contract, entitled "Agreement 

for Compliance Services," provided: 

• "Consultant is a compliance consultant with a background in compliance, 
registration, marketing and administration of investment advisors registered with 
the United States Securities and Exchange Commission and state regulatory 
authorities responsible for the regulation of investment advisors. Consultant 
desires to render professional compliance consulting services for Advisor on the 
terms and conditions provided in the Agreement." 
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• "Consultant will provide assistance as needed and/or as outlined below to 
Advisor: Registration with appropriate authorities [and] Prepare policies 
manual/Code of Ethics." 

Exhibit 1 hereto (Agreement for Compliance Services for January 2009) at pp. 1-2 of 6. 

Other documents produced to the Division provide further confirmation of the wide-

ranging scope of her duties with respect to advising TSA: 

• The Proposal and Scope of Work for January 2009 provides for creation of a new policies 
and procedures manual, including specific issues such as anti-money laundering and 
ERISA, but also for "General Compliance." See Exhibit 2 (January 30, 2009 Proposal 
and Scope of Work) at p. 2. (Bates LS0001-2). 

• "Tri-Star Advisors, LLC, needs: 1. To upgrade and maintain an effective compliance 
program for an SEC-registered investment advisory business. 2. Ongoing support for its 
investment advisor compliance program through December of 2010 to position the firm 
for considerable growth and to have a "successful" SEC examination. The Advisor's 
Resource, Inc. proposes the following for the next twelve-month period: Design of 
Testing Program; Policies and Procedures Manual update, including Code of Ethics. 
Policies and procedures manual including Code of Ethics, revised to ensure that any new 
regulations and client changes are incorporated .... Annual Review Created for 2009 by 
March 2010 .... Documents reviewed prior to onsite visit. Two-day onsite visit to 
discuss and review program changes during the year. Written reports created. Annual 
Maintenance ... Periodic emails regarding developments in SEC regulations and exams." 
Exhibit 3, December 23, 2009 Proposal and Scope of Work, at p. 1 (Bates LS0022). 

• "Tri-Star Advisors, LLC, needs: 1. To upgrade and maintain an effective compliance 
program for an SEC-registered investment advisory business. 2. Ongoing support for its 
investment advisor compliance program through January of 2012 to position the firm for 
considerable growth and to have a 'successful' SEC examination. The Advisor's 
Resource, Inc. proposes the following: Scheduled calls/visits to review the SEC 
document request list and testing. Prescheduled one-hour conference calls two months of 
each quarter to work with the CCO beginning February 2011. Four onsite quarterly visits 
for two to three hours with one or two consultants to review monthly tests, discuss 
ongoing compliance issues and prepare for an SEC exam . . . Policies and Procedures 
manual maintenance, including code of ethics. Policies and procedures manual, 
including Code of Ethics, updated to ensure that any new regulations and client changes 
are incorporated. Annual Review created for 2011 by January 2012. Documents 
reviewed prior to onsite visit. Onsite visit to discuss and review program changes during 
the year. Written reports created. Annual maintenance ... Periodic emails regarding 
developments in SEC regulations and exams." Exhibit 4, January 24, 2011 Proposal and 
Scope of Work, at pp. 1-2 (Bates LS0026-27). 
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• "Consultant will provide assistance as needed and/or as outlined below to Advisor: 
Annual maintenance service; Annual Review; Update policies and procedures 
manual/Code of Ethics, Ongoing compliance consulting and onsite visit; Design/schedule 
program to prepare for SEC exam." Exhibit 5, January 2011 Agreement for Compliance 
Services, at p. 2) (Bates LS0031 ). 

These documents show that The Advisor's Resource was hired to advise on all aspects of 

compliance with the Act. The Division's suggestion to the contrary is untrue. 

3. The Advisor's Resource Was Specifically 
Informed About the Trading Practice in Question 

The Division argues that there is no evidence that the compliance consultant was told 

about the trading practice at issue in this case or that the consultant gave any advice about the 

matter. Div. Br. at 12. This argument is false. The record amply shows that Respondents' 

compliance advisor was specifically informed that TSA was handling clients' trades through TSF 

and that markups were being charged, and that the advisor specifically advised about the 

procedure for handling such trades. 

On February 15, 2011, the compliance advisor issued an Annual Review for 2010. On 

page 4 of that review Ms. Shirkey noted the following: 

CONFLICTS OF INTEREST 
Findings 

• TSA has an affiliated broker/dealer through which the fixed income 
securities recommended for Firm clients are purchased. IARs mark up the 
individual bonds, with bonds purchased in blocks as appropriate and all 
clients receiving the same price. 

Exhibit 6, page 4 of 8 (Bates F-TSA-E-0000484). 

Appended to the 2010 Annual Review was a Risk Assessment spreadsheet for 2010. 

This spreadsheet further shows that the consultant understood the trading process and recognized 

the following risks, among others: 
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Risk Potential or Advisor's Mitigated? Reg.or Best P&P Comments 
Category Actual Risk Risk Practice? Manual 

Location 
Affiliates Inadequately 

disclosed on 
ADV, U-4s 

Affiliates Conflicts Med May want to 
are not fully strengthen 
disclosed language in 

newADV 
form 
regarding 
receipt of 
double fees 

Affiliates Principal Lo 
trades to 
cherry pick 
or dump 

Affiliates Tradesthru High CCOto 
own conduct spot-
broker- checks of best 
dealer to execution 
generate from TSA to 
transaction other 
revenue broker/dealers 

and across SA 
brokers 

Agency Trading is Med. Regulatory Tri-Star 
Cross- Allowed Financial may 
Transactions Between trade agency 

Firm and and/or 
Client principal 

trades for 
TSA clients. 
This is 
disclosed on 
the 
confirmation. 

Exhibit 6, first page of Risk Assessment (ninth page of exhibit, Bates F-TSA-E-0000489) 

(emphases added). 
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The compliance advisor specifically advised Respondents regarding what notices TSA's 

clients should receive. The Policies and Procedures manual for February 2011 had a section for 

"Regulatory Filings and Required Client Notice Policies and Procedures." Page 2 of that section 

addresses "Required Client Notices" as follows: 

a. General Policy 
TSA will meet all requirements for notices to clients. 
These notices include: 

At onset o{relationship 
o ADV II (including Schedule F) 
o Privacy policy 

Annually therea(ter 
o Written offer of Form ADV II or copy of Form ADV II (including 

Schedule F) 
o Privacy policy 

See Exhibit 7 at p. 2. 

By comparison, the same section for 2011 (as ofNovember 2011, after the firm received 

the Commission's August 2011 deficiency letter) is nearly identical, except that it adds a new 

policy for notice to clients regarding trades through TSF: 

a. General Policy 
TSA will meet all requirements for notices to clients. 
These notices include: 

At onset of relationship 
o ADVs 
o Privacy policy 

Annuallv therea(ter 
o Written offer or actual delivery ofForm ADVs 
o Privacy policy 

On-Going as needed 
o Principal Transaction written disclosure notice and evidence of 

client consent (See forms under Principal transactions in the 
"Trading session [sic] of this manual.) 

See Exhibit 8 at p. 2. 

The above evidence shows clearly that the compliance advisor was specifically informed 

that TSA's trades were handled through the TSF account. Upon being so informed, she advised 
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only that the firm should strengthen its Form ADV and conduct best execution spot-checks. She 

also noted that trade confirmation slips disclosed that trades went through TSF. When 

specifically advising Respondents regarding required client notices, she failed to inform 

Respondents that client notices must include notice and consent for each alleged principal trade. 

Therefore, the Division is flat wrong to suggest that any "material information was 

withheld" from the compliance advisor or that the compliance advisor was unaware that TSA 

was running clients' trades through TSF. Div. Br. at 12, fn. 5.2 

It is true, as the Division asserts, that Respondents aver that "their consultant did not 

advise Respondents" about whether its TSF account was a "principal" account for purposes of 

Section 206(3)." Div. Br. at 12. But that shows nothing about whether the compliance advisor 

was informed about the actual trading process. The Respondents' advisor was informed of the 

trading process and helped Respondents make disclosures about the process, but failed to advise 

Respondents that these were principal trades subject to the requirements of Section 206(3) and 

that TSA should obtain advance client consent for each trade. 

In summary, there was no limitation on The Advisor's Resource's engagement to make 

sure that TSA was fully in compliance with all aspects of the Act. The Advisor's Resource was 

specifically informed about the trading process in question. The Advisor's Resource failed to 

inform TSA, Payne or Vaughan that the law required them to obtain client consent prior to each 

individual trade and to so provide in their compliance manual. 

For all of the above reasons, and the reasons stated in Respondents' initial brief, the 

charges against Payne and Vaughan should be dismissed in their entirety. 

2 During its wide-ranging investigation spanning many months, thousands of documents, and 
four depositions, the Staff never questioned or deposed Ms. Shirkey. 
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II. TSA DID NOT KNOWINGLY ENGAGE IN 
PRINCIPAL TRANSACTIONS IN VIOLATION OF SECTION 206(3) 

Respondents argue in their initial brief that the term "knowingly" in Section 206(3) 

requires at least that TSA knew it was engaged in principal transactions as defined by the 

Commission and set forth in Section 206(3). 

The Division argues for a strictly literal reading of Section 206(3), arguing that "[t]he 

word 'knowingly' quite plainly modifies the act of purchase, selling or effecting a purchase or 

sale- an act that in this case is not in dispute." Div. Br. at 7. 

Section 206(3) prohibits an advisor, 

acting as principal for his own account, knowingly to sell any security to or 
purchase any security from a client, or acting as broker for a person other than 
such client, knowingly to effect any sale or purchase of any security for the 
account of such client, without disclosing to such client in writing before the 
completion of such transaction the capacity in which he is acting and obtaining 
the consent of the client to such transaction. 

The Division states correctly that the term "knowingly" modifies the act of sale or 

purchase. But it also modifies the clause "acting as principal for his own account." The 

Division itself has argued that Payne and Vaughan were not advised by their compliance advisor 

that the trading at issue was principal trading as defmed by the Commission. Div. Br. at 12. 

Payne and Vaughan therefore could not have knowingly caused TSA to act as a principal for its 

own account. 

The Division argues that "TSA is accountable for the actions of its responsible officers, 

including Payne and Vaughan." It cites In re Zion Cap. Mgmt. LLC, SEC Rel. No. 220, 2003 

WL 193535, at *8 (Jan. 29, 2003). That opinion does so state, but the next sentence of the 

opinion states: "A company's scienter may be imputed from that of the individuals controlling 

it." Id In this case, it has already been amply shown that Payne and Vaughan did not 
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understand that they were causing TSA to act as principal for its account in violation of Section 

206(3). If a company's scienter may be imputed from its controlling individuals, then a 

company's lack of scienter may also be so inferred. 

The Division argues that Section 206(3) was enacted "because principal transactions pose 

the potential for conflicts of interest between the adviser and the client." Div. Br. at 5. That is 

true. But the argument cuts against the Division when, as in this case, the alleged principal 

account was not used to hold securities for any purpose other than to allocate the securities to 

clients' accounts. In such a case, there is no possibility for self-dealing, price manipulation, 

"trading ahead," dumping, or any other abuse. 

Therefore, the Division's claims against TSA should be dismissed. 

CONCLUSION 

For all of the above reasons and those set forth in Respondents' initial brief, the 

Division's claims against Respondents should be dismissed in their entirety. 

Dated: March 28, 2014 
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PROCEEDINGS 

MS. HARRIS: Let's go on the record at 

9:09a.m. on August 16,2012. Please raise your right 

hand. 

Whereupon, 

WILLIAM THOMAS PAYNE 

having been frrst duly sworn, was called as a witness 

herein and was examined and testified as fullows: 

EXAMINATION 

BY MS. HARRIS: 

Q Do you understand tbat you'll remain under oatb 

throughout these proceedings here today? 

A Yes. 

Q Okay, If you would please state and spell your 

full name for the record. 1 

A William Thomas Payne, P-A· Y -N-E. j 
Q We've met informally off the record, but, l 

again, my name is Joann Harris. I'm an attorney with t 

SEC's Fort Worth regional office. Joining me today is 

Barbara Gunn. She's an assistant regional director also 

In the Fort Worth office. We are both officers of the 

United States Securities and Exchange Commission for 

purposes of this proceeding. 

This is an investigation by the United States 

Securities and Exchange Commission in the matter of 
•· • .;T.-~-; . .;.·:-·. ~, ............ ~·····~ .• •· ... ,,-.,.· ·"'":<• 

1 {Pages 1 to 4) 

dd124b92-f52S-4e9f-9123...34de3f930R;lh 



Page 41 

1 individual-- you'd have to sit down and go over their 1 
2 risk tolerance •• what they're looking for, what kind of, 2 

3 you know, income do they want. Do they need safety? 3 

4 What are their criteria? And you can group them a littl 4 

5 bit, but there's no two people that are exactly the same. 5 

6 Q So it's muclt more time consuming to do the 6 

7 say, an advisory client -looking for CMO for an 7 

8 advisory client. 8 
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A Yes, it has. 
Q And when·· when was that? 

A On a quarterly basis we look at doing that. W 

have not f01 quite some time now. 
Q When was the last time you received 

compensation from Tri..star Advisors? 

A Sometime last year. 
Q And how mueb was that? 

9 A Yeah. We meet with our clients pretty much on 9 A I wish I could remember. . 

Q WasitSJOO? $1000? 10.000? fl' 10 a quarterly basis with every one of ourTri-Star Adv' 10 

11 client Institutional clients we don't do that. 11 
12 Q All right. Well, I know we've talked a lot 12 

13 about Tri.Star Advisors, but just to be clear ean y 13 

A It was a percentage of our commissions, so it 
was probably in the·- probably 1- to $200,000 range. I 

MR. WASHINGTON: We're talking about 

14 tell me what Tri-Star Advisors is? 14 

15 A Tri·Star Advisors is an investment advisory 15 
16 finn. 16 

17 Q And when was it ereated? 17 

Tri-Star •• 
THE WITNESS: She's saying Advisors. 

MS. HARRIS: Advisors, yes. 
MS. HARRIS: You said percentage of·· 

18 A In 2009. 18 

19 Q And are you a founder ofTri-star Advisors? 19 

MR. WASHINGTON: And you mentioned tid 
commission piece. 

20 A Myself and Jon Vaughan are the founders of 20 I'm sorry. Go ahead. 
BY MS. HARRIS: 21 Tri-Star Advisors. 21 

22 ~· it.ifiit!r}l~~fi!Fitli~i!i~JMri•Mililt!D'~Iif!i 22 Q I was- you said it was a pereentage of you 

commission at Tri-8tar Advisors? 23 m~~,~~4ii!ii1t 23 

24 ·~ (Mi!fif2f:~l4ii~~~llil~~~tli!ID' 24 A I'm sorry. Are we referring-· 
Q Did you misspeak? 25 25 

1 

2 
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3 Q What percentage ofTri.Star Advisors do you 

4 own? 

5 A 50 pereent. 

6 Q And I take it Mr. Vaughan owns the other 50? 

7 A That is correct 

8 Q And you've listed here for Tri-Star Advisors In 

9 your background that Kelly Durham is your supervisot 

10 Who's Ms. Durham? 

11 A Ms. Dwitam is our - she's our compliance 

12 officer. 

13 Q And how long has she served io that role? 

14 A Since its inception. 

15 Q Okay. I want to talk a little bit about 

16 compensation. Aad let's start with Tri-Star Advisors. 

17 Does Tri-Star Advisors pay you a salary? 

18 A No. 

19 Q No. Does Tri..Star Advisors provide you with 

20 any form of eompeasatlon besides salary? 

21 A We make a decision between Jon Vaughan and 

myself. If we are going to take any compensation at all, 

that is at the discretion of Jon Vaughan and myself. 

Page 44 

1 A Percentage of what we have left after all 

2 compensations have been paid. bills have been paid -

3 whatever is left the owners look at what compensation 

4 is--

5 Q So oa a quarterly basis after all the bills are 

6 paid you aud Mr. Vaupaa sit dewu aad make a dttlsion 

7 to whether that particular quarter it IIUikcsseudor 

8 either oae of you or bodt of you to take aay type of 

9 compeasatioa from dtat quarter. 

10 A Correct 

11 Q Does Tri-Stu Advisors ever ay you aay type of 

12 bonuses or aaything like that? 

13 A I guessit'sjustkindofagrayquestion. It 

14 would still be- because you're an owner- what would 

15 you call it- pereentage of your profits or a bonus 

16 would kind of lump into the same. 

17 Q Okay. But there's no sort ef separate bonus 

18 program or-

19 A No. 

20 Q Now, on the Tri-Star Ftaaucbl sidt-

21 MS. GUNN: Before we go there just one 

question. 

MS. HARRIS: Sure. 

BYMS.GUNN: l 
22 

23 
24 

25 

Q Have you ever·· has Tri-Star Advisors ever 

paid you any compensatioa? 

22 

23 

24 

25 Q When you aud Mr. Vaughan do this quarterly .vl 
11 (Pages 41 to 44) 
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MS. HARRJS: Let's go on the record at 

9:09a.m. on August 16, 2012. Please raise your right 

hand. 

Whereupon, 

WlLUAMTHOMAS PAYNE 

having been first duly sworn, was called as a witness 

herein and was examined and testified as follows: 

EXAMINATION 

BY MS. HARRJS: 

Q Do you understand tbat you'll remain under oatb 

tb rough out these proceedings here today? 

A Yes. 

Q Okay. If you would please state and spell your 

full name for the re(ord. 

A William Thomas Payne, P-A-Y-N-E. 

17 Q We've met informally off the record, but, 

18 again, my name is Joann Harris. l'm an attorney with t 

19 SEC's Fort Wortb regional office. Joining me today is 

20 Barbara Gunn. She's an assistant regional diredor also 

21 in the Fort Worth office. We are both officers of the 

22 lJnited States Securities and Ex(hange Commission for 

2 3 purposes of this proceeding. 

24 This is an investigation by the United States 

2 5 Securities and Exchange Commission in the matter of ', 

1 (Pages 1 to 4) 
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1 Q Okay. Wllat did - wlut do you remember Ms. 1 

2 Durlllm sharing with you about that coakrence? 2 

3 A That there was 2063 which had a caveat in there 3 

4 that we were unaware of that stated that if we didn't own 4 

5 the broker-dealer it would be a different siltlation. If 5 

6 we did own the broker-dealer and we had to pay attention 6 

7 to what it is and to change our business model. 7 

8 Q After being made aware of tile 2063 issue wlut 8 

9 was your eonliaued involvemeut as far as tlut Issue wen • 9 

10 After yoo first beeame aware oflt haw Involved were 10 

11 iD further discussions olthat issue? 11 

12 A We were very involved by getting counsel and by 12 

13 getting our consultant which we had- was Linda Shirkey. 13 

14 We had her fiom the beginning. She was also unaware of 14 

15 2063. 15 

16 Q Who is Unda Shirkey again? 16 

17 A She's in the industry of helping puttogether a 17 

18 registered investment advisory fi1111. She's very, very 18 

19 astute in the role of investment advisory. She's done •• 19 

20 her resume is just awesome. z~91~IDm!~~fi!!]gl 20 

21 ~!!J-,!Qiiili~!P~~«'iii~tafL~ii~!§i!ltiflt~~'i!iY 21 

22 l~!E'(I9Jnemli!t~t~~~~~ 22 

23 Q Is Ms. Shirkey affiliated witlu firm- a 23 

2 4 cousulting firm or is she a solo consultant? Do you 2 4 

25 know? 25 
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1 A She's a solo consultant to my knowledge. 1 

2 MR. WASHINGTON: Point of clarification or I 2 

3 can hold for later. 3 

4 MS. HARRIS: What's your clarification? 4 

5 MR. WASHINGTON: That Linda Shirkey actual! 5 

6 had- she's a founder of a compliance consulting firm - 6 

7 Advisors Resources. 7 

8 TilE WITNESS: It's a small firm. Am I correct? 8 

9 MR. WASHINGTON: She has five employees. 9 

10 BY MS. HARRIS: 10 

11 Q Now, is Ms. Shirkey actually the person - of 11 

12 this larger group of f'JVe or some employees Is she the 12 

13 ooe that actually provides the compliance cousulting 13 

14 personally or Is there someone else Ia her omee that 14 

15 handles that? 15 

16 A That's who we met with and who - I don't know 16 

17 if she f8111ls that out to someone else in her office or 17 

18 not. But we dealt pretty •• 18 

19 Q Dlreetly with her? 19 

20 A ··exclusively with her. 20 

21 Q Okay. Aad has Tri-Star Advisors had this 21 

22 consultant relationship with Ms. Shirkey and her fl 22 

23 since its Inception? 23 

24 A Yes. I will say that we started a corporation 24 

25 first before we got a compliance officer, so I have to 25 
.... -. 
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clarify. There was a little bit of time involved before 

we could get everything put together. But she was in 

very beginningofthat. 

~ ~QfS!:~I!~~iiifiiii"~;!!Ji!i~ijc'yG!Ii' 
Ms. 

~~JP~~~~l!!~l~!iiitm9~~~;;:l~iiPi!~~ 

'{i~!lii~ID:ili[~~mi!I~~~ii~~ 
MR. WASHINGTON: The word you used was 

broker-dealer. You were actually referring to--

TilE WITNESS: The investment advisor -·I'm 

sorry. Investment advisor. 

BY MS. HARRIS: 

Q So I'm sorry. You're saying reporting and •• 

A Compliance manual, getting ready for audits. 

Q Naw, for those types of things that you just 

generally described •• reporting, helping you with the 

c0111pliance manual. getting ready for the audit - th 

types of things, are any of these activities- are those 

activities that you personally also participated in? 

A I participated in all the meetings with Linda 
Shirkey. 

Page 72 

Q Did youaetuaDy review, say, drafts of the 

eompUan« manual aud thiDgs efthat nature? 

A That would be Kelly- Kelly Durl!am's job. But 

we were given the final draft and were consulted on many 

areas of the compliance manual. I cannot tell you that I 

was at every meeting with Linda Shirkey, but I was in the 

majority of the meetings with Linda Shirkey. 

Q So I think my- sort or going back to my 

questlou a few miaates ago fd asked generaly, on« th 

2063 issue was raised baslcaDy what was Tri.Star 

Advisors' respouse? Like what happened uext? ADd Y' 

meutioned gettlog eounsel and getting coasultaut. Was 

there a separate legal cou11sel yoo hired besides Ms. 

Sllirkey or were those one and the same thing? I want t• 

make sure I'm not·· 

A They're one and the same. 

Q Besides getting the eonsultaut, Ms. Shirkey, 

was there any other actiou items taken tllat you recall 

that Tri.Star Advisors did in response to the 2063 issue 

beiDg raised? 

A Yes. We made sure that we would comply with 

all the rules and regulations that 2063 had mandated. 

Q And did you lead that compliance effort or did 

somebody else do that? 

A I would say that would be a team effort between 

18 (Pages 69 to 72) 
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PROCEEDINGS j 

MS. HARRIS: We're on the record at I: 12 p.m. J 

on August 16,2012. :l 
Please raise your right hand. 

Whereupon, 

JON CARTER VAUGHAN 

having been first duly sworn. was called as a witness 

herein and was examined and testified as follows: 

EXAMINATION 

BY MS. HARRIS: 

Q Do you understand that you will remain under 

oath throughout these pnl(eedings today? 

A Yes, ma'am. 

Q And if you would, please state and spell your 

full name for the record. ~: 
A First name is Jon, J-0-N, middle name is 

Carter, C-A-R-T-E-R, last name is Vaughan, V-A-U-G-H-A- . 

Q Thank you. We've met informally off the j 
record, but again, my name is Joann Harris. I'm an 

attorney for the SEC's Forth Worth offire. Joining me 

! 

l 
today, who you also met, and she's not in the room at the lj 
moment, is Barbara Goon. She's an assistant regional 

director, also in the Fort Worth office. And for 

purposes or today's proceeding, we are both officers of 

the United States Securities and Exchange Commission. 

1 (Pages 1 to 4) 
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examiners? 

A Yes, ma'am. 

Q And wbat do you remembtr from your discusslolls 

about that? 

A I remember that it was a little confusing at 

the time because coming from the broker-dealer side, 

principal trading always meant having a proprietary 

brokerage account Now, we don't really trade fur our 

own account at Tri-Star Financial, but just having that 

account meant if bonds come in and hit that account and 

then you mark them up, that's a principal transaction. 

And so on the Tri-Star Advisor side that 

question came up: Are you principal trading? Which I 

believe we said we don't think we're principal trading 

because Tri-Star Advisors doesn't have a trading account. 

We have an omnibus allocation account, but we didn't have 

any principal trading account 

And I'm not sure if it was befure or after 
that, I know Kelly Durham, our CCO, had gone to SEC 

conference -1 don't remember if it was a week befure or 

a week after, but sometime in there-

Q Around the examlaatioa? 

23 A Around the examination·· that she carne back 

24 and said, There's something funny here with the principal 

2 5 trading and we need to kind oflook into it a little 
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1 more. Andc~~~~;,q~;g~!i~f~!iil~TllRiiiJI!~f·t! 

2 ~~l,i!r!ll}f!i:1Qf~yi~Iit~~~jg@ we 
3 contacted her after your initial examination and we sort 

4 of delved into a little bit more, and that was the point 

5 where we said, Okay, this may be principal trading, not 

6 because we have an account but because Bill has ownershi 

7 of an affiliated dealer. So that was when we kind of 

a became aware of the situation. 

9 Q So the first time that you became aware of a 

1 

2 

3 

4 

5 

6 

7 

a 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 
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the yea!'$ about complisnee Issues with respect to 

Tri-star Advisors? 

A Yes, ma'am. We tty to get together·· well, 

i~s only now three years in, but it seemed liket~ll!ai11!: 

i~iiY!ii~ff Now, we've been in more communication with 

her lately, obviously, regarding the rule 206(3), the 

principal trading rule. 

Q Did yon ask Ms. Shirkey how come she hadu't 

eangbt this earlier? 

A Yes, ma'am, I did. 

Q What did she say? 

A She said the rule was stated there kind of 

under the same assumption that without a proprietary 

trading account, and it was sort of a subset of that, the 

control interest filctor, and that was one that I can 

understand can be overlooked but makes me wonder do I 

need to have two compliance consultants. But we caught 

it, we corrected it, and so I feel confident now that we 

won't have any sort of oversights on those things. 

Q Oby. Weii,Justtogiveyoualittlebltof 

2 3 context, I understand that post SEC examluatlon, Trf-stl 

2 4 Advisors aad Trf.Star Ffullndal bas ehauged Its proceSJI\ 

2 5 hit oa bow It aetually brlags In these CMOs aud baudles 
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1 tile markets. Is that also your uaderstaadlug? 

2 A Yes,ma'am. Wechangedit,lthink,inthe 

3 summertime, maybe, of last year. 

4 Q Well, I'd like to ask you, !I you could, I waut 

5 to focus oa the time period with the old process as to 

6 bow it was, a ad I waat to uadentaad a little bit, If you 

7 had an nudentandinl at the time, exutly what was it 

8 that was happening that was a potential violation of 

9 206(3), like what was tile old process. 

10 

1l 

12 

poteutiallssue involving prlnc:ipal tradlag and Section 110 
2116(3) was at or arouad the time of the SEC examlnatf n 11 

and when Ms. Durham went to that eonferell(e. 12 

A rm sorry. Ask me that again 

Q Well, let me start over. Why don't you walk me 

through bow CMOs for Tri-Star Advisory elieats, If 

13 A Yes, ma'am. Because she came back and said, 13 they're beiul bou&bt through Trf.Star Fiaaadal, bow wer 

14 We're going to need to look into this rule a little bit 14 those processed lateraally that poteatially,l tblak, 

15 more. Because there's some subsets of it that, quite 15 gave rise to this prlnelpal trade issue. 

16 frankly, our compliance consultant didn't catch. and so 16 

17 we investigated it more. 17 

18 Q Who Is that outside compliance consultant? 18 

19 A Linda Shirkey. And I apologize, I don't 19 

20 remember the name of her company. 20 

21 Q I understand her firm that she works with, 21 

22 owns, I'm not sure exactly,ls Advisor's Resource. D 22 

23 that sound right? 23 

A I understand. Initially when we would buy a 

bond from the street, it would come into Tri-Star 

Financial's inventory account 
Q Is that the 604 aeeouut? 

A Yes,ma'am. Okay.soyou'refamiliarwith 

these terms. So the 604 account, and then it would be 

24 A That sounds right, yes, ma'am. 24 account for TSA, there wasn't a principal trade issue 

25 Q Have you personally met with Ms. Shirkey over 25 there because we weren't putting into a trading account 
... ... .. '·"'' ~-· ·~·~-~- .... , ...... , )" ., - ..... ,,, , ....... _., ... ••"\: ,_,_.~. '. ···~- ... ,.. 
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AGREEMENT FOR COMPLIANCE SERVICES 

This AGREEMENT ("Agreementj made on January_, 2009, between: 

TriStar Advisors, LLC 
5718 WestheJmer, Suite 950 
H~n. Texas 77057 
("Advisor") 

And 

The Advisor's Reeource, Inc. 
2617C V\lest Holcombe Blvd. #522 
Houston, Texas 77025 (•Consultant") 

I:'MCI:f~, : ·' .:>:::' :· ;:_;·,::--:·~:-~ .. . .:··.~ ; ~\;;-.:t:·i.:;::-=.'.·.-:::~r:-:::\};_.~,~-.::·:·/::i;;.·:~:'. :_·-:.,:_ :·:: .... J 

Advisor is engaged in or planning to engage in the business of 

___ financial planning 
x investment management 
-- hedge fund management 

___ other 

and has its principal place of business at the above address. 

Advisor desires to engage the services of the COnsultant, as an independent contractor 
and not as an employee, to assist in the project as defined in Terms and Services and to 
render services on the terms and conditions provided In this Agreement. 

THEREFORE, Advisor engages the services of Consultant upon the terms and 
conditions set forth herein. In consideration of the mutual promises contained in this 
Agreement, the parties agree as follows: 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.397.9550(ph) • 832 553.7691(fax) 
www.theadvisorsresource.com 
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l~!iilft:marriG~!llgll&:citijlr~4~~iiL«ir~ld!trillliiJkllil~rilf 

Annual maintenance setVice 
~=g~=;*'"=rrx=·~·~=x~ ""'~~l.&&frmlllllllliilr~li$ 

Compliance •Check-up• 
---Conduct on-site •Mock Examu 

___ Assist In preparation for examination by regulators 
___ Assist in responding to deficiency letter from regulators 
___ Assist with business strategy issues 
___ Train or oversee staff using lARD system 
___ Ongoing compliance consulting and onsite visit 
___ Other. 

Consultant is authorized to engage the services of Linda Shikey. Jennifer Castllo, 
Robin Lanier, Monica Blanco, Jan Huff or other agents, assistants, persons or 
corporations that Consultant determines proper to aid or assist In the proper 
performance of duties. Ms. Sh1rkey's wolk on Client's behalf wiU be charged at the rate 
of $200/hour. Ms. Castillo's work on Client's behalf will be charged at the rate of 
$130/hour, and Ms. Lanier, Ms. Blanco and Ms. Huffs work wil be charged at 
$100/hour. Fees for other serviceS will be agreed to at the time their services are 
engaged by The AdVisor's Resource, Inc. Hourly rates for each of lhe above-mentioned 
persons are subject to change. 

Consultant will furnish all facilities and equipment that may be necessaty to perfOrm 
services required under this Agreement. 

~i~?~:~?~~f.~~~i~·;t~~~~s~;zii~~~~~J~~~Rt~f~~~~~~~~~~~~~:it~~~~ ~!~?~l~!i:it~ 

~--- Hourly rate for consultant and assistant 
x Axed fee for project as outlined In proposal 
x-- As P.er Attached Proposal dated January 30, 2009 
--Other. 

Fees are due and payable immediately upon presentation of an Invoice. Fees more than 
30 days late will accrue interest at the rate of 1.5% per month. Client is responsible for 
all filing fees, including lARD fiHng fees. 

The Advisor's Resource, Inc. wiD charge fixed fees for various services, including, but 
not limited to, manuals, compliance setup materials and Advisor/Client contracts. The 
Advisor's Resource, Inc. may change hourly rates with 30 days' written notice. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.397.9550(ph) • 832.553.7691(fax) 
www. theedvisorsresource.com 
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Emergency rates, In which Client requires Consultant to work with 24 hours' or less 
notice, on weekends or on market holidays. will be charged at twice the Consultant's or 
Assistant's hourly rate. 

Travel time outside of Houston, Texas will be rE!imbursed at one·half of the hourly rate 
of the traveling personnel for a maximum of 4 hours per day. 

Expenses incurred by Consultant on Advisor's behalf, or directly as a result of work 
conducted for Advisor, wiD be charged to Advisor. Advisor agrees to pay dellvefY, 
parking, travel and associated moderate meal charges when Consultant must travel to 
see Advisor. All such expenses will be fully documented. 

Consultant will devote the time that is reasonably necessary for a satisfactory 
performance of her duties under this Agreement. If Advisor requires additional services 
not included under this Agreement, Consultant will make a reasonable effort to fit those 
additional services into her time schedule without decreasing the effectiveness of 
performance of duties required under this Agreement. However, the availability of 
additional services is subject to the provisions for additional fees for additional services 
as diScussed in Section IV, above. 

Consultant agrees to keep confidential all matters concerning the working relationship 
with Advisor, the Advisor's business information and any information relating to Advisor's 
clients. Consultant will shred waste paper relating to Advisor. Advisor further 
acknowledges and agrees that any work produced by Consultant in the course of 
performing Consultant's duties under this Agreement is the work product of Consultant 
and that Advisor wiU not divulge, disclose or disseminate any such work product without 
the explicit written agreement to do so by the Consultant. 

Advisor agrees to provide Consultant with requested Information promptly and 
completely. Advisor further agrees to promptly review all documents provided by The 
·Advisor's Resource, Inc. and to indemnify Consultant for Incorrect information provided 
by Advisor and submitted on filings. Advisor will respond in a timely manner to all 
proposed filing materials, policies or manuals prepared by Consultant. Advisor will make 
every effort to follow applicable securities laws and regulations. Advisor will make 
appropriate personnel available to Consultant to facilitate Consultant's work. Advisor will 
maintain coples of all documents filed on its behalf. 

2617C West Holcombe Blvd. #522 • Houston. TX 77025 • 281.397.9550(ph) • 832.553.7691(fax) 
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Advisor acknowledges fully that Advisor is ultimately responsible for any and all 
documentation filed on its behalf with any governmental entity, whether state, federal or 
otherwise. Advisor, by its execution hereof, indemnifies, defends and holds Consultant 
harmless from and against any claims, actions or demands that may result from any 
false, misleading or Inaccurate information which is received from Client by Consultant. 

Advisor further acknowledges that it will hold The Advisor's Resource, Inc. harmless for 
any of its actions in the performance of this Agreement except those acts which may be 
deemed gross negligence or intentional acts. 

This Agreement may be terminated by either party Immediately upon receipt of written 
notice by emaU, FAX or letter. Prepaid unearned fees will be refunded to Advisor upon 
termination of the Agreement, excluding out-of-pocket expenses and nonrefundable 
$500 Consultant Engagement fee. AdVIsor agrees to remlt Consultant for time 
expended to date of termination immediately upon receipt of an invoice. Consultant may 
terminate this Agreement if fees are not received within 45 days of mail date of invoices. 

All disputes that may arise between the parties regarding the interpretation or application 
of this contract and its legal effect must, to the exclusion of any court of law, first be 
mediated unless the parties can resolve the dispute by mutual agreement. In the event 
mediation becomes necessary. the parties will make good faith efforts to select a 
mutually agreeable mediator. In the event no such agreement on a mediator can be 
reached, the matter Will be mediated through a panel of mediators, with each party 
choosing one mediator, then those two selected mediators shalf choose the third 
mediator. In the event the parties cannot come to a resolution through mediation, then 
the matter in dispute shall be arbitrated by an arbitrator mutually agreed upon by the 
parties. In the event the parties cannot agree on an arbitrator, then each party shall 
select one arbitrator and those two selected arbitrators shall select a third arbitrator; and 
the matter in dispute shall be resolved by a panel of arbitrators so selected. Either party 
may submit any dispute to mediation thirty days after the other party has been notified 
as to the nature of the dispute. The procedures will be governed by the rules selected 
by the panel of arbitrators or mediators or the sole mediator or arbHrator. The 
proceedings will be governed by the statutes of the State ofTexas, and the proceeding 
Will be held in the city in that state where Consultant's principal office is located. Any 
such arbitration decision shall be binding on the parties. The sole arbitrator or panel of 
arbitrators, if any, may award the winning party necessary costs of mediation and/or 
arbitration, including but not limited to, reasonable attorney's fees. 

The failure of either party to enforce any provisions of this Agreement shall not be 
construed as a waiver or limitation of that party's right to subsequently enforce and 
compel compliance with any other provision in this Agreement. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.397.9550(ph) • 832.553.7691(fax) 
www.theadvisorsresource.com 
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This Agreement constitutes the sole and only agreement of the parties and supersedes 
any prior understanding or written or oral agreements between the parties respecting 
this subject matter. 

The parties acknowledge that the following items, and the terms stated therein, are 
incorporated into this Agreement and are made a part hereof for all purposes: 

Item No. 1: Proposal Dated January 30, 2009 

Neither this Agreement nor any duties or obligations may be assigned by Consultant 
without the prior written consent of Advisor, which written consent shall not be 
unreasonably withheld. In the event of an assignment by a party to which the other has 
consented, the assignee or the assignee's legal representative must agree In writing with 
the non-assigning party to assume, perform and be bound by all proVisions of this 
Agreement. 

Subject to the proviSions regarding assignment, this Agreement is binding on and inures 
to the benefrt of the parties to it and their respective heirs, executors, administrators, 
legal representatives, successors and assigns. 

This Agreement and the rights and duties of the parties under It are governed by the 
laws ofthe State of Texas, without giving effect to any rules governing the conftict of 
laws. 

This Agreement may be amended by the mutual agreement of the parties to it, In writing 
to be attached to and incorporated in this Agreement 

In the event that any one or more of the provisions contained in this Agreement is for 
any reason held to be invalid, illegal or unenforceable in any respect, that invalidity, 
illegality or unenforceability will not affect any other provisions, and the Agreement will 
be construed as if the invalid, illegal or unenforceable provision had never been 
contained in it. 

2617C West Holcombe Blvd. #522 • Houston. TX 77025 • 281.397.9550(ph) • 832.553.7691(fax) 
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Executed at Houston, Texas, on .[date). 

Cli6nt: TriStar Advisors, LLC 

By:_~~-=------­
Wiliam Payne 

Consultant: The Advisor's Resource. Inc. 

By: ----:--::-:-:-:---­
Unda Shirkey 

TriStar Athlson. UC 
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Executed at Houston, Texas, on {e£.-"'"7 f 

Client: TriStat Advisors, LLC 

By;_.. L0{a,t: J /Wif -'"""-;;.__ 

By: JJ~v~ vv::-- 1 
# • • - . - • 

zc•?. {date). 

TrlStar A.dvisus, LLC 
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TrlStar Advisors needs: 

YourComplk'lnei: Pcrtrler + 

Proposal and Scope of Work 
for 

TriStar Advisors, LLC 
January 30, 2009 

1. To register with the State of Texas as an investment advisor_ 

2. To create a Texas-compliant manuaL 

The Advisor's Resource, Inc., proposes the following: 

1 REGisTRATION WITif.THe sfA.l£oi=1EXAs - ~, 1 

• Completion of Form ADV Parts I and II to reflect business including: 
o One draft and one final version 
o Creation of the completed documents 
o Periodic phone consultations to obtain required information 
o Final version of Parts I and II to be submitted through the lARD system 
o Final Word version of Form ADV Part II and Schedule F 
o Directions for collection and submission of additional required documents 

• Completion of one U·4 form (to register an individual) and submission on the lARD 
system 

• Submission of electronic and hard copy documents 

• Follow-up with authorities if they have any questions 

Fees Due to The Advisor's Resource 
• $3500 flat fee (Includes registration for firm and one person) 
• $250 for each U-4 form to register ad~itional persons 
• $250 for The Advisor's Resource to develop a client agreement 

Additional consulting is available at $200 per hour. Please note that this will be the 
hourly rate charged for reworking a contract or extenuating circumstances, e.g., filing 
problems and/or dis<;:losure of multiple complaints. The rate for review of or creation of a 
client agreement is ajso $200/hour. 

Additional Registration Fees Due to Other Parties 
• $235 to State of Texas for each addl1ionall ndividual registered under Advisor 

(Additional fees may apply if Advisor registers in multiple states.) 
• $30 to lARD for each individual registered under Advisor 

This proposal is valid for 30 days. 

LSOOOl 
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• $275 to State of Texas for Advisor's registration fee 

TriStar Advisors. LLC 
2009 Services Proposal 

·2· 

I POLICIES AND PROCE()UR§!~L.INCLUDIMG C9DE~-eTH~ ($2200) I 
~·~ N~rtf&n~nt"~u.Hfi[~kai~~~~~lfii[~~KQti!i~ 

o Anti-Money Laundering 
o Books and Records Retention 
o Communications and Advertising 
o Custody 
o Disaster Recovery 
0 Employees 

~ ;A?:lei~. 
o Intake 
o Privacy 

• Includes a telephone interview, a draft, one set of changes and a final electronic 
copy (In Word and pdf) and hard copy (In a binder with tabs and a table of contents) 

• A customized 2009 Compliance Calendar created for TriStar Advisors 

I HOURLY coNS.uLnNG RATES., ~--------~ ~- -:1 
The 2009 rates for consulting time on an hourly basis beyond that mentioned above, 
including consulting on major change In business, major change In partnership,. etc., are 
as follows: 

Unda Shirkey- $200 
Jennifer Castillo- $130 
Robin Lanier- $100 

OUR PROPOSAL TO TRISTAR ADVISORS, LLC: 

Monica Blanco- $100 
Jan Huff- $100 

ALL ABOVE SERVICES, EXCEPT ADDITIOHAL CONSULTING, TO BE INCLUDED FORA TOTAL OF 
$5700 ARE PAYABLE AS FOLLOWS: $3500 DUE IMMEDIATELY, AND $2200 DUE 30 DAYS 
AFTER RECEIPT OF FIRST CHECK. 

WEACCEPTTHEABOVE"OSAJ... 

-~-~~__._ ;2.- ~-of 
--v--··---- /-- . 

SIGNATURE DATE 

FEES RECEIVED MORE THAN 30 DAYS AFTER DUE DATE MAY RESULT IN CANCEllATION OF THE 
SERVICE AGREEMENT. THE ADVISOR'S ResouRCE WILL. NOT REMIT FEES FOR UNUSED 
HOURS AT ClOSE OF YEAR IF CliENT DOES NOT use All PREPAID TIME. 

Thank you and we look forward to becoming your compllanaa partner. 

:' ·---: '.'V$;<,. Hc.;corro!le Slvd. #-522 • huu&1on. TX 77025 • 281 397 9550(pll} • 8:~.:lf.:3.?fCJ1.,:.,;-,, 
'W!INI. thead\'l$01Sil!SOllrce.ccm 
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Th~or.Resource 
YourCompllt;tn(e·PtlrtnB+ 

Proposal and ScOpe of Work 
for 

Tri-Star Advisors, LLC 
December 23, 2009 

i(jf{~Qti~~[f41;l¢z1iliii!lfii 

The Advisor's Resource, Inc., proposes the following for the next twelve-month 
period~ 

• Policies and proc8dures manuaJ, inclt,Jding Code of Ethics, revised to ensure that eny 
new regulations and client changes are incorporated 

• Testing designed and lmplementt:ld 

• New ~klists and forms prepared 

• A customized Compliance Calendar created for Tri-Star Advisors, LLC, Including 
forensic testing 

De/iverables: 2010 Compliance Calendar 
Testing forms and checklists as. appropriate 
Written proof of testing outcomes and recommendations 

";."....,_1 
ifj\,J'l 

1 seH...eeuJ£.o;e~~e~cs.cAU:SAt4ffiN8f:Te:visn:at$400ijj 1 
• Prescheduled one-hour conference calls two months of each quarter to work with 

the CCO beginning February 2010. 

• Four onsite quarterly visits for two to three hours with one or two consultants to 
review prior tests, discuss ongoing com pllance Issues and prepare for future 
testing. 

Thls propoaal Is valid for 30 days. 

LS0022 



Td-Star Advisors, LLC 
SS111ice Proposal 

-2-

I·A'NRtlf;lii'' , ... -~"c~~!·Ei--;~'"""'ils~·llf•'awt~',,tQY(f~?:~'P:;:: ~.~ · · · -;. ,.~ . ·--·.·-· .« .... m;mme!.¥0..../M~.;m~~s._:~-"~-- .~~•- !MQQ -~·· """· _ .. . ..• 

• Documents reviewed prfor to onsite visit 

• Two-day on site visit to discuss and review program changes during the year 

• Written reports created 

Deliversbles: IN'iftten Annual Review Report 
Risk As:sas.sment Document 
"Tooo•ust 

• Periodic emails regarding developments in SEC regulations and exams 

• Annual ADV Amendment Part I (March) 

• Annual reminder and tracking of payment for renewing SEC registration (March) 

• Annual reminder and tracking of payment for renewing State registration (November) 

.• _. Annual reminder for delivery of Privacy Policy and written offer of Form ADV IUo;.all 
clients 

IATFENDAticEfitm?.CI)~E.~RER$.a.t.t:~li~~~~~-;s~:RI8.Gi::t~j$iN~J§!}f.$Jmt$~h . · · ·: ~-J 

The Spring Training session is a six-hour training program/conference. Topics covered 
last year were as follows: 

• Disaster recovery plans 
• Market volatiUty 
• Madoff and Stanford, marketing and compliance implications 
• Recent SEC exams and interviews 
• Current SEC hot buttons 
• Conducting annual reviews and risk assessments 
• Personal trading policies 
• The Mure of regulators and regulations 

[TWO PRJ:•PAlD'Pf.(CKA.G.J;$ OFCQNSULTING TlfVIE .. ($,+.J.OO) I 
• Prepaid time to consult on various compliance matters; the following Items are likely 

to exceed the prepaid allowance: 
o SECexam 
o Change in ceo 
o Merger 
o Change in partnership 
o Responding to a deficiency letter 

• Exceptions. travel time or extra trips charged hourly at the following rates 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.298. 7015(ph) • 832.553.7691(rax) 
www.lheadvisorsresource.com 
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Ttl-Star Advisor.s. LLC 
Service Proposal 

-3-

u:a·"';R .. ·t<:v: ·...sus· ·.r.·~l '-"E..>;.•;m·"""s···"'"'' ·""''0'".··'·""'-'"'-''~/l)\;--..~·""'"'''7"~"~-V;~;~·····'·-·" , ..... ,, .. 
r.l' ~ ,;I . ~:;I;:~W.I...!... ~.:,~1.1J.I~W~~~_I!l; ... J :· . ~~-~·~·~ ~:~:;;~2'~·fl::hP~0~l~~~f~~,.~~~~'li:~~~~;~· .. ··-~· ,-~.- . : .. 

Additional consulting for special projects beyond those outlined above will be charged on 
an hourly rate as outlined below. 

Linda Snlrkey - $220 
Allison McDowell - $200 
Robin Lanier- $125 

Monica Blanco- $125 
Jan Huff- $125 

We propose at the close of twelve months to review and revise our agreement based on 
needs identified at the time. 

OUR PROPOSAL TO TRI.STAR ADVISORS, LLC: 

ALL ABOVE SERVICES, EXCEPT ADDITIONAL CONSULTING, TO BE INCLUDED FOR A TOTAL OF 
$16,950 ARE PAYABLE AS FOLLOWS! $4237.50 QUARTERLY. 

;-;9~ 
DATE 

FEES RECEIVED MORE THAN 30 DAYS AFTER DUE DATE MAY RESULT IN CANCELLATION OF THE 
SERVICE AGREEMENT. THE ADVISOR'S RESOURCE WILL NOT REMIT.,Ffa$ FOR UNUSED 
HOURS AT CLOSE OF YEAR IF CLIENT DOES NOT USE Al.L PREPAID TIME. EXPIRATION DATE 
FOR AGREEMENT: DECEMBER 2010. 

SUPPORT FOR A FULL SEC EXAM OR OTHER WORK REQUIRED BEYOND THAT OUTliNED 
ABOVE WOULD Be ADDmONAL TO THIS FEE AND WILL BE CHARGED ON AN HOURLY BASIS. 

Thank you and we look forward to continuing as your compliance partner. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.298.7015(ph) • 832.553.7691(fax) 
www.theadvisorsresoun;;e.com 
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TI1e~rsResouroe 
YourO>mpllan<e Atrtner + 

Proposal and Scope of Work 
for 

Tri-Star Advisors, Inc. 
January 24, 2011 

rmstiiif:~itiivis~ii~ili~it~s:fy 

«®"ti)l:&:~mi?li\l'l~p!f91@hff9r~~~:§'f~~~t00i§t~~~4; 

The Advisor's Resource, Inc. proposes the following: 

SCHED.ULE 
TESTING 

• Prescheduled one-hour conference calls two months of each quarter to work with the 
CCO beginning February 2011 

• Four onsite quarterly visits for two to three hours with one or two consuHants to 
review monthly tests, discuss ongoing compliance issues and prepare for an SEC 
exam by using the most recent SEC document request list, which will be divided into 
monthly tasks. 

De/iverables: Spreadsheet detailing the SEC document request list, stating where files 
are located, person responsible for data, etc. 

• Policies and procedures manual, including Code of Ethics, updated to ensure that 
any new regulations and client changes are incor porated 

1 ANNUAL REVIEW c.R~:~;;~p·::f'oB~M~r~¥?it§81Aiit~i~~;J::£~1t;gji::~·;·:::~. :··.·f::: ... , , /..-:'::; .. ::~·:] 
• Documents reviewed prior to onsite visit 

• Onsite visit to discuss and review program changes during the year 

• Written reports created 

De/iverables: Written Annual Review Report 
Risk Assessment Document 

1617(.' Wcstllulcombe Blvd. #522 • l!nustun. TX 77025 • 1Hl.298.7015(ph) • 832.553.7691(1ilx) 
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• Periodic emails regarding developments in SEC regulations and exams 

• Annual ADV Amendment Part 1 and posting of new ADV Part 2A to the lARD system 
(March) 

• Annual reminder and tracking of payment for renewing SEC registration (March) 

• Annual reminder and tracking of payment for renewing State registration (November) 

• Reminder for delivery of Privacy Policy and new Form ADV 2A and 28 to all clients 

• Prepaid time to consult on various compliance matters; the following items are likely 
to exceed the prepaid allowance: 
o SECexam 
o Change in CCO 
o Merger 
o Change in partnership 
o Responding to a deficiency letter 

• Exceptions, travel time (ir extra trips charged hourly at the following rates 

Additional consulting for special projects beyond those outlined above will be charged on 
an hourly rate as outlined below. 

Linda Shirkey ~ $225 
Monica Blanco ~ $130 
Jan Huff~ $130 

We propose at the close of twelve months to review and revise our agreement based on 
needs identified at the time. 

OUR PROPOSAL TO TRI-STAR ADVISORS, INC.: 

ALL ABOVE SERVICES, EXCEPT ADDITIONAL CONSULTING, TO BE INCLUDED FOR A TOTAL OF 
$12,000 ARE PAYABLE AS FOLLOWS: $3000 DUE IMMEDIATELY, $3000 DUE QUARTERLY. 

WE ACCEPT THE ABOVE PROPOSAL. 

SIGNATURE DATE 

2h I !C \\'"I llnkomb.: 13h u. 11522 • llonston. I" X 77025 • 2X 1.2\)!{. 70 l5(ph) • :\32.553. 7fll) !!li1X I 
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.... 

FEES RECENED MORE THAN 30 DAYS AFTER DUE DATE MAY RESUlT IN CANCELLATION OF THE 
SERVICE AGREEMENT. THE ADVISOR'S RESOURCE \NILL NOT REMIT FEES FOR UNUSED 
HOURS AT CLOSE OF YEAR IF CUENT DOES NOT USE ALL PREPAID TIME. ExPIRATION DATE 
FORAGREEMENT: JANUARY2012. 

SUPPORT FOR A FULL SEC EXAM OR OTHER WORK REQUIRED BEYOND THAT OUTLINED 
ABOVE WOULD BE ADDITIONAL TO THIS FEE AND WILL BE CHARGED ON AN HOURLY BASIS. 

Thank you and we look forward to becoming your compliance partner+. 

:·:::; 

2617C West Holcombe Blvd. #522 • Houston. TX 77025 • 281.298.7015(ph) • 832.553.769l(lax) 
www.lheadvisorsresource.com 
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• Periodic emails regarding developments in SEC regulations and exams 

• Annual AOV Amendment Part 1 and posting of new ADV Part 2A to the· lARD system 
(March) 

• Am'lual reminder and tracking of payment for renewfng SEC registration (March) 

• Annual reminder and tracking of payment for renewing State registration (November) 

• Reminder for delivery of Privacy Policy and new Form ADV 2A and 28 to all clients 

• Prepgid time to consult on various compliance matters; the following items are likely 
to exceed the prepaid allowance: 
o SEC exam 
o Change iri CCO 
o Merger 
o Change in partnership 
o Responding to a deficiency letter 

• Exceptions, travel time or extra trips charged hourly at the following rates 

Additional consulting for special projects beyond those outlined above will be charged on 
an hourly rate as outlined below. 

Unda Shirkey - $225 
Monica Blanco- $130 
Jan Huff- $130 

We propose at the close of twelve months to review and revise our agreement based on 
needs identified at the time. 

OUR PROPOSAL TO TRI-ST AR ADVISORS, INC.: 

ALL ABOVE SERVICES, EXCEPT ADDITIONAL CONSULTING, TO BE INCLVDED FOR A TOTAL OF 
$12,000 ARE PA~LE AS FOLLOWS: $3000 DUE IMMEDIATELY, $3000 DUE QUARTERLY. 

WEACC E PROPOSAL. 

,~rl,1 ·-·-, 
DATE 

0-___../ /(1s111 
2617CW~slll.tllcllmbcBivd.,'i522 • lhmsion.TX 77015 • 2SI.:198.7015(j.1h) • 332.553.76'H!tlt\J 
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Tri-Star Advisers, Inc. 
Pag&1 o/6 

TheAdisorsResource 
}i)ur~Pc:Jrtntr+ 

AGREEMENT FOR COMPLIANCE SERVICES 

This AGREEMENT ("Agreement") made on January 24, 2011, between: 

Tri-Star Advisors, Inc. 
5718 Westheimer, Suite 950 
Houston, Texas 77057 ("Adviser" or "Ciienn 

And 

The Advisor's Resource, Inc. 
2617C West Holcombe Blvd. #522 
Houston, Texas 77025 ("Consultanf) 

Adviser is engaged in or planning to engage in the business of 

_x __ financial planning 
X investment management 
-- hedge fund management 

other ----
and has its principal place of business at the above address. 

Adviser desires to engage the services of the Consultant, as an Independent contractor 
and not as an employee, to assist in the project as defined in Terms and Services and to 
render services to Adviser on the terms and conditions provided in this Agreement. 

Consultant is a compliance consultant with a background in compliance, registration, 
marketing and administration of investment advisers registered with the United States 
Securities and Exchange Commission and/or state regulatory authorities responsible for 
the regulation of investment advisers. Consultant desires to render professional 
compliance consulting services for Adviser on the terms and conditions provided in this 
Agreement. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.298.7015(ph) • 832.553.7691(fax) 
www.theadvisorsresource.com 
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Trf.Star Advisors, Inc. 
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THEREFORE, Adviser engages the services of Consultant upon the terms and 
conditions set forth herein. In consideration of the mutual promises contained in this 
Agreement, the parties agree as follows: 

Q'Qri$:ut£an.~,~IJii~t~Yla~x~~$:i~t~n~~i~~n§:~~~gJ§~~flr:f:!§ 1r:i~tnn;EiC:IF~~!~¥?t!2i~C:fvl~Etrt·· 

~{; 

Registration with appropriate authorities 
-~~- ~nuat~II~~t~~ 
____ Conduct on-site "Mock Exam" 

S~t.lle~ompliaJ1ce pro~r!=im for Adviser 
-~- tzpl~f~fllifi~~~§iaJ~~!l't~~ii!iill~Q:gl¥~~~';f#:tt\1~~~ 
____ Assist in preparation for examination by regulators 
____ Assist in responding to deficiency letter from regulators 
____ Assist with business strategy issues 

---,:±;:----
Train or oversee staff usina lARD svstem 

Other: 
-_,'*=:;- ~ifaflflaifW'dril£~tJ!if~~~rtr~~~iri~~~Mfmfl¥J 

Consultant is authorized to engage the services of Linda Shirkey, Monica Blanco, Jan 
Huff or other agents, assistants. persons or corporations that Consultant determines 
proper to aid or assist in the proper performance of duties. Ms. Shirkey's work on 
Client's behalf will be charged at the rate of $225/hour. Ms. Blanco's and Ms. Huffs 
work on Client's behalf will be charged at the rate of $130/hour. Fees for other services 
will be agreed to at the time their services are engaged by The Advisor's Resource, Inc. 
Hourly rates for each of the above-mentioned persons are subject to change without 
notice. 

Ill. FACILITIES 

Consultant will furnish all facilities and equipment that may be necessary to perform 
services required under this Agreement. 

IV. FEES ~· ~,,:' ~i.~~~~;~1~~-~:.};;,12f~~-f~:.·-

X Hourly rates as shown above on Section II 
-- Fixed fee for project as outlined in proposal 
X As Per Attached Proposal dated January 24, 2011 
--Other: 

Fees are due and payable immediately by Adviser upon presentation of an invoice. 
Fees more than 30 days late will accrue interest at the rate of 1.5% per month. Adviser 
is responsible for all fees and filing fees, including lARD filing fees. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.298.7015(ph) • 832.553.7691(fax) 
www. theadvisorsresource.com 
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Tri-star Advisors, Inc. 
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The Advisor's Resource, Inc., will charge fixed fees for various services, including, but 
not limited to, manuals, compliance setup materials, mock examinations or other defined 
services. The Advisor's Resource, Inc., may change hourly rates with 30 days' written 
notice. WOtk beyond that outlined in the proposal will be charged at the hourly rates in 
effect at the time the work is requested. 

Emergency rates, in which Client requires Consultant to work with 24 hours' or less 
notice, on weekends or on market holidays, will be charged at twice the Consultant's or 
agent's hourly rate. 

Travel time outside of Houston, Texas, will be reimbursed at the hourly rate of the 
traveling personnel for a maximum of 4 hours per day. 

V EXPENSE ·REiMB.lfJnSEME~l'-%;'}~~::9:~:_ .. ._. "•· " - . ·.;~-. ·-. -· ~. !: .. ~-!t ....... -.·,·•; .. ·. ·-..:!.d~'t ... 'tf'?r'.t! 

Expenses incurred by Consultant on Adviser's behalf, or directly as a result of work 
conducted for Adviser, will be charged to Adviser. Adviser agrees to pay delivery, 
parking, travel and associated moderate meal charges when Consultant must travel to 
see Adviser. All such expenses will be fully documented. 

Consultant will devote the time that is reasonably necessary for a satisfactory 
performance of C~nsultant's duties under this Agreement. If Adviser requires additional 
services not included under this Agreem ent, Consultant will make a reasonable effort to 
fit those additional services into Consultant's time schedule without decreasing the 
effectiveness of performance of duties required under this Agreement. However, the 
availability of additional services is subject to the provisions for additional fees for 
additional services as discussed in Section IV, above. 

Consultant agrees to keep confidential all matters concerning the working relationship 
with Adviser, the Adviser's business information and any information relating to Adviser's 
clients. Consultant will shred waste paper relating to Adviser. Adviser further 
acknowledges and agrees that any work produced by Consultant in the course of 
performing Consultant's duties under this Agreement is the work product of Consultant 
and that Adviser will not divulge, disclose or disseminate any such work product without 
the explicit written agreement to do so by the Consultant. 

Adviser agrees to provide Consultant with requested information promptly and 
completely. Adviser further agrees to promptly review all documents provided by The 
Advisor's Resource, Inc., and to indemnify Consultant for incorrect information provided 
by Adviser and submitted on filings. Adviser will respond in a timely manner to all 
proposed filing materials, policies or manuals prepared by Consultant. Adviser will make 
every effort to follow applicable securities laws and regulations. Adviser will make 
appropriate personnel available to Consultant to facilitate Consultant's work. Adviser will 
maintain copies of all documents filed on Adviser's behalf. 

2617C West Holcombe Blvd. #522 • Houston, TX 77025 • 281.298.7015(ph) • 832.553.7691 (fax) 
www.lheadvisorsresource.com 
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Adviser acknowledges fully that Adviser is ultimately responsible for any and all 
documentation filed on Adviser's behalf with any governmental entity, whether state, 
federal or otherwise. Adviser, by its execution hereof, indemnifies, defends and holds 
Consultant harmless from and against any claims, actions or demands that may result 
from any false, misleading or inaccurate information which Is received from Adviser by 
Consultant. 

Adviser further acknowledges that it will hold The Advisor's Resource, Inc., harm less for 
any of its actions in the performance of this Agreement except those acts which may be 
deemed gross negligence or intentional acts. 

This Agreement may be terminated by either party Immediately upon receipt of written 
notice by email, FAX or letter. Prepaid uneame d fees wilt be refunded to Adviser upon 
termination of the Agreement, excluding out-of-pocket expenses and nonrefundable 
$500 Consultant Engagement fee. Adviser agrees to remit Consultant for time 
expended to date of termination immediately upon receipt of an invoice. Consultant may 
terminate this Agreement if fees are not received within 45 days of mail date of invoices. 

This Agreement remains in effect until terminated by either party. 

AII·.Qisputes that may arise between the parties regarding the interpretation or app~@!ltion 
of this contract and its legal effect must. to the exclusion of any court of law, firsfbe 
mediated unless the parties can resolve the dispute by mutual agreement. In the event 
mediation becomes necessary, the parties will make good faith efforts to select a 
mutually agreeable mediator. In the event no such agreement on a mediator can be 
reached, the matter will be mediated through a panel of mediators, with each party 
choosing one mediator, then those two selected mediators shall choose the third 
mediator. In the event the parties cannot come to a resolution through mediation, then 
the matter in dispute shalt be arbitrated by an arbitrator mutually agreed upon by the 
parties. In the event the parties cannot agree on an arbitrator, then each party shall 
select one arbitrator and those two selected arbitrators shall select a third arbitrator, and 
the matter in dispute shall be resolved by a panel of arbitrators so selected. Either party 
may submit any dispute to mediation 30 days after the other party has been notified as 
to the nature of the dispute. The procedures will be governed by the rules selected by 
the panel of arbitrators or mediators or the sole mediator or arbitrator. The proceedings 
will be governed by the statutes of the State of Texas, and the proceeding will be held in 
the city in that state where Consultant's principal office is located. Any such arbitration 
decision shall be binding on the parties. The sole arbitrator or panel of arbitrators, if any, 
may award the winning party necessary costs of mediation and/or arbitration, including, 
but not limited to, reasonable attorney's fees. 

XI. WAIVER,OF RIGI':I~\:;: 

The failure of either party to enforce any provisions of this Agreement shall not be 
construed as a waiver or limitation of that party's right to subsequently enforce and 
compel compliance with any other provision in this Agreement. 

2617C West Holcombe Blvd, #522 • Houston. TX 77025 • 281.298.7015(ph) • 832.553.7691(fax) 
www. theadvisorsresource.com 
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This Agreement constitutes the sole and only agreement of the parties and supersedes 
any prior understanding or written or oral agreements between the parties respecting 
this subject matter. 

The parties acknowledge that the following items, and the terms stated therein, are 
incorporated into this Agreement and are made a part hereof for all purposes: 

Item No.1: Proposal dated January 24,2011 

XIII. ASSIGNMENT 
~. ~" 

.• ~ : =. {. :_~:~·; :~-~~;:.---~:::;~:~~i~t~~:~~a!}::t:~~s;~.~~i=:kf~_t:~~:t:-:;~. 

Neither this Agreement nor any duties or obligations may be assigned by Consultant 
without the prior written consent of Adviser, which written consent shall not be 
unreasonably withheld. In the event of an assignment by a party to which the other has 
consented, the assignee or the assignee's legal representative must agree in writing with 
the non-assigning party to assume, perform and be bound by all provisions of this 
Agreement. 

Subject to the provisions regarding assignment, this Agreement is binding on and Inures 
to the benefit of the parties to it and their respective heirs, executors, administrators, 
legal representatives, successors and assigns. "- . ~ '· 

This Agreement and the rights and duties of the parties under it are governed by the 
laws of the State of Texas, without giving effect to any rules governing the conflict of 
laws. 

This Agreement may be amended by the mutual agreement of the parties to it, in writing 
to be attached to and incorporated in this Agreement. 

In the event that any one or more of the provisions contained in this Agreement is for 
any reason held to be invalid, illegal or unenforceable in any respect, that invalidity, 
illegality or unenforceability will not affect any other provisions, and the Agreement will 
be construed as if the Invalid, illegal or unenforceable provision had never been 
contained in it. 

2617C West Holcombe Blvd. #522 • Houston. TX 77025 • 281.298. 7015(ph) • 832.553.7691 (fax) 
www. theadv•sorsresource.com 
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j • 
Executed at Houston, TX, on [date]. 

Client: Tri-Star Advisors, Inc. 

By:-~~--,--~~-
Kelly Durham, CCO 

Consultant: The Advisor's Resource, Inc. 

By:-~~~~-=--:-:-­
Linda Shirkey, President 

.c~ : •.•. o• 

Tri-Star Advisors, Inc. 
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E;xQC~d at Houston, TX •. on 4:~ 2/q, 'l:Julke~ateJ. 

By: \.UA:Ai:IV.,..- 'F -""'V\,..... v- ..... 

1011 vauql44Nt 
Consultant: The Advisors Resource; Inc. 

, 
_. .. .. I By: ll". -· · · -

2617C West Holcombe Blvd. #522 • Houston. TX 77025 • 281.298.7015{ph) • 832.553.7691(tax) 
www.theadyisorsresoorce.com 
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TRI-STAR ADVISORS, INC. 

ANNUAL REVIEW, 2010 

I FJRMOVERVIEW --- --- ------- I 

Tri-Star Advisors, Inc. ("TSA" or "Firm"}, which had approximately $140 million under 
management on 12/31/2010, is related to a broker/dealer firm, Tri-Star Financial, that 
trades fixed income instruments, with significant investments in CMOs. The Firm 
manages assets for clients by trading through its broker/dealer and hires sub-advisors to 
manage equity portions of balanced portfolios. This was the first full year of operation 
for the Firm, which was established in the final quarter of 2009. 

[METHOD OF REVIEW I 
Review conducted by: The Advisor's Resource, Inc. The review was conducted 
January 25, 2011, and covered the period January 2010-December 2010. 

Method of review and documentation: The Advisor's Resource, Inc. ('TARI") reviewed 
TSA's books and records, compliance materials and client correspondence for 2010, as 
required by Rule 206(4)-7 ofthe Investment Advisers Act of 1940 ("Advisers Acf'). The 
review also included an onsite visit with Kelly Durham. 

I CHANGES, lN THE REVIEW PERIOD I 
A sub-advisor relationship was established to enable the firm to offer equity 
management to its clients requiring balanced portfolios. 

Personnel Changes: 

The Chief Compliance Officer position went through significant change in the initial year, 
but has since stabilized. Marcel Theriot, the president and managing director of Tri-Star 
Advisors, left the Firm on August 5, 2010. 

I ANNUALREQUIREMENTS --- --- I 
Date Privacy Policy was given to clients: V\Jhen accounts were opened 

Date clients received Form ADV: V\lhen accounts were opened 

Date best execution reviews were held and documented: December 2010 

Date Form ADV I was last amended: August 18, 2010 

Date of latest revision of Form ADV Part II: August 17, 2010 

Date last annual review was conducted: This is TSA's first annual review. 

Tri-Star Advisors, Inc. 
Annual Review, 2010 

Page 1 ofB 
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I MATERIAl.. REVIEWED; FINOJNGSANDRfCOMMENDATJ:ONSFORSACH I 
THE CODE OF ETHICS UPDATES/BREACHES; POLICIES & PROCEDURES 
MANUAL UPDATES 

Findings: 

• The personal trading policy was reviewed and revised as a result of this review. Pre­
clearance requirements in the original trading policy had not been used, so the policy 
(and summary table) was revised to reflect actual practice of the firm. Personal 
trades were reviewed as required, and it was determined that no clients had been 
negatively affected as a result of the lack of pre-clearance. (See attached updated 
Code of Ethics.) 

Several sections of the manual were not updated to reflect changes that occurred 
with the Firm. 

Regulatorv Recommendations: 

Update the manual to include discussion of the pay to play rule and add language 
regarding the sub-advisor arrangement and how it will be monitored. 

All Firm personnel should annually sign the Code of Ethics/policies and procedures 
acknowledgement page. 

Best Practice Recommendations: 

Review the personal trading policy in June 2011 to ensure that it in fact works to 
minimize potential conflicts with client trades, as well as to ensure that current 
procedures are in compliance with the policy. 

Review a manual section each month to ensure the policy reflects current business 
practices. Make changes appropriately. 

ADVERTISING; MARKETING; DISCLOSURE DOCUMENTS; PERFORMANCE 

Findings: 

The new Form ADV 2A and 28 have been drafted by The Advisor's Resource and 
are being reviewed by Firm personnel. It will be completed and ready for submission 
to the lARD as required by March 31, 2011, and will be mailed to all clients 
thereafter. 

TSA sends clients (and prospects?) a monthly newsletter, which is generic and 
covers economic news from a macro level. No specific investment 
recommendations were made or discussed. 

• Two principals of the Firm participate in a daily radio show which runs for an hour or 
two. Topics include general market and news commentary, and listeners are 
allowed to call in. Both TSA and Tri Star Financial are mentioned as sponsors of the 

Tri-Star Advisors, Inc. 
Annual Review, 2010 
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show. The CCO monitors the radio show on a periodic basis to ensure advertising 
rules are followed. 

Tri Star Financial markets through seminars, which occasionally surface potential 
clients for TSA. 

Regulatory Recommendations: 

• Add insurance information to Form ADV 2A and 28. 

• Add sub-advisor language to Form ADV 2A. 

Best Practice Recommendations: 

Prepare a "cheat sheef' for the TSA personnel participating in the radio show as to 
"Do's and Don'ts." 

Review any disclaimers made on the show. 

ALLOCATION OF INVESTMENT OPPORTUNITIES; VALUATION; TRADING AND 
TRADE ERRORS; BEST EXECUTION 

Findings: 

The original tests for best execution were found to be weak, as the Firm trades in 
fixed income instruments. 

There were no trade errors during the review period. 

It was unclear as to whether principal trades have been effected by the broker/dealer 
for TSA clients. Kelly to confirm. 

Best Practice Recommendations: 

• The Advisor's Resource recommends two level of tests in the future for best 
execution: 1) compare prices for a bond offered to clients through the related 
broker/dealer with those from a third party; 2) compare markups on bonds across 
Firm lARs to ensure that one JAR is not consistently marking bonds significantly 
higher than other lARs. 

ANT~MONEYLAUNDERING 

Findings: 

Custodians conduct anti-money laundering tests for new clients and monitor account 
activity for potential money laundering. 

No Recommendations 

Tri-Star Advisors, Inc. 
Annual Review, 2010 
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BOOKS AND RECORDS; CUENT AND INVESTOR RLES; COMPLAINTS FROM 
CLIENTS/INVESTORS 

Findings; 

• There were no formal client complaints during the review period. 

• No clients terminated their relationships with TSA during 2010. 

• Of the client files that were reviewed, one file was missing the client agreement and 
several files were missing required signatures. Some clients' quarterly update forms 
were incomplete. 

Requlaforv Recommen<fations: 

• Conduct an audit of all client files, making sure all client files are up to date and all 
agreements have required signatures. 

Best Ptaefice Recommendations: 

• Consider establishing a procedure for reviewing each new client file to ensure all 
signatures are in place before the first fees are charged, or before trades are placed 
in a client's account. 

CCO TRAINING 

Findinas: 

• The Firm's CCO attended a one-day seminar for CCOs in April which focused on the 
new custody rule. 

Best Practice Recommendations: 

• The Firm may want to send the CCO to the NSCP regional conference in Dallas on 
April11 and 12,2011. 

• The CCO might also consider attending and participating in the quarterly local 
"compliance roundtable." 

CONFLICTS OF INTEREST 

Findinas 

• TSA has an affiliated broker/dealer through which the fixed income securities 
recommended for Firm clients are purchased. lARs mark up the individual bonds, 
with bonds purchased in blocks as appropriate and all clients receiving the same 
price. 

• TSA also offers insurance products through Texas Annuity Group. These insurance 
transactions generate compensation to the selling individual in the form of 
commissions which presents a material conflict of interest with TSA clients. 

Tri-Star Advisors, Inc. 
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Regulatory Recommendations: 

• Check the revised Form ADV 2A to ensure appropriate language is included 
regarding receipt of markups and investment management fees and insurance 
offerings. 

Ensure that the new ADV 2A has adequate language concerning the lARs marking 
up the bonds in addition to the TSA investment management fee being charged on 
the same assets. 

Review the Form ADV 28 as well for discussion of additional compensation from 
insurance sales. 

Best Practice Recommendations: 

Consider strengthening the language in the new Form ADV 2A regarding competitive 
pricing for fixed income issues. 

CUSTODY 

Findings: 

The policies and procedures for TSA were reviewed in fight of the new custody rule. 

The affiliated broker/dealer does not hold client assets, nor receives securities for 
deposit with the custodian. 

• Testing on a spot basis confirmed that clients are receiving custodial statements 
directly from their account custodian. 

No Recommendations 

DISASTER RECOVERY/BUSINESS CONTINUITY 

Findings: 

The disaster recovery plan was not updated to reflect current employee status. 

The disaster recovery plan was tested in November and there were no issues. 

Regulatorv Recommendations: 

Update the disaster recovery plan with every change in personnel. 

Best Practice Recommendations: 

Consider adding "business continuity'' to the Firm's website, listing addresses and 
phone numbers of relocation, so clients will know how to contact the Firm in case of 
a disaster. 

Tri-Star Advisors, Inc. 
Annual Review, 2010 
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FEES AND FIRM FINANCIALS 

Findings: 

Firm financials were provided for the past three months, including trial balances. The 
Firm appears to be in a positive net worth position with adequate working capital. 
There are no long-term liabilities, with the only short-term liabilities being payables 
for management tee and staff salaries. 

Fee calculations were spot-checked, and there were no issues. 

No Recommendations 

NEW PRODUCTS OR STRATEGIES LAUNCHED 

Findings: 

• A new sub-advisor relationship was initiated in 2010, providing TSA with access to 
equity management for its clients requiring balanced portfolios. 

No Recommendations 

PRIVACY 

Findings: 

Only new clients received TSA's privacy policy in 2010; no clients obtained by TSA in 
2009 received the policy in 201 0. 

Regulatory Recommendations: 

Ensure that all clients receive TSA's privacy policy in 2011, in addition to all new 
clients obtained in 2011. 

PROXY VOTING 

Findings: 

• TSA does not vote proxies for its clients. 

No Recommendations 

REGISTRATION AND RENEWALS 

Findings: 

TSA paid its state renewal fees as required at the close of 2010 for 2011. 

Regulatory Recommendations: 

The SEC is requiring renewal fees with the submission of the ADV 1 amendment in 
2011. 

Tri-Star Advisors, Inc. 
Annual Review, 2010 
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RISK ASSESSMENT 

Findings: 

• A separate risk assessment file is attached. 

Best Practice Recommendations: 

• Address any medium or high risks. 

SERVICE PROVIDER DUE DIUGENCE 

Findings: 

Custodian relationships were reviewed in terms of financial stability in the initial 
quarter of the year. 

The Form ADV Parts 1 and 2 and the sub-advisor agreement for the sub-advisor 
were reviewed both by TSA personnel and by The Advisor's Resource. 

No Recommendations 

TESTING 

Findings: 

• TSA initiated a testing program in 2010, which will be continued on an ongoing basis. 

Best Practice Recommendations: 

• Increase frequency of best execution testing to quarterly during 2011. 

Review manual sections throughout the year as scheduled on the testing calendar, 
making necessary changes. 

I NEW REGUI..ATIQNS IN 201Q I 
New Form ADV 2A and 28 are required to be implemented and distributed to all 
clients in 2011 by May 31. The new Form 2A will be uploaded to the lARD system 
by March 31, 2011, with the annual amendment of the Form ADV Part 1. 

• Requirements for SEC registration have increased to firms with over $100 million 
under management. TSA clearly exceeds this requirement, so will not have to 
change its registration to the state level. 

Changes to the custody rule were enacted. 

[NEWRSGUl.A:I"IPNS' PENOlNG IN .2Q11 I 
Changes to Regulation S-P pertaining to protecting client information and 
Anti-Money Laundering regulations may be enacted. 

Tri-Star Advisors, Inc. 
Annual Review, 2010 
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States appear to become more vigilant regarding protection of client private 
information. Massachusetts and Nevada have passed more stringent privacy rules. 
It will become increasingly important to monitor such rules in I ight of TSA clients 
living out of state. 

The Financial Reform Act is continuing to generate new studies and new proposed 
rules. It is likely additional rule changes will occur during 2011. 

I SCOPEOFREVIEW ·---~-- I 
This was a preliminary compliance review of Tri-Star Advisors, Inc. Due to the time and 
economic constraints involved, we were unable to look at every file and every document 
related to TSA's business. We look forward to assisting Ms. Durham to address those 
areas where we have recommended action. 

Sincerely, 

Linda A. Shirkey and Jan Huff 
The Advisor's Resource, Inc., Your Compliance Partner+ 

Date: February 15, 2011 

Tri-Star Advisors, Inc. 
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TRI-STAR ADVISORS INC. 

REGULA TORY FILINGS AND REQUIRED CLIENT NOTICES 

POLICIES AND PROCEDURES 

Tri-8tar Advisors Inc. ("TSA" or uFinn") is subject to various federal and state securities 
laws by virtue of its activities as an investment adviser. 

a. General Policy 

It is TSA's policy to comply with such laws by making all filings with government 
authorities and all deliveries to its clients required thereby in a timely fashion. All of such 
filings and delivered documents shall be complete, true and accurate in all respects. 

" The Chief Compliance Officer ("CCO") will review each filing or document to be 
delivered prior to its delivery to the relevant regulator or client. 

• The ceo is responsible for seeing that all filings are completed in a timely 
manner. 

• The CCO will also be responsible for ensuring that a copy of each filing and 
delivered document is maintained with the books and records of TSA. 

Following is a list of mandatory filings: 

(1) Fonn ADV, Parts f and II and Amendments 

(2) U-4s 

(3) State Registrations 

For TSA: ADV Part I 

For Investment Advisor Representatives: U-4 

(4) Fonn 13 Filings- based on equity holdings 

b. Procedures 

The ceo will develop and maintain a calendar of when filings are due and will monitor 
portfolio holdings and new clients to detennine when additional filings are required. The 
ceo will review required filings with counsel or outside compliance consultants on an 
annual basis for the first two years of conducting business. 

Tri-star Advisors Inc. 
Regulatory Filings Policies and Procedures 

As of Febroary 2011 
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b. Procedures 

The ceo will be responsible for monitoring and spot checking to be sure all such notices 
are sent to all clients. Each mailing must have a transmittal letter mentioning the 
attached or enclosed required document. These transmittal letters will be maintained by 
the CCO in TSA's compliance files. 

Tri-Star Advisors Inc. 
Regulatory Filings Policies and Procedures 

As of February 2011 
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APPENDIX 

REGULATORY FILING AND DOCUMENT DELIVERY REQUIREMENTS 

File within 10 days after TSA acquires "beneficial I Schedule 13D I Kelly Durham 
ownership" of 5% or more of a class of securities, but only 
if acquisition (i) is not in the course of investment 
management activities or (ii) is made with the purpose of 
or with the effect of changing or influencing the control of 
the issuer. 

The same requirement applies to relevant clients. 

As to any relevant client, to be filed within 10 days after I Schedule 13G I Kelly Durham 
the client acquires 5% or more of a class of securities. 

File promptly after any material change in the information Schedule 13D I Kelly Durham 
reported in the Schedule 13D, including an acquisition or Amendments 
disposition of 1 o/o or more of the relevant class of 
securities. 

The same requirement applies to relevant clients. 

If TSA first became a 5% or greater "beneficial owner" of Schedule 13G I Kelly Durham 
a class of securities during the year and still has 5% or 
more beneficial ownership at year-end, file within 
45 days after the end of the year (unless initially filed 
during the calendar year on the basis of attaining 10% 
ownership). 

If there were any changes during a year relating to Schedule 13G I Kelly Durham 
information previously filed, file within 45 days after the Amendments 
end of such year. 

The same requirement applies to relevant clients. 

~lqgj;z~~·\1Jpt~1~!iif!~~}~~j~·~~ijJi~·:~~~f~~y~i"{g 
If TSA acquires "beneficial ownership" of more than 10% I Fonn 3 I Kelly Durham 
or more of a class of securities, file within 10 days. 

As to any relevant client, to be filed promptly after the Schedule 13G I Kelly Durham 
client's ownership of a class of securities (i) exceeds Amendments 
10% of the class or (ii) otherwise increases or decreases 
by5%. 

Tri-Star Advisors Inc. 
Regulatory Filings Policies and Procedures 

As of February 2011 
Append be 



If TSA "beneficially owns" 1 0% or more of a class of 
securities, file within 2 days after a change in that 
ownership. 

Form4 Kelly Durham 

If TSA first became a 10% "beneficial" owner of a class of I Schedule 13G I Kelly Durham 
securities during the month, file within 10 days after the 
end of the month. 

If TSA beneficially held 10% of a class of securities at the I Schedule 13G I Kelly Durham 
beginning of the month and its beneficial ownership Amendments 
increased or decreased by more than 5% during the 
month, file within 10 days after the end of the month. 
(Once TSA's beneficial ownership drops below 5% and 
an amendment has been filed reflecting that, no further 
amendment need be filed unless TSA's beneficial 
ownership again becomes 5% or greater.} 

, .. ·ie>fit,~~1t¥"i~~~~~ijJ~W~~~!i~~rmrf~tij~~~tfn:'¥i~l:~fil~_;~~#~~ft~if;~,--
If TSA exercises discretion over client accounts holding 
certain types of equity securities with an aggregate fair 
market value of at least $100 million at the end of any 
month during a calendar year, file within 45 days after 
the last day of such calendar year and within 45 days 
after the last day of each of the first three calendar 
quarters of the subsequent calendar year. 

.:dh..iij~~~:~i~¥.. ·'· .. ... ' '. ·.... .... .. . . •, ' ... ' 

File amendments: 

A Promptly upon 

(1) any changes in Items 1, 3, 9 or 11 of Part 1A or 

(2) any material changes in Items 4, 8 or 10 of 
Part 1A. 

B. Whenever Part II becomes materially inaccurate. 

Form 13F Kelly Durham 

~~~~~~t!;~1f,~~-~-· 
Form ADV I Kelly Durham 
Amendments 

If there have been changes to Part 1A of TSA's ADV that I Form ADV 
are not subject to the "prompt" amendment requirement, Amendments 

Kelly Durham 

file such amendments within 90 days after the end of a 
fiscal year. 

'iJf)~~eli~t:·-:~~~1iiilti ·cc· =·.e-·· 
.:.:.. .. :·: 

-:--~· :r··· ··~-::•~<~_,.-, -~_,_, .. , ·,.·, 

.. ' .. ~ 

· ..... -.~'·'~y~;.~~~~-. 
Deliver Part II of TSA's Form ADV or other written I Brochure Kelly Durham 
disclosure statement containing the same information to 
a client no later than simultaneously when the client 
agreement is executed. 

Tri-Star Advisors Inc. 
Regulatory Filings Policies and Procedures 

As of February 2011 
Appendix 



Provide an initial privacy notice to each client not later 
than when TSA enters into a continuing relationship 
with the client. 

Evaluate potential "notice" filing requirements each time 
TSA accepts a client in a state not already 
represented. 

Privacy Notice I Kelly Durham 

State Notice I Kelly Durham 
Filings 

On a continuous basis, compare clients' names against 1 OFAC Reviews I Kelly Durham 
the OFAC list of prohibited persons 
(www.ustreas.gov/offices/enforcementlofaclsdnl). See 
TSA's "Anti-Money Laundering Policies and Procedures" 
for further screening procedures. 

Annually, either (i) deliver to each client a free copy of 
Part II of TSA's Form ADV or other written disclosure 
statement containing the same information or (ii) offer to 
each client to deliver such document within seven days 
of receiving the client's request for the document. 

Deliver a privacy notice to each of TSA's clients at least 
once in every period of 12 consecutive months in 
which TSA has a relationship with the client. 

:~~w:~j(f#pn~~~;t~~:~~,R~~~·:'' ,.·:·,--_,:: ,_ : , · · : .. 
File this personal disclosure document for Investment 
Advisor Representatives. File changes to the form as 
they occur (such as change in home address). 

~~~t?t~rt~~\. 
~ •'' . .- ~- .'\~. . 

"Brochure" I Kelly Durham 
(ADV Part II) 

Privacy Notice I Kelly Durham 

I'' •'• • ;;: ~ 

U-4 I Kelly Durham 
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TRI-STAR ADVISORS INC. 

REGULATORY FILINGS AND REQUIRED CLIENT NOTICES 

POLICIES AND PROCEDURES 

Tri-Star Advisors Inc. ("TSA" or "Firm") is subject to various federal and state securities 
laws by virtue of its activities as an investment adviser. 

a. General Policy 

It is TSA's policy to comply with such laws by making all filings with government 
authorities and all deliveries to its clients required thereby in a timely fashion. All of such 
filings and delivered documents shall be complete, true and accurate in all respects. 

The Chief Compliance Officer ("CCO") will review each filing or document to be 
delivered prior to its delivery to the relevant regulator or client. 

• The ceo is responsible for seeing that all filings are completed in a timely 
manner. 

The ceo will also be responsible for ensuring that a copy of each filing and 
delivered document is maintained with the books and records of TSA. 

Following is a list of mandatory filings: 

(1) Form ADVs, Parts 2A, 2B, and 2A appendix 1 (if applicable) and 
Amendments 

(2) U-4s and U-5s 

(3) State Notice Filings and Registration Filings 

Notice Filings for TSA: 

Registrations for Investment Advisor Representatives: 

b. Procedures 

The CCO will develop and maintain a calendar of when filings are due and will monitor 
portfolio holdings and new clients to determine when additional filings are required. The 
CCO will review required filings with counsel or outside compliance consultants on an 
annual basis. 

Tri-Star Advisors Inc. 
Regulatory Filings Policies and Procedures 
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a. General Policy 

TSA will meet all requirements for notices to clients. 

These notices include: 

At onset of relationship 

ADVs 

• Privacy policy 

Annually thereafter 

Written offer or actual delivery of Form ADVs 

• Privacy policy 

On-Going as needed 

• Principal Transaction written disclosure notice and evidence of client consent 
(See forms under Principal transactions in the "Trading session of this manual.) 

b. Procedures 

The ceo will be responsible for monitoring and spot checking to be sure all such notices 
are sent to all clients in hard copy or by electronic means for those clients authorizing 
electronic delivery. Each mailing (or electronic delivery) must have a transmittal letter or 
email mentioning the attached or enclosed required document. These transmittal letters 
or emails will be maintained by the CCO in TSA's compliance files. 
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APPENDIX 

REGULATORY FILING AND DOCUMENT DELIVERY REQUIREMENTS 

File amendments: 

A. Promptly upon 

( 1) any changes in Items 1, 3, 9 or 11 of Part 1 A or 

(2) any material changes in Items 4, 8 or 10 of 
Part 1A. 

B. Whenever Part 2A becomes materially inaccurate. 

Form ADV 
Amendments 

Kelly Durham 

If there have been changes to TSA's ADVs that are not I Form ADV 
subject to the "prompt" amendment requirement, file such Amendments 
amendments within 90 days after the end of a fiscal 

Kelly Durham 

year. 

Deliver ADV Part 2A , 2B and/or 2a appendix 1 (if 
applicable) to a client no later than simultaneously 
when the client agreement is executed. 

Provide an initial privacy notice to each client not later 
than when TSA enters into a continuing relationship 
with the client. 

Evaluate potential "notice" filing requirements each time 
TSA accepts a client in a state not already 
represented. 

On a continuous basis, compare clients' names against 
the OFAC list of prohibited persons 
(www.ustreas.gov/offices/enforcementlofac/sdn/). See 
TSA's "Anti-Monev Launderina Policies and Procedures" 

Brochure I Kelly Durham 

Privacy Notice I Kelly Durham 

State Notice I Kelly Durham 
Filings 

OFAC Reviews I Kelly Durham 
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Annually, either (i) deliver to each client a free copy of 
Part 2A of TSA's Form ADV or (ii) offer to deliver the 
ADV Part 2A to advisory clients. The offer to provide the 
ADV Part 2A must contain a summary of all materials 
changes (if any) made to the ADV being offered. 

Deliver a privacy notice to each of TSA's clients at least 
once in every period of 12 consecutive months in 
which TSA has a relationship with the client. 

File this personal disclosure document for Investment 
Advisor Representatives. File changes to the form as 
they occur (such as change in home address). 

"Brochure" I Kelly Durham 
(ADV Part 2) 

Privacy Notice I Kelly Durham 

U-4 I Kelly Durham 

Tri-Star Advisors Inc. 
Regulatory Filings Policies and Procedures 

As of November 2011 
Appendix 


