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ltem 2 — Material Changes

This brochure is dated March 11, 2014. This section is intended to point out material
changes that are made to the brochure between annual updating amendments each March.
The date of our last annual update was March 14, 2013.

Changes to this brochure include:
o | Disclosure that in some cases the third party advisors to which we refer clients
for management services may private label their platforms for us (see Item 4)
and that mutual funds sponsored by a firm that is also owned by our parent
company may be available for purchase within these platforms see Item 10).

e  Southwest Securities will mail performance statements to clients annually rather
than quarterly for the Advantage advisory program (see ltem 13)
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ltem 4 — Advisory Business

Foresters Equity Services, Inc. (“Advisor”) was founded in 2008 and is an investment
advisor registered with the U.S. Securities and Exchange Commission that uses the
marketing name Foresters Equity. Registration as an investment advisor does not imply
any level of skill or training. Foresters Equity Services, Inc. is also a registered broker-
dealer. For clarity in this brochure, we will refer to Foresters Equity Services, Inc., as
Foresters Equity when acting in the capacity as a broker-dealer and as the Advisor when
acting in the capacity as an investment advisor.

The Advisor is wholly owned by Foresters, an International Fraternal Benefit Society and
an insurance company.

Third Party Money Management

The Advisor refers clients to third party investment advisory firms for management
services. Investment advisor representatives (“1ARs”) of the Advisor provide investment
advice that is tailored to the individual needs of the client. The IAR will assist the client
in determining his/her investment objective for the account, and recommend an
appropriate portfolio or management style offered by the third party advisor. The third
party advisor will buy and sell mutual funds, exchange traded funds (“ETFs”), or variable
annuity subaccounts in the client’s account on a discretionary basis. This means that the
third party advisor does not have to obtain the client’s approval prior to each transaction.
Neither Advisor nor the IAR have any discretionary authority over the accounts managed
by the third party advisor. The client should refer to the firm brochure for the third party
advisor for further information about the services offered by the third party advisor, as
well as whether or not the third party advisor will permit the client to impose reasonable
restrictions on the investments selected within the account.

The Advisor refers clients to a number of third party advisors, including, but not limited
to, Flexible Plan Investments, Ltd., Genworth Financial Wealth Management, ITS, SEl,
Curian Capital, and Beacon Capital Management. In some cases the Third-Party Advisor
may ‘private-label’ their offering and products for the Advisor. However, all decisions
about the advisory platform remain the responsibility of the third-party and not of the
Advisor. The Advisor will refer clients to third party money managers registered or
authorized to conduct business in states where clients reside.

The client will be required to enter into an investment advisory agreement and other
account paperwork with the third party advisor in order to establish a management
relationship. The client should refer to such documentation for further information
regarding the services offered by the third party advisor.

Advantage

The Advisor also offers the Advantage program sponsored by Southwest Securities, Inc.
(“Southwest™”), an investment advisor, through which the Advisor will provide non-
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discretionary investment advice that is tailored to the needs of the client. The IAR will
assist the client in determining his/her risk tolerance and investment objective for the
account through completion of a client profile. The IAR will also assist the client in
selecting a taxable or non-taxable asset allocation model for the account. Based upon the
goals of the client and the asset allocation model selected, the IAR will recommend
investments for the client. These investments may include no-load or load-waived
mutual funds, ETFs, and cash or cash equivalents. The client will be responsible for
selection of the investments in the account. Southwest will then periodically rebalance
the assets in the client’s account on an as needed basis in order to maintain the client’s
target asset allocation among investments.

In addition to acting as an investment advisor for the Advantage program, Southwest
provides custodial, brokerage and administrative services to the client within the
program. The client will be required to enter into a brokerage agreement with Foresters
Equity and Southwest, and an investment advisory agreement with Southwest and the
Advisor in order to establish a management relationship. The client should refer to the
Southwest firm brochure and the client agreement for further information regarding the
Advantage program. Please note that the Advantage program is not offered in Maryland.

Financial Planning Services

The Advisor, through its 1ARs, provides financial planning services consistent with
client’s financial and tax status, risk profile and investment objective. These services are
provided based on the individual needs of the client and commence after meeting with
and collecting information from the client regarding his/her financial situation, goals and
objectives. The services may include some or all of the following areas as appropriate
and agreed to between the client and IAR.

e Retirement Planning — This service involves the review of assets and availability
of funds to invest along with ownership of property and current cash flows. This
review also looks at time lines and the cash needs for family over the mid and
long term.

e Estate Planning — Depending on the age of the client, the review of assets and
liabilities for purposes of estate planning may be appropriate. This also includes a
review of appropriate titling of assets, distribution and estate techniques that are
designed to reduce taxes, as well as the consideration of the role that gifting and
trusts would play in a comprehensive estate planning strategy.

e Insurance Planning - Client insurance needs would be assessed across the full
array of insurance products including life, medical, health, disability, property and
casualty, vehicle, and long-term care. This planning and advice would require
determination of the client’s risk tolerance balanced against their perceived
insurance needs and available cash flow.

e Investment Planning — This service would cover advice on asset allocation,
funding choices and income allocation techniques. The client’s current
investments and available investable income in combination with the economic
and tax characteristics of existing investments would be reviewed as part of this
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process. Tax consequences and their implications are identified and evaluated in
general terms.

e Budgetary Structuring — The IAR may be in a position to recommend techniques
or strategies for consolidation of the client’s financial situation so that the client
can achieve some of the desired financial planning goals. Such strategies would
be directed at cost savings and better financial planning of current cash flows.

It is important to note that Advisor does not render any legal, accounting, or tax advice
when providing financial planning services. The client is responsible engaging other
professionals (e.g., attorneys, accountants, tax advisors, etc.) directly when needed.

Results of the analysis or review may be provided verbally or in a written financial plan
or analysis. The Advisor may make general recommendations as to the types of
investments that may be appropriate for client to consider, and the Advisor may also
provide specific investment recommendations.

Financial planning services offered by Advisor conclude upon delivery of the plan,
analysis or review. The services do not include implementation of any investment
recommendations.

Assets under Management

As of December 31,2013, 2013, the Advisor manages approximately $5,600,000 in
assets on a non-discretionary basis within the Advantage program and certain third party
money management programs for which Advisor acts as an investment advisor.

In addition, Advisor also provides investment advice on approximately $43, 400,000 in
assets for third party advisors where Advisor acts in a referral capacity only.

ltem 5 — Fees and Compensation

The amount of advisory fees will be disclosed prior to services being provided and agreed
upon in the appropriate investment advisory agreement. The Advisor will not require
payment of more than $500 in fees more than six months in advance.

Third Party Money Management

The client in a third party money management program will pay an annual advisory fee
as set forth in the investment advisory agreement for the third party advisor. The
advisory fee includes the fee paid to the third party advisor, and the referral fee paid to
the Advisor. The fee paid to the Advisor is negotiated with the client and generally
ranges from .85% to 1.55%. The third party advisor may also pay a portion of the fee it
receives as compensation to other parties providing services to the client on its behalf.
The advisory fee may be payable in advance or in arrears, as determined by the third
party advisor.



Client may also incur certain charges imposed by third parties other than Advisor in
connection with investments made through an account depending upon the type of
investment made and the type of account. These charges are separate from and in
addition to the advisory fee. The Advisor does not receive any portion of these fees.
These charges include, but are not limited to, the following:

e Mutual funds — mutual fund 12b-1 fees, mutual fund management fees and
administrative expenses, mutual fund transaction fees and redemption charges (if
applicable) and deferred sales charges on previously purchase mutual funds
transferred into the account for management. All fees and expenses charged by a
mutual fund are described in the prospectus for the mutual fund

e Variable annuities — mortality, expense and administrative charges, fees for
additional riders purchased by client on the contract, and charges for excessive
transfers within a calendar year if imposed by the variable annuity sponsor. All
fees, sales charges, and expenses charged by a variable annuity company are
described in the prospectus for the variable annuity

e Certain retirement accounts — IRA and qualified retirement plan fees

e Certain trust accounts — administrative servicing fees for trust accounts

e Sweep money market funds and cash balances — 12b-1 fees or other fee based on
average daily deposit balances

e Other charges required by law and imposed by the executing broker-dealer or
custodian

IARs are also typically separately registered as securities representatives of Foresters
Equity. In this capacity, the IAR can sell mutual funds and variable annuities to client
and receive compensation in the form of commissions and 12b-1 fees or trails. While
only no-load and load-waived mutual funds will be invested in within third party
managed accounts, variable annuities may be purchased which will result in the payment
of a commission to the 1AR in his/her capacity as a registered representative. This
presents a conflict of interest and provides an incentive for the IAR to recommend a
variable annuity based on the compensation to be received rather than on the client’s
needs. This conflict is addressed by providing disclosures to the client with respect to and
at the time of each variable annuity purchase. In addition, the IAR and Advisor will not
accept an advisory fee on variable annuity assets for a period of 12 months following the
purchase of the variable annuity that resulted in a commission being paid to the IAR and
Advisor. The Advisor reviews client portfolios and supervises client relationships to
ensure compliance with the Code of Ethics.

Client will also pay fees to the custodian selected by the third party advisor or the client.
These additional fees and charges will be set out in the firm brochure and/or investment
advisory agreement for the third party advisor and/or in the custodial agreement signed
by the client at the time the custodial account is opened.

Client should be aware that the fee for third party money management programs may be

more or less than if the client obtained the services directly from the third party advisor or
if the client obtained advisory services separately.
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Advantage

The maximum annual advisory fee is set forth below:

Account Value Annual Fee
$30,000-$249,000 1.75%
$250,000-$499,000 1.50%
$500,000-$999,999 1.25%
Over $1,000,000 1.00%

Advisory fees are billed quarterly in advance and calculated based on the closing market
value of the assets in the account on the last business day of the preceding calendar
quarter. Fees are negotiable. Southwest, as the qualified custodian for the Advantage
program, is responsible for calculating and deducting all advisory fees from the program
account. Southwest will receive between .15% and .20% of the advisory fee.

Client may also incur certain charges imposed by Southwest or other third parties other
than Advisor in connection with investments made through an account depending upon
the type of investment made and the type of account. These charges are separate from
and in addition to the advisory fee. The Advisor does not receive any portion of these
fees. These charges include, but are not limited to, the following:

e Mutual funds — mutual fund 12b-1 fees, mutual fund management fees and
administrative expenses, mutual fund transaction fees and redemption charges (if
applicable) and deferred sales charges on previously purchase mutual funds
transferred into the account for management. All fees and expenses charged by a
mutual fund are described in the respective prospectus for the mutual fund

e Certain retirement accounts — IRA and qualified retirement plan fees

e Certain trust accounts — administrative servicing fees for trust accounts

e Sweep money market funds and cash balances — 12b-1 fees or other fee based on
average daily deposit balances

e Custodial fees and charges — miscellaneous administrative and custodial-related
fees and charges, including other charges required by law

Client should be aware that mutual funds charge their own internal fees for investing the
pool of assets in the mutual fund and such fees are separate from, and in addition to, the
advisory fee charged in the program. As many of the mutual funds may be purchased
directly, client could avoid the second layer of fees by making his/her own investment
decisions and not participating in the Advantage program.

IARs are also typically separately registered as securities representatives of Foresters
Equity. In this capacity, the IAR can sell mutual funds to client and receive
compensation in the form of commissions and 12b-1 fees. However, such compensation
will not be received by Advisor in connection with investments made in the Advantage
program.
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Upon termination, the client will be entitled to a prorated refund of the advisory fee based
upon the number of days remaining in the quarter during which the account was
terminated.

For additional information, refer to Item 12 — Brokerage Practices and the Southwest firm
brochure and investment advisory agreement. Please note that the Advantage Program is
not offered in Maryland.

Financial Planning Services

The Advisor charges for financial planning services on an hourly or fixed fee basis.

e Hourly Fees — The maximum hourly charge is $150. The hourly rate is charged
for clients who request specific limited consulting services that do not wish to
receive a written financial plan. The hourly rate may be discounted at the
discretion of the IAR after considering such factors as geographic region, the
nature and tenure of the IAR and client relationship, and the complexity of the
services to be provided. The client is encouraged to discuss the IARs typical
hourly rate and whether or not the IAR is generally willing to discount the hourly
rate for his/her clients. The fees are generally calculated and payable at the
completion of each planning session, although in some cases they may be paid
weekly, monthly, or periodically in arrears.

e Fixed Fees — The fee for a written financial plan will range from $500 to $5,000.
The fee is subject to negotiation depending on the nature, scope and complexity of
the plan, the client’s net worth, the value of the client’s investment accounts,
special circumstances and the anticipated time involved in providing the client
with the requested services. In most cases, the following fee schedule will be
used:

$500: Introduction to and review and assessment of client’s financial condition
with guidance on finances, limited to cash management and budgetary issues

$1,000: Review and assessment of client’s financial condition with guidance on
finances as well as insurance issues including risk management for life, health,
property, disability, and long term care.

$2,500: Review and assessment of client’s financial condition with guidance on
finances, insurance issues and risk management, as well as an analysis of the
client’s investment portfolio, with details on retirement and estate planning. May
include business planning if appropriate.

$5,000: Review and assessment of financial condition for clients with an estate
valued at greater than $5 million. This level of service includes guidance on
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finances, including cash management and budgetary issues, insurance issues, as
well as an analysis of the client’s investment portfolio, with details on retirement
and estate planning. This may also include business planning if appropriate.

Fixed fees for financial planning are payable as follows; half upon signing of the
financial planning agreement up to a maximum of $500 and the balance upon
delivery of the written financial plan.

As stated above, the agreement for financial planning services terminates upon delivery
of the plan, analysis or review. Either party may terminate the relationship upon 30 days
written notice to the other party. Upon termination, prepaid fees for uncompleted work
shall be refunded to the client. Fees for services completed, but not yet billed, will be
immediately due upon termination.

IARs are also typically separately registered as securities representatives of Foresters
Equity. In this capacity, the IAR can sell mutual funds, variable annuities, and other
insurance products to clients and receive compensation in the form of commissions and
12b-1 fees or trails. This presents a conflict of interest and provides an incentive for the
IAR to recommend a mutual fund, variable annuity, or other insurance product based on
the compensation to be received rather than on the client’s needs. To address this conflict,
clients are advised that they are under no obligation to use an IAR in this capacity for
implementation of consulting or financial planning recommendations through Foresters
Equity, and investment products may be purchased through other brokers not affiliated
with the Advisor. The Advisor also conducts a review of all financial planning
recommendations and has put in place a Code of Ethics that prohibits, and provides for
supervision to detect, any conduct by the Advisor and its IAR that impairs the interest of
the client.

The IAR may also offer investment advisory programs as described in this brochure to
financial planning clients. This presents a conflict of interest and provides an incentive
for the IAR to recommend such a program based on the compensation to be received
rather than on the client’s needs. To address this conflict, clients are advised that they are
under no obligation to use an IAR to access the advisory programs recommended, such
programs may be accessed through other advisory firms not affiliated with Advisor.

For additional information, refer to Item 12 — Brokerage Practices.

General Fee Information

The Advisor is not representing that the services described in this brochure will be
provided at the lowest cost available. The client may be able to obtain these services at a
more favorable rate from another advisor.

The Advisor offers several different services detailed in this brochure, that compensate

the Advisor and IAR differently depending upon the service or program selected. This
presents a conflict of interest and provides an incentive for the IAR to recommend such a
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program based on the compensation to be received rather than on the client’s needs. To
address this conflict, the Advisor reviews client portfolios and supervises client
relationships to ensure compliance with the Code of Ethics.

Commissions and other compensation for the sale of investment products recommended
to clients is the primary form of compensation received by Advisor. This compensation
is received by Advisor in its capacity as a broker/dealer.

Iltem 6 — Performance-Based Fees and Side-By-Side Management

This Item is not applicable as Advisor does not charge any performance-based fees (fees
based on a share of capital gains on or capital appreciation of the assets of a client).

Iltem 7 — Types of Clients

Advisor provides services to individuals, trusts, estates, charitable organizations, and
corporations or business entities.

Third party advisors offering money management services may establish accounts
minimums for obtaining services. Client should review the firm brochure for the third
party advisor for specifics. The minimum account size for the Advantage program is
$30,000. In some cases, the minimum account size may be reduced or waived by the
Advisor, or the third party advisor in the case of the third party money management
programs.

ltem 8 — Methods of Analysis, Investment Strategies and Risk of Loss

The third party advisor offering money management services will be responsible for
determining the investment methodologies and strategies used for managing client
accounts. These strategies may include long-term purchases and short-term purchases,
but typically do not include frequent trading. In some cases the third party advisor may
use global diversification in an attempt to control the risk associated with traditional
markets. Client should refer to the firm brochure and investment advisory agreement for
the third party advisor for further information.

Within the Advantage program, Southwest is responsible for determining the asset
allocation models available for client selection. For information regarding the
construction of the asset allocation models, client should refer to the Southwest firm
brochure. The IAR is responsible for recommending the selection of mutual funds and/or
ETFs to the client.

The IAR may use a fundamental or technical approach to analyzing mutual funds.
Fundamental analysis means that the overall business is considered by reviewing a
business’ financial statements and financial health, its management and competitive
advantages, and its competitors and markets. Technical analysis is an investment
analysis discipline that attempts to forecast the direction of prices through the study of
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historical trends in past market data, primarily price and volume. Of course, past
performance does not guarantee future results.

The mutual funds recommended within the Advantage program or used by a third party
advisor in a money management account may include mutual funds investing in
commaodities, foreign currencies, real estate, international markets or emerging markets.
Investments in international markets present special risks including currency fluctuations,
the potential for diplomatic and political instability, regulatory and liquidity risks and
foreign taxation among others. The risks of foreign investing are generally greater in
emerging markets. The risks of investing in real estate include sensitivity to changes in
real estate values and interest rates. The use of leverage, derivatives and short-selling
will also add risk to the investment. For information on the risks associated with a
particular mutual fund, the client should refer to the prospectus for the specific mutual
fund selected.

The client will also receive a prospectus for any variable annuity that is purchased in
connection with establishing money management services through a third party advisor.
The client should refer to the prospectus for the risks associated with the variable annuity
and its subaccounts. In some cases, the riders purchased with a variable annuity may
limit the subaccounts available for management.

The main sources of information used to conduct research include internet sources,
financial newspapers and magazines, research materials prepared by others and annual
reports prospectuses and filings with the Securities and Exchange Commission.

It is important to keep in mind that there is no specific approach to investing that
guarantees success or positive returns; investing in securities involves risk of loss that
clients should be prepared to bear.

In order to provide consulting and financial planning services, the IAR will first collect
important information regarding the client’s objectives, goals, and financial data. For
more information regarding the areas of analysis covered, please refer to Item 4 —
Advisory Business.

ltem 9 — Disciplinary Information

Registered investment advisors are required to disclose all material facts regarding any
legal or disciplinary events that would be material to a client’s evaluation of its advisory
business or the integrity of the Advisor’s management. The Advisor has no information
applicable to this Item.

Iltem 10 — Other Financial Industry Activities and Affiliations

The principal business of Foresters Equity is as a securities broker-dealer, which is
registered with the Securities and Exchange Commission and a member of the Financial
Industry Regulatory Authority. The broker-dealer related activities generate the majority
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of the firm’s revenues. Foresters Equity offers mutual funds and variable insurance
products. 1ARs are typically registered representatives of Foresters Equity.

When acting as a registered representative, the IAR can sell securities to clients and
receive normal and customary compensation in the form of commissions. Client’s
purchasing securities from an IAR will receive a prospectus and sign a new account form
or other disclosure document when conducting such transactions. For more information,
refer to Item 5 — Fees and Compensation.

In addition, the Advisor is a wholly-owned subsidiary of Foresters, which is a Fraternal
Benefit Society and an insurance company. Foresters is a separate business entity fully
engaged in the life insurance and fixed annuity business. The IAR may be appointed
with Foresters to sell life insurance and may also be licensed with other insurance
companies. When acting as an insurance agent, the AR can sell insurance to clients and
receive normal and customary compensation in the form of commissions. This presents a
conflict of interest and provides an incentive for the IAR to recommend an insurance
product based on the compensation to be received rather than on the client’s needs. To
address this conflict, clients that purchase insurance related products are informed that
the IAR may be compensated at the time the product is accepted. In addition, the
Advisor conducts a supervisory review of all insurance product sales. The Advisor also
has put in place a Code of Ethics that prohibits, and provides for supervision to detect,
any conduct by the Advisor and its IAR that impairs the interest of the client. The
purchase of insurance products in not required as a condition of other services offered.

The Advisor is under common control with First Investors Management Company, Inc.
(“FIMCO”). FIMCO is an investment advisor to the First Investors Funds; registered
mutual funds that are available to the public. First Investors Funds are available and may
be purchased within certain third-party money-management platforms offered by
Advisor. To the extent any of the First Investors Funds are offered by or purchased within
an advisory program recommended by Advisor, FIMCO may receive compensation,
including but not limited to, fund-level management fees. The Advisor does not receive
any portion of this compensation within its advisory accounts.

As described elsewhere in this brochure, the Advisor refers clients to third party
investment advisory firms for management services. As of the date of this Firm
Brochure, the Advisor has relationships with the following third party advisors; Atlas
Capital Management, Absolute Capital, Beacon Capital Management, Brinker Capital,
Clark Lanzen Skalla, Curian Capital, Dunn Warren, Flexible Plan Investments, Genworth
Financial Management, Interactive Financial Advisors, ITS Asset Management, Portfolio
Strategies, PTS Asset Management, SEI and Southwest Securities. The Advisor receives
a portion of the investment advisory fee paid by the client to the third party advisor for
the referral. This referral fee from the third party advisory generally ranges from .85% to
1.55%. This presents a conflict of interest as the Advisor does not refer clients to other
third party advisors that do not share the advisory fee. For further information, please
refer to Item 4 — Advisory Business and Item 5 — Fees and Compensation.
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Item 11 — Code of Ethics, Participation or Interest in Client Transactions
and_Personal Trading

The Advisor has adopted a Code of Ethics which establishes standards of conduct for its
supervised persons. The Code of Ethics includes general requirements that such
supervised persons comply with their fiduciary obligations to clients and other applicable
securities laws, and specific requirements relating to, among other things, personal
trading, insider trading, conflicts of interest and confidentiality of client information. It
requires supervised persons to report their personal securities transactions and holdings
quarterly to the Advisor, and requires the Advisor to review those reports. Each
supervised person receives a copy of the Code of Ethics and must acknowledge in writing
having received the materials. Clients and prospective clients may obtain a copy of the
Code of Ethics by contacting the Advisor.

Under the Code of Ethics, the Advisor and its officers and employees may invest
personally in securities of the same classes as are purchased for clients and may own
securities of the issuers whose securities are subsequently purchased for clients. This
presents a conflict of interest. Fees and charges imposed by Southwest may be higher
than the fees and charges that might be imposed by a discount broker/dealer. If an issue
is purchased or sold for clients and any of the Advisor, its officers or employees on the
same day purchase or sell the same security, either the clients and the Advisor, its officer
or employee shall receive or pay the same price or the client shall receive a more
favorable price. The Advisor and its officers and employees may also buy or sell specific
securities for their own account based on personal investment considerations, which the
Advisor does not deem appropriate to buy or sell for clients. The Advisor reviews all
personal trading by employees on a quarterly basis.

ltem 12 — Brokerage Practices

All trades in money management accounts are directed by and the responsibility of the
third party advisor. The custodian and executing broker-dealer are selected by either the
third party advisor or the client, as described in the firm brochure for the third party
advisor. To the extent that the third party advisor requires the use of a specific custodian
and executing broker-dealer, the client should understand that not all advisors require
clients to direct brokerage. By directing brokerage to a specific custodian and executing
broker-dealer, the client may be unable to achieve the most favorable execution of
transactions. Therefore, directed brokerage may cost the client more money. In addition,
it is possible that the fees and charges assessed by the broker-dealer could be higher than
the fees and charges assessed by other broker-dealers.

Within the Advantage account, Southwest requires that client direct Southwest as the sole
and exclusive broker-dealer to execute transactions. Foresters Equity has a relationship
with Southwest for executing and clearing its broker-dealer transactions. This presents a
conflict of interest. Client should also understand that not all advisors require clients to
direct brokerage. By directing brokerage to Southwest, the client may be unable to
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achieve the most favorable execution of client transactions. Therefore, directed
brokerage may cost the client more money. In addition, it is possible that fees and
charges assessed by Southwest could be higher than the fees and charges assessed by
other broker-dealers.

The Advisor may receive support services and/or products from Southwest due to its
clearing relationship, which assist the Advisor to better monitor and service client
accounts maintained at Southwest. These support services and/or products may be
received without cost, at a discount, and/or at another negotiated rate, and may include
the following:

Investment related research

Pricing information and market data

Software and other technology that provide access to client account data
Attendance at educational meetings

General guidance and education

Client does not pay more for services as a result of this arrangement. There is no
corresponding commitment made by the Advisor to Southwest to invest any specific
amount or percentage of client assets as a result of this arrangement.

As the Advisor is not responsible for placing client trades, the Advisor is not involved in
the decision as to whether or not to aggregate trades for execution. For information
regarding whether or not trades are aggregated in a particular advisory program, refer to
the firm brochure for the third party advisor of the money management program.

The financial planning services offered by the Advisor conclude upon delivery of the
plan, analysis or review. The services offered do not include implementation of
recommendations or any transactions. Client is under no obligation to implement the
recommendations through IARs of the Advisor. The client is free to select any broker-
dealer or investment advisor for implementation.

However, the IAR may suggest that the client implement recommendations provided as
part of the financial planning services through an IAR in his/her capacity as a registered
representative of Foresters Equity, in his/her capacity as an IAR, or through various
insurance companies in his/her capacity as an insurance agent. If the client chooses to
implement through this individual in one of his/her separate capacities, the individual
would receive normal and customary commissions and/or fees resulting from the
securities, advisory or insurance transaction. In the case of securities transactions, all
such transactions must be processed through Foresters Equity because of the registered
representative’s licensing with Foresters Equity. Keep in mind that only mutual fund and
variable annuity transactions may occur through a registered representative of Foresters
Equity, and the commissions and/or fees for such investments are as set forth in the
prospectus and do not differ based on which firm or individual is transacting the business.
These commissions and/or fees are not discounted, and would be in addition to the
financial planning fees previously paid by the client.
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ltem 13 — Review of Accounts

Each advisory account is reviewed by a qualified principal of the Advisor upon account
opening. In addition, each IAR reviews his/her client portfolios on a regular basis, but
not less than quarterly. Reviews are also conducted by vice presidents and the chief
compliance officer of the Advisor, or their designees, on a quarterly basis.
Approximately 50 accounts are reviewed on a random basis through this process.

Accounts may also be triggered for review based on significant shifts in the market,
changes in tax laws, new investment information, and changes in the client’s financial or
personal situation.

As stated above, the financial planning services terminate upon delivery of the plan,
analysis or review. Thus, there are no ongoing reviews or reporting provided by the
Advisor unless the client engages the Advisor for additional financial planning services.

Within the money management accounts offered by third party advisors, the client will
generally receive an account statement from the custodian of client assets. The reporting
provided by third party advisors is described in the firm brochure for the third party
advisor.

Within the Advantage program, the client will receive a monthly account statement from
Southwest as the custodian and executing broker-dealer for the account. In addition,
Southwest will send out a comprehensive annual performance report to each client.

ltem 14 — Client Referrals and Other Compensation

The Advisor receives referrals, which may come from current clients, attorneys,
accountants, employees, personal friends of employees, and other similar sources. The
Advisor does not compensate referring parties for these referrals. Likewise, the Advisor
does not accept referral fees or any form of compensation from other professionals when
a prospect or client is referred to the other professional.

As described throughout this brochure, the Advisor and its IARs receive referral
compensation from third party advisors in connection with referring clients to the third
party for money management services. This compensation includes a portion of the
advisory fee and may also include other things of value offered by the third party advisor,
including marketing payments to cover fees to attend conferences, reimbursement of
expenses for workshops, educational seminars, or advertising or small gifts valued at less
than $100 annually. The amount of this compensation may vary by third party advisor.
Therefore, there is a financial incentive for Advisor and its IARs to recommend that the
client establish an account through one third party advisor over another. The Advisor
takes its responsibilities to clients very seriously and will only recommend that clients
establish a relationship with a third party advisor if it believes that the money
management service being offered is appropriate and in the client’s best interest.
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ltem 15 — Custody

The Advisor does not have custody of client funds or securities. Further, the Advisor
does not act as trustee, provide bill paying services, have password access to control
account activity, or any other form of controlling client assets. Custody for all advisory
accounts is maintained by a qualified custodian. In the case of money management
accounts managed by a third party advisor, the custodian is selected by the third party
advisory or the client. In the case of the Advantage program, the custodian is Southwest
Securities.

The client will receive account statements directly from the custodian on either a monthly
or quarterly basis, as agreed upon between the client and the custodian. The Advisor
encourages the client to carefully review the statements upon receipt for any
discrepancies or inaccuracies. In some cases, the third party advisor or Southwest will
also provide performance reports. The Advisor further encourages the client to compare
the performance report to the account statements.

The 1AR may provide the client with additional, customized reporting from time to time
and upon request. This additional reporting does not take the place of the official
statements provided by the custodian.

Iltem 16 — Investment Discretion

The Advisor does not have discretionary authority to purchase or sell securities on behalf
of the client. The client will grant discretionary authority to the third party advisor
providing money management services through execution of an investment advisory
agreement.

Iltem 17 — Voting Client Securities

The Advisor will not vote or advise the client how to vote proxies for securities held in
the client’s account. The client keeps the authority and responsibility for the voting of all
proxies. Proxy information for any securities held in the client’s account will be sent to
the client by the custodian directly. The Advisor does not provide this information.

Iltem 18 — Financial Information

The Advisor has no financial commitment that impairs its ability to meet contractual or
fiduciary commitments to clients, and has not been the subject of a bankruptcy petition.

The Advisor does not have discretionary authority or custody of client funds or securities,

or require or solicit prepayment of more than $500 in fees per client six months in
advance.
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SUPPORTING STATEMENT
Exemption for Certain Multi-State Investment Advisers (Rule 203A-2(d))

A. JUSTIFICATION

1. Necessity of Information Collections

Pursuant to section 203A of the Investment Advisers Act of 1940 (“Advisers Act”
or “Act”), an investment adviser that is regulated or required to be regulated as an
investment adviser in the state in which it maintains its principal office and place of
business is prohibited from registering with the Securities and Exchange Commission
(“Commission” or “SEC”) unless that adviser has at least $25 million in assets under
management or advises a Commission-registered investment company. Advisers failing
to meet either requirement are prohibited from registering with the Commission.! The
Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank Act”)?
amends section 203A to prohibit from Commission registration an adviser that: (i) has
assets under management between $25 million and $100 million; (ii) is required to be
registered as an investment adviser with the state in which it maintains its principal office
and place of business; and (iii) if registered, would be subject to examination as an

adviser by that state.* A mid-sized adviser that otherwise would be prohibited may

! 15 U.S.C. 80b-3a.
2 Pub. L. No. 111-203, 124 Stat. 1376 (2010).

See section 410 of the Dodd-Frank Act. The Commission also is adopting a rule that
raises the threshold above which a mid-sized investment adviser must register with the
Commission to $110 million; but, once registered with the Commission, an adviser need
not withdraw its registration until it has less than $90 million of assets under
management. Amended rule 203A-1(a)(1).
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register with the Commission if it would be required to register with 15 or more states.*
Section 203A(c) of the Advisers Act authorizes the Commission to exempt an adviser
from the prohibition on Commission registration if the prohibition would be “unfair, a
burden on interstate commerce, or otherwise inconsistent with the purposes” of section
203A of the Act.> Under this authority, the Commission adopted rule 203A-2 to provide
certain types of advisers with exemptions from the prohibition on registration.

Rule 203A-2(e) currently provides that the prohibition on registration with the
Commission does not apply to an investment adviser that is required to register in 30 or
more states. Once registered with the Commission, the adviser remains eligible for
Commission registration as long as it would be obligated, absent the exemption, to
register in at least 25 states.’ An investment adviser relying on this exemption also must:
(1) include a representation on Schedule D of Form ADV that the investment adviser has
concluded that it must register as an investment adviser with the required number of
states; (ii) undertake to withdraw from registration with the Commission if the adviser
indicates on an annual updating amendment to Form ADV that it would be required by
the laws of fewer than 25 states to register as an investment adviser with the state; and
(iii) maintain in an easily accessible place a record of the states in which the investment

adviser has determined it would, but for the exemption, be required to register for a

See section 410 of the Dodd-Frank Act. A mid-sized adviser also will be required to
register with the Commission if it is an adviser to a registered investment company or
business development company under the Investment Company Act. Id.

> 15 U.S.C. 80b-3a(c).
6 17 CFR 275.203A-2(e)(1).
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period of not less than five years from the filing of a Form ADV relying on the rule.” The
Commission recently amended the rule to align it with the Dodd-Frank Act’s multi-state
exemption for mid-sized advisers by permitting all investment advisers required to
register as advisers with 15 or more states to register with the Commission, and
renumbered the rule as rule 203A-2(d).® The Commission also eliminated the cushion for
advisers that must register with 25 to 30 states, and did not adopt a similar cushion for the
15-state threshold.® An investment adviser relying on this exemption is required to
maintain in an easily accessible place a record of the states in which the investment
adviser has determined it would, but for the exemption, be required to register for a
period of not less than five years from the filing of a Form ADV relying on the rule.'®
The rule’s record maintenance requirement is a “collection of information” for

Paperwork Reduction Act (“PRA™) purposes.**

! 17 CFR 275.203A-2(e)(2)-(4). The five-year record retention period is a similar
recordkeeping retention period as imposed on all SEC-registered advisers under rule 204-
2 of the Adviser Act. See rule 204-2 (17 CFR 275.204-2).

Amended rule 203A-2(d). The adopting release is attached as Appendix A (*Appendix
A”). We also note that amended rule 203A-2(d) permits an adviser to choose to maintain
its state registrations and not switch to SEC registration. See amended rule 203A-2(d)(2)
(adviser elects to rely on the exemption by making the required representations on Form
ADV).

’ Amended rule 203A-2(d).

10 See amended rule 203A-2(d)(3). An investment adviser relying on this exemption also

will continue to be required to: (i) include a representation on Schedule D of Form ADV
that the investment adviser has reviewed applicable law and concluded that it must
register as an investment adviser with 15 or more states; and (ii) undertake on Schedule D
to withdraw from registration with the Commission if the adviser indicates on an annual
updating amendment to Form ADV that the investment adviser will be required by the
laws of fewer than 15 states to register as an investment adviser with the state. See
amended rule 203A-2(d)(2).

The PRA burden for Form ADV reflects the required representations on Schedule D of
Form ADV. See Appendix A, section VI.B.

11
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Respondents to this collection of information are investment advisers required to
register in 15 or more states absent the exemption that rely on rule 203A-2(d) to register
with the Commission The records kept by investment advisers in compliance with the
rule are necessary for the Commission staff to use in its examination and oversight
program.

The title of the new collection of information is: “Exemption for Certain Multi-
State Investment Advisers (Rule 203A-2(d)).” We have submitted this collection of
information to OMB for review, and OMB has not yet assigned this collection a control
number. An agency may not conduct or sponsor, and a person is not required to respond
to, a collection of information unless it displays a currently valid OMB control number.
This collection of information will be found at 17 CFR 275.203a-2(d) (currently 17 CFR
275.203a-2(e)) and is mandatory to qualify for and maintain Commission registration
eligibility under rule 203A-2(d) (currently rule 203A-2(e)). Responses provided to the
Commission in the context of its examination and oversight program are generally kept
confidential under section 210(b) of the Advisers Act.*?

2. Purposes of Information Collection

The information collected under rule 203A-2(d) permits the Commission’s
examination staff to determine an advisers’ eligibility for registration with the
Commission under this exemptive rule.

3. Role of Improved Information Technology

An investment adviser registering or registered with the Commission under rule

203A-2(d) is required to maintain in an easily accessible place a record of the states in

12 15 U.S.C. 80b-10(b).
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which the investment adviser has determined it would, but for the exemption, be required
to register for five years from the filing of a Form ADV.'® Advisers are permitted to
meet the recordkeeping obligation under the rule micrographically or electronically, and
their storage of this required record in such media is governed by Advisers Act rule 204-
2(g)-*

4. Efforts to Identify Duplication

The recordkeeping requirement of rule 203A-2(d) is not duplicated elsewhere for
investment advisers that must comply with this collection requirement.

5. Effect on Small Entities

The collection of information requirements are the same for all investment
advisers registering or registered with the Commission, including those that are small
entities. Under section 203A, as amended by the Dodd-Frank Act, advisers with assets
under management of less than $100 million generally are not eligible to register with the
Commission; however, under rule 203A-2(d), these entities, which include small entities,
are permitted to register with the Commission if they meet the conditions of the rule. The
recordkeeping requirement under the rule affects small advisers and larger advisers
similarly, because the required information is about the adviser maintaining the records

and about its regulatory requirements and business, which should be readily available to

13 Amended rule 203A-2(d)(3).

" 17 CFR 275.204-2(g). Rule 204-2 requires that the record be arranged and indexed in a
way that permits easy location, access, and retrieval of any particular record, 17 CFR
275.204-2(9)(2)(i)-(ii), and that the micrographic or electronic duplicate of the record be
separately stored for five years, 17 CFR 275.204-2(g)(2)(iii). An investment adviser
must establish and maintain procedures to keep the required records so as to reasonably
safeguard the records from loss, alteration, or destruction; to limit access to the records to
properly authorized personnel and the Commission; and to reasonably ensure any
reproduction of a non-electronic original is complete, true, and legible when retrieved.
See 17 CFR 275.204-2(9)(3).
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any adviser regardless of size. It would defeat the purpose of the rule to exempt small
entities from these requirements. Moreover, although the records are mandatory, the rule
IS a permissive exemption. A small adviser can choose not to rely on the rule and thus
not be subject to the collection of information.

6. Consequences of Less Frequent Collection

An adviser registering with the Commission under rule 203A-2(d) is required to
maintain a record of the states in which the investment adviser has determined it would,
but for the exemption, be required to register for a period of not less than five years from
the filing of a Form ADV.™ Because the period between examinations may be as long as
five years, it is important that the Commission have access to records that cover the
period between examinations. If the required information is not collected, the
Commission’s examiners would not be able to verify that an investment adviser’s
reliance on rule 203A-2(d) in registering with the Commission was appropriate.

7. Inconsistencies with Guidelines in 5 CFR 1320.5(d)(2)

Rule 203A-2(d) includes a recordkeeping provision under which an adviser
relying on the rule to register with the Commission is required to maintain certain
information, specified more fully in Item 1 above, for five years. Although this period
exceeds the three-year guideline for most kinds of records under 5 CFR 1320.5(d)(2)(iv),
the long-term retention of these records is designed to contribute to the effectiveness of
the Commission’s examination and inspection program, and is necessary for the
Commission’s inspection program to determine compliance with the Advisers Act,

including an adviser’s continued eligibility to register with the Commission. Because the

1 Amended rule 203A-2(d)(3).
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period between examinations may be as long as five years, it is important that the
Commission have access to records that cover the period between examinations.

8. Consultations Outside of the Agency

In its release proposing new rules and rule amendments to implement the Dodd-
Frank Act, the Commission requested public comment on the effect of information
collection under this rule. The comments received are discussed below in Item 12 in
connection with the current estimates of the hour burden associated with rule 203A-2(d).
In addition, the Commission and the staff of the Division of Investment Management
participate in an ongoing dialogue with representatives of the investment adviser profession
through public conferences, meetings, and informal exchanges. These various forums
provide the Commission and the staff with a means of ascertaining and acting upon
paperwork burdens facing the industry.

9. Payment or Gifts to Respondents

None.

10.  Assurances of Confidentiality

Responses to the recordkeeping responses required under rule 203A-2(d) in the
context of the Commission’s examination and oversight program are generally kept

confidential.*®

11. Sensitive Questions

Not applicable.

16 See Section 210(b) of the Advisers Act.
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12. Estimate of Hour Burden

As of April 7, 2011, there were approximately 40 advisers relying on the

exemption under rule 203A-2(e).” Although it is difficult to determine a precise number

of advisers that will rely on the exemption as amended because such reliance is entirely

voluntary, we estimate that approximately 155 advisers will rely on the exemption.®

These advisers will incur an average one-time initial burden of approximately 8 hours,

and an average ongoing burden of approximately 8 hours per year, to keep records

sufficient to demonstrate that they meet the 15-state threshold. These estimates are based

on an estimate that each year an investment adviser will spend approximately 0.5 hours

creating a record of its determination whether it must register as an investment adviser

with each of the 15 states required to rely on the exemption, and approximately 0.5 hours

to maintain these records.’® Accordingly, the revised total initial and annual burden of

17

18

19

Based on IARD data as of April 7, 2011, of the approximately 11,500 SEC-registered
advisers, 40 checked Item 2.A.(9) of Part 1A of Form ADV to indicate their basis for
SEC registration under the multi-state advisers rule.

Based on IARD data as of April 7, 2011, 100 of the advisers that have less than $90
million of assets under management currently file notice filings with 15 or more states.
This number may overestimate the number of advisers required to be registered with 15
or more states, and therefore eligible for the amended multi-state exemption, because
notice filing requirements may differ from registration requirements. In addition, we are
unable to determine the number of advisers currently registered with the states that are
registered with 15 or more states that may rely on the exemption and register with us.
We expect this number to be small based on the scope of business of an adviser that has
less than $25 million in assets under management and because section 222(d) of the
Advisers Act provides a de minimis exemption for limited state operations without
registration. For purposes of this analysis, we estimate the number is 15. As a result, we
estimate that approximately 155 advisers will rely on the exemption (40 currently relying
on it + estimated 100 eligible based on IARD data + 15 advisers required to be registered
in 15 or more states that are not registered with us today).

0.5 hours x 15 states = 7.5 hours + 0.5 hours = 8 hours.
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the recordkeeping requirements of rule 203A-2(d) will be 1,240 hours (an additional 920

hours).?

As discussed in Item 15 below, these estimates are higher than the estimates the
Commission established, and requested public comment on, in the release proposing new
rules and rule amendments to implement the Dodd-Frank Act (“Proposing Release”).
Comments we received related to these estimates pertained to costs associated with rule

203A-2(d), not costs associated with the rule’s collection of information requirements.*

We anticipate that investment advisers will likely utilize senior operations
managers to maintain the required records. The Commission estimates the hourly wage
rate for a senior operations manager to be $331 per hour, including benefits.?> Each
adviser relying on the exemption will incur average initial and annual recordkeeping

costs associated with rule 203A-2(d) of $2,648 per adviser.?> The Commission staff

20 155 advisers relying on the exemption x 8 hours = 1,240 hours. 1,240 new burden hours

— 320 current burden hours = 920 additional burden hours.

2 Commenters generally agreed with the Commission’s proposal to align the multi-state

exemption for small advisers with the statutory exemption for mid-sized advisers. A few,
however, recommended a lower threshold of required state registrations for eligibility for
the multi-state exemption, but the Commission has determined not to lower the threshold
further in light of the Congressional determination to set the threshold at 15 states and the
Commission’s stated purpose to align the rule with the Dodd-Frank Act. See Appendix
A, notes 659-660 and accompanying text for additional examples of public comments
relating to rule 203A-2.

Data from the Securities Industry Financial Markets Association’s Management &
Professional Earnings in the Securities Industry 2010, modified to account for an 1,800-
hour work-year and multiplied by 5.35 to account for bonuses, firm size, employee
benefits and overhead, suggest that the hourly rate for this position is $331.

23 8 hours x $331 = $2,648.

22
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estimates that the total recordkeeping costs will be approximately $410,440 per year (an

additional $304,520).%

13. Estimate of Total Annual Cost Burden

Excluding the burden hours identified in Item 12, the collection of information
requirement for rule 203A-2(d) is not expected to impose additional non-labor or capital
costs. The Commission anticipates that most advisers registering under the rule will
generate the necessary records in the ordinary conduct of their advisory businesses.

14. Estimate of Cost to the Federal Government

There are no costs to the federal government directly attributable to rule 203A-
2(d).

15. Explanation of Changes in Burden

The estimated annual aggregate burden of 1,240 represents an increase of 40 hours
from the Commission established, and requested comment on, in the Proposing Release,
based on an increase in the estimated number of investment advisers that will rely on
amended 203A-2(d).

16. Information Collections Planned for Statistical Purposes

Not applicable.

17.  Approval to Display Expiration Date

Not applicable.

18. Exception to Certification Requirement

Not applicable.

4 [115 advisers newly relying on the exemption x $2,648] + [40 advisers currently relying

on the exemption x $2,648] = $304,520 + $105,920 = $410,440.
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B.

COLLECTIONS OF INFORMATION EMPLOYING STATISTICAL METHODS
Not applicable.
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