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Item 1 — Cover Page CRD # 119969

This brochure provides information about the qualifications and business practices of Financial
Counseling, Inc. (“FCI” or “Adviser”) and its owner Stevan M. Vaughan and staff.

If you have any questions about the contents of this brochure, please contact us at (937) 748-8710 or
Steve.Vaughan@Fincounsel.com.

The information in this brochure has not been approved or verified by the United States Securities and
Exchange Commission or by any state securities authority.

Financial Counseling, Inc. is a Registered Investment Adviser. Registration as an Investment Adviser
does not imply any level of skill or training. This disclosure document is designed to grant current clients
as well as potential clients the opportunity to carefully read and establish an understanding of the
various investment advisory services that are offered and the respective fees and expenses of those
services. The information contained in this document is important to the conduct of both parties entering
an advisory contract. While investment advisers have a fiduciary duty to put the needs of clients
before their own, clients likewise have a duty to investigate and maintain a basic understanding of the
services offered by the Adviser. We hope this document serves as a leading educational tool to aid
clients and prospective clients in understanding how Financial Counseling, Inc. conducts investment
advisory services.

Additional information about Financial Counseling, Inc. is also available via the SEC web site
www.adviserinfo.sec.gov. The SEC web site also provides information about any persons affiliated with

Financial Counseling, Inc. who are registered as investment adviser representatives of FCI.

Financial Counseling, Inc.
582 North Main Street
Springboro OH, 45066

(937) 748-8710
www.financialcounselinginc.com

Steve.Vaughan@Fincounsel.com
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Item 2- Material Changes

Since our last update as of February 13, 2019, there have been no material changes in the
business services of Financial Counseling, Inc. In the future, this portion of the brochure will
discuss specific material changes that are made to the brochure and provide clients with a
summary of such changes to this and subsequent brochures within 120 days of the close of our
business’ fiscal year. We may further provide other ongoing disclosure information about
material changes as necessary.

Depending on the facts and circumstances, examples of material changes may include, but are not
limited to:

Change of address/location or contact information (e.g. phone number, email)
New Owners of Investment Adviser entity

Significant change in services offered

New potential conflict of interest

A new fee schedule

Changes in disciplinary history

Changes in the custodian or broker used

Changes in licensing status with the SEC or state(s)

Additional information about Financial Counseling, Inc. is also available via the SEC web site
www.adviserinfo.sec.gov. The SEC web site also provides information about any persons affiliated with

Financial Counseling, Inc. who are registered as investment adviser representatives of FCI.


http://www.adviserinfo.sec.gov/

Item 3 — Table of Contents

LYo g I A @0 V=Tl o -SSR 1
[£eM 2 — MatErial CRaNZES ..ceovveiricie ettt st et s eb e bbb e sresresaeeneane 2
[tem 3 — Table Of CONTENTS ..ot e s et 3
[£E€M 4 — AdVISOIY BUSINESS ...eoviiviiieiieie vt sietsesiei ettt st ese e esesae st saeses e e e aes st aeeneensesesseseenenns 4
[tem 5 —Fees and COMPENSATION ..cccovevieireriieiieir e s sr e e sa e s 6
Item 6 — Performance Based Fee and Side-by-Side Management ........ccoceveveivivincneenen. 9
[£E€M 7 —TyPES OF CHIENTS .ocviieieieceeeeeie sttt sttt st e s s naenaes 9
Iltem 8 — Methods of Analysis, Investment Strategies and Risk of LOSS .......ccccveeveevveneenee. 10
[tem 9 — Disciplinary INFOrMatioN .....cccccvveieie ittt et er s e e ene 14
Iltem 10 — Other Financial Industry Activities and Affiliations .......ccccceveevvvevenecececreeene 14
Iltem 11 — Code of Ethics (Participation or Interest in Client Transactions and Personal Trading) ...... 15
[tem 12 — Brokerage PraCliCeS ......ccocviirieiniineiriee st st st ev et ser e e et st s s e s e eas 16
[tem 13 — REVIEW OF ACCOUNTS ....viiiiiiiitie ettt sttt bttt st e s 16
Item 14 — Client Referrals and Other COmpensation .........ovevireie e senereseeeeereenne 17
[£EM 15 = CUSTOAY ceviiiiiie ettt sttt st ettt e et st e e e e ssesa e ee s 17
[tem 16 — INvestment DISCretion .......ccccovciiiii et e 18
[tem 17 — VOtiNg ClIeNt SECUIMTIES ..cuvvvvevreieectecte ettt et et e re e sae e 18
Item 18 — Financial INfOrmation ... e 18
Iltem 19 — Requirements of State-Registered AdVISErS ........coceveceeierenenre e ereeereervennens 19



Item 4 — Advisory Business

Financial Counseling, Inc. was formed in July 1995 and is a corporation organized in the State of Ohio.
Stevan M. Vaughan is the President and sole owner. Financial Counseling, Inc. provides “fee for service”
financial planning and investment advice. Areas of advice include asset allocation, investment selection,
retirement planning, college funding and employee benefits and qualified plan subaccount analysis.
Engagements are limited in scope based on the client’s unique circumstances. As of December 31,
2019, FCI manages approximately $147.8 million in assets. The managed assets are $148.3 million on
a discretionary basis, with $533,000.00 managed on a non-discretionary basis.

The Adviser gathers financial data including the client’s goals, circumstances, financial condition and risk
tolerance. The adviser then prepares and delivers analysis and recommendations to the client.
Recommendations may be in a written/electronic format, or in the form of verbal (in-person or phone)
discussion, or both.

Clients engage Financial Counseling, Inc. on a “pay as you go” basis. The services a client receives are
dependent upon the individual needs and requests by the client, but often times the services rendered
are continuous and on-going. The investment management services provided by Financial Counseling,
Inc. often involve investment modeling where trades are conducted with the use of Adviser discretion.
The Adviser will perform “active” management to a client’s account in accord with pre-
described/defined goals and risk tolerances provided by the client. When discretionary authority has
been given to Financial Counseling, Inc. or one of the IARs of FCl and company, this allows FCl to “take
action” without first receiving approval from the client. The “action” is limited to purchases and/or sales
of securities (Stocks/Bonds/Mutual Funds/ETFs...), but does not allow the Adviser to move funds
between accounts or transfer assets from the account. All transactions occur at a qualified custodian
that produces statements. These statements may be produced monthly, but must be produced at least
quarterly and contain the basic account value and holdings of the managed accounts along with listing
the activity that occurs within the account(s) being managed by FCl. The statement provided by the
custodian will also contain the advisory fee charged by FCI. Fees charged by FCl are separate from the
fees charged by Mutual Funds and other investment companies. Therefore, FCl recommends consulting
the Mutual Fund prospectus for more information about their fees. More information is available about
the Active Management program under ltem 8 of this document.

FClI also provides long term buy and hold services that do not involve active management of client
accounts. Clients may choose a service that offers asset allocation services that are managed by FCl that
make less active transactions and is designed to keep expenses low, while offering market related rates
of return. If services are selected that do not entail discretionary authority, then clients are free to
implement all, some, or none of the Adviser's recommendations and the full responsibility of
implementation rests with the client.

FCI offers services of Third Party Investment Advisers to manage portfolios on behalf of clients. Prior to
selecting other advisors FCl validates that the entity is properly licensed or registered as an investment
adviser. If the Client engages a Third-Party Investment Adviser, at the IARs recommendation, the fees,



and their method of calculation, are carefully described in the Third-Party Investment Adviser’s
Disclosure Brochure. The client should consult the third-party adviser’s Disclosure Brochure to
determine: (a) if compensation is payable before the service is provided; (b) when compensation is
payable; (c) how a client may get a refund; and (d) how a client may terminate an advisory contract
before its expiration date. Such fees may be negotiable. A portion of the fees charged to the Client by
the Third-Party Investment Adviser is allocated to FCl and the IAR for introducing accounts to the
advisor. Clients are not charged a higher rate for being referred to a Third Party Adviser.

Client- tailored advisory services are based on the individual needs of clients. This is accomplished
through specific meetings and interviews, both face to face and via phone or electronic communication
with the client. The services that we offer are individually client focused and each client will
prepare written statements of objectives and risk tolerances for the Adviser to acknowledge while
providing advisory services. While clients may impose restrictions regarding certain types of
securities, those restrictions should be provided to the Adviser in writing so we can appropriately
document and adhere to those wishes of the client. It is possible, that even though we provided
individualized investment advice, clients may qualify for investment models that include many clients
of similar goals and circumstance with regard to investment objectives and risk tolerances. Therefore,
other clients may be invested in substantially similar fashion, but each client is able to make
independent action with their accounts by contacting the Adviser and giving them independent
instruction.

When clients request services related to financial planning a conflict exists between the interests of the
investment adviser and the interests of the client. The client is under no obligation to act upon the
investment adviser's recommendation, and if the client elects to act on any of the recommendations,
the client is under no obligation to effect the transaction through the investment adviser. Clients are
free to take the advice offered and implement that advice through other unaffiliated advisors or
financial providers outside Financial Counseling, Inc. Please note, as described in Iltem 10 and Item 12
of this document, if clients elect to use Financial Counseling, Inc. as the execution agent for the
financial plan. The members of Financial Counseling, Inc. will likely receive extra fee compensation
above and beyond the fees paid by client for the financial plan. Therefore, a conflict of interest may
exist to sell one product over another. Clients may be able to find similar services at a lesser cost at
other financial advisory firms.

As a registered investment adviser subject to Section 206 of the Advisers Act, FCl acts as a fiduciary related
to the conduct of its investment management and advisory services. As such, FCI has an obligation to act
in the best interest of its clients guided by the core fiduciary duties of loyalty and care.

FCl will adhere and comply with the following Impartial Conduct Standards:

(1) FCI will provide advice that is, at the time of the recommendation, in the Best Interest of the
Retirement Investor. Such advice shall reflect the care, skill, prudence and diligence under the
circumstances then prevailing that a prudent person acting in a like capacity and familiar with such
matters would use in the conduct of an enterprise of like character and with like aims, based on the
investment objectives, risk tolerance, financial circumstances and needs of the client, without
regard to the financial or other interest of FCl or any affiliate, related entity or other party;



(2) The recommended transaction will not cause FCI or their affiliates or related entities to receive,
directly or indirectly, compensation for their services that is in excess of reasonable compensation
within the meaning of ERISA Section 408(b)(2) and Code Section 4975(d)(2).

(3) Statements by FCI to the client about the recommended transactions, fees and compensation,
material conflicts of interest and any other matters relevant to a client’s investment decisions, will
not be materially misleading at the time they are made.

(4) Stevan Vaughan, FCI's Chief Compliance Officer is designated as the person available to discuss
matters such as conflicts of interest, potential conflicts of interest and FCI’s fiduciary status.

Item 5 — Fees and Compensation

Fees are charged on a “pay as you go” basis. Fees are negotiable and may vary from client to client.
Fees are quoted in advance and must be accepted by client prior to project commencement or
investment management. Executing a signature on the client agreement or paying a partial/full
payment of fee acknowledges acceptance by client.

Financial Counseling, Inc. negotiation of investment management fees are based on one or more of the
following factors:
e The number of accounts, positions, account objectives, risk tolerances and
restrictions requested by the client
e The estimated amount of time expended in researching, analyzing and documenting the
specific recommendation(s) and course(s) of action.
e The requests of each client regarding follow up and forms of communication requested
e The familiarity (or lack thereof) between FCl and the client based on experience and
client interaction
e A competitive analysis of other advisory firm’s fees
e The total amount of assets requested to be managed

Client agrees to supply Financial Counseling, Inc. with the ability to deduct fees from the account(s) on a
quarterly basis. This fee deduction process will occur in arrears of service provided and will be
accompanied by a quarterly fee notification that will be supplied to the client and evidenced on the
account statement produced by the qualified custodian. Quarterly fees are based on the ending value
of securities on the last day of the quarter.

The following is an example of how a quarterly fee is calculated:

$800,000.00 value of assets under management on the last day of the quarter at an annual
fee of 1.5% would render the following quarterly bill.

1.5% annual fee divided by 4 individual quarterly periods = 0.00375

$800,000.00 x 0.00375 = $3000.00 Fee for the quarter
6



Advisory fees are calculated, and billed quarterly, in arrears. The maximum advisory fee charged will
not exceed 2% in a given year, but is subject to change, and is subject to negotiation and individual
determination based upon particular facts and circumstances of a client and the extent of advisory
services anticipated. Clients may choose to pay fees by check or opt to have the fees debited directly
from client's accounts as stated in the Client Services Agreement. These fees may be considered higher
than average as related to other investment advisory firms, as such, clients may be able to attain similar
services at a lesser cost elsewhere.

The following billing description items listed as 1, 2 and 3 are only pertinent for clients who
reside in California: When FCl is granted the authority to deduct fees directly from a client’s
account, the following processes will occur:

1. FCl will possess written authorization from the client to deduct advisory fees from
an account held by a qualified custodian.

2. FCl sends the qualified custodian written notice of the amount of the fee to be deducted
from the client’s account. This notification is often performed electronically at the same
time as the fee billing is sent to the custodian.

3 FCl sends the client a written invoice itemizing the fee, including any formulae used to
calculate the fee, the time period covered by the fee and the amount of assets under
management on which the fee was based. This invoice is sent quarterly at a time prior
to the billing.

In rendering services described above, FCI makes recommendations only, these recommendations can
be implemented through FCl in the following methods: Non-discretionary or Discretionary.

Discretionary Transactions are directed by FClI for accounts that have a limited discretionary authority
agreement. Clients who choose to provide FCl with discretion have empowered FCl to buy and sell
securities without the client’s prior knowledge or consent. Clients may, by contract, place restrictions
on FCI’s discretionary authority.

FEE SCHEDULE (See Client Agreement)

The following fee schedule is provided as a general guideline for fees charged by Financial Counseling,
Inc. Advisory fees will be charged in arrears on a calendar quarterly basis based upon the value of the
client’s portfolio on the last business day of the calendar quarter. Advisory fees will be charged on those
accounts managed through the RIA’s custodian as well as those accounts which the Adviser
recommends to the client and which are directed by the client in other accounts. The Accounts managed
for a part of the quarter will be charged a prorated portion of the advisory fees for the quarter.

Strategic Asset Allocation

0 —2,999,999 range: 1.00%
3,000,000 or more range: negotiable



Tactical Asset Allocation

0-2,999,999 range: 1.50%
3,000,000 or more range: negotiable

The maximum advisory fee charged will not exceed 2.00% in a given year. Each client contract is
individually negotiable with respect to the fee. You may be able to attain similar services at a lesser cost
from other financial service providers.

Financial Counseling, Inc. has no direct relationship with any specific custodian and receives no
commission compensation from TD Ameritrade Institutional with regard to client transactions. The
platform at TD Ameritrade Institutional is a quality, low fee, low ticket charge, brokerage option that has
been a good fit for investment management services.

Financial Counseling, Inc. management programs are not considered “wrap fee program” in that clients
are responsible for paying any and all transaction costs, including, but not limited to customary ticket
charges, postage and service fees and annual maintenance fees that may be issued by the custodians.

Services for fees based on assets under management for TPIA:

Prior to selecting other advisors FCl validates that the entity is properly licensed or registered as an
investment adviser. If the Client engages a Third-Party Investment Adviser, at the IARs
recommendation, the fees, and their method of calculation, are carefully described in the Third-Party
Investment Adviser’s Disclosure Brochure. The client should consult the third-party adviser’s Disclosure
Brochure to determine: (a) if compensation is payable before the service is provided; (b) when
compensation is payable; (c) how a client may get a refund; and (d) how a client may terminate an
advisory contract before its expiration date. Such fees may be negotiable. A portion of the fees charged
to the Client by the Third-Party Investment Adviser is allocated to FCI, Inc. and the IAR for introducing
accounts to the adviser.

Hourly Charges and Fixed Fees Charged by Adviser

Adviser provides investment planning services consistent with individual client's financial and tax
statues, risk tolerance and investment objectives. These services are offered to clients who wish to
engage deeper analysis of their financial objectives that what is generally provided through regular
meetings. Special projects such as retirement cash flow planning analysis and education funding
planning are examples of such planning services. The current client base serviced by Financial
Counseling does not often require in-depth financial planning services, but the services are available if
needed. Fees are billed at a negotiated rate between the parties. Hourly fees usually range from $150
to a maximum rate of $400 per hour. The client may make structured payments with a portion of the
fees paid up-front and the remainder of payments made upon completion of the service(s). These
options are available in the client agreement. Planning fees are often paid by check, but if the client
chooses, they may have the fees debited directly from accounts managed by Adviser. These services
may also be negotiated as a fixed fee. Unless otherwise stated, client agreements are for a period of
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one year and are automatically renewed each year. The Client or Adviser may terminate the advisory
agreement at any time upon thirty (30) days written notice. There is no provision for refunds when
services have been rendered.

In certain instances, depending upon the client's needs and the services to be performed by the Adviser,
the advisory fee may be based upon individual negotiations with the client. In such instances, the fee is
stipulated and agreed upon in the advisory contract.

Item 6 — Performance-Based Fees and Side-by-Side Management

Financial Counseling, Inc. 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).

Item 7 — Types of Client

Financial Counseling, Inc. takes an active approach to managing the types of clients that are accepted by
the firm. The clients that Financial Counseling, Inc. currently choose to work with are often “main
street” every day people. There are some clients that have high net worth and would be considered
“accredited” investors (individual net worth of any natural person, or joint net worth with the spouse of
that person, at the time of purchase, is more than $1,000,000 [as such amount is adjusted periodically
by rule of the Commission], excluding the value of the primary residence of such natural person.)
However, Financial Counseling, Inc. does not impose any account limits or restrictions for maintaining or
managing an account. The firm requires clients to disclose current financial status and investment
objectives to the Adviser at the time of opening an investment account. These documents are updated
as needed. Clients are requested to inform the Adviser whenever the client has experienced a significant
change in financial status or condition or wish to change the investment objectives on the account.
(Example: Client wishes to change investment objective from Aggressive Growth to Moderate. The client
would need to complete a new account form that evidences this request.) In general, most clients are
residents of the State of Ohio, while a few live in multiple locations largely dependent on the different
seasons of the year.

FCI's clientele could be categorized as individuals, high net worth individuals, businesses, trusts and
charitable organizations. The services offered to each may vary and is largely dependent upon
the client’s unique circumstances. Financial Counseling, Inc. has each client execute an independent
agreement and each agreement offers services separately to each individual client. There are no
requirements for opening or maintaining an account, such as minimum account size or other
restrictions.

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

Adviser offers clients an investment service called Strategic Asset Allocation, which is generally
managed according to the principles of asset allocation. This service attempts to optimize the
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risk/reward profile of a client's portfolio by investing among several asset classes based upon a client's
personal financial goals and risk preferences. Below is a brief description of the type of general strategies
that may be used as guidelines by investment advisor representatives in structuring accounts with
varying objectives.

Strategic Asset Allocation

Conservative Income allocation. A conservative income portfolio usually seeks to generate income as
its primary objective and preserve initial investments as its secondary objective. Conservative income
portfolios tend to invest in a mix of income producing investments with a low degree of volatility. A
typical conservative income portfolio may consist of about 20% in equity asset classes, and 80% in
income asset classes, including fixed income and/or cash equivalents.

Balanced Allocation. A balanced portfolio usually has both capital preservation and growth as its
primary objectives. Balanced portfolios tend to invest in a relatively equal mix of low to moderate risk
securities. A typical balanced portfolio may consist of about 60% in equity asset classes and 40% in fixed
income and/or cash/cash equivalents.

Growth Allocation. A growth portfolio usually seeks to generate long-term capital gains as its primary
objective. Growth portfolios tend to invest in a mix of investments with potential for long-term capital
appreciation with a more than moderate amount of volatility. A typical growth allocation consists of
about 80% equity and 20% in fixed income and/or cash/cash equivalents.

All-Equity Allocation. An all-equity growth portfolio usually seeks to generate long-term capital gains as
its primary objective. All Equity portfolios are aggressive portfolios and tend to invest in assets that may
be considered high risk and tend to have more volatility. These portfolios may have the potential for
higher returns over the long-term. A typical all-equity portfolio consists of about 98% in equity asset
classes with only about 2% in cash/cash equivalents.

Since client portfolios are designed to be managed in accordance with the financial circumstances,
investment objectives, and preferences of individual clients, the actual asset allocation of a particular
account may differ from other client accounts with similar objectives or levels of risk. Asset allocation is
driven by various mathematical computations, and is more complex than the concept of asset
diversification. It should be recommended that no strategy or allocation formula can guarantee a gain,
or assume that an account will suffer a loss.

The program is designed to offer clients a diversified long-term approach to their personal investment
goals and objectives. It is important that you keep your investment advisor representative informed as
to any changes in your financial situation. This service provides clients with individualized investment
portfolio management services, including account review and investment recommendation. Selected
investments may include: stocks, bonds, mutual funds and other securities.

Tactical Asset Allocation
10



Adviser offers a service to clients called Tactical Asset Allocation pursuant to an agreement between
Adviser and the client. Tactical Asset Allocation is a program designed to reposition or reallocate
the client’s assets based on information obtained from multiple research services. The Adviser through
a comprehensive client interview including a discussion of the client’s stated investment objectives,
financial condition, tax situation, time horizon and risk tolerance will select a model that he believes to
be the most suitable after analyzing the gathered data.

Asset allocation and security selection decisions are then made with the aid of computer models that
are labeled with investment objectives: Growth, Moderate, Conservative or Bond focused. The portfolio
of models may already exist or if the Adviser deems necessary, a new model portfolio may be
constructed for the client individually. The model portfolios are often comprised of multiple asset
categories and sectors and have the ability to perform multiple styles of asset allocation including ranges
from 100% equity exposure to 100% cash exposure. Investment overlap and diversification are key
components to the investment portfolio design.

While the typical asset allocation elected by a large majority of the investment advisory community
would include Large Cap, Mid Cap, Small Cap, Bonds and International segments. Our growth model
processes often evaluate all of those, but also may include special sectors like: financials, global/foreign,
gold, commodities, natural resources, technology, health care, real estate, region specific/country
specific, utilities, world bonds and more... thus allowing the models to select risk appropriate positions
from a large population of investment opportunities.

Once the initial asset allocation model is determined, assets may be reallocated at any point in time as
appropriate. Trading in these accounts may occur as frequently as weekly or monthly, but typically
specific position changes occur every 30 to 150 days. Positions may be left intact for long periods of
time if deemed appropriate by Advisor. Reallocation of assets will trigger taxable events except where
IRA accounts, 401(k), 403(b) accounts or other qualified retirement plans or accounts are involved.

There are substantial risks involved by investing in securities. Investing in securities involves risk of loss
that clients should be prepared to bear. It is the client’s responsibility to read and review the
monthly/quarterly statements and provide feedback as to their comfort or lack thereof with the then
current asset allocation of their individual portfolio(s). Our method of investing is “active”, so the
allocation that exists one day or one week may not be representative of the allocation the following day,
week, month or quarter. Therefore, we recommend establishing an electronic access to the custodian
who holds or custodies your securities and provides monthly or quarterly statements. The electronic
access will allow clients to view the account as frequently as they like and will offer a more recurrent
analysis of the portfolio’s progress.

Additionally, there are complexities and risks associated with trading securities including, but not

limited to: execution or trading errors, price volatility, bid/ask spreads, order types (such as

“market” and “limit” orders), deviation from net asset value and “execution price slippage” caused by

lack of order or book depth. This is commonly seen in some of the more thinly traded stocks or ETFs

that don’t usually experience a lot of daily trading volume. An example of such a dilemma was the
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“flash crash” that the market experienced on May 6, 2010. On that day the Dow Jones Industrial
Average plunged about 900 points only to recover those losses later in the trade day. It was the
second largest point swing, 1010.14 points, and the biggest one-day decline, 998.50 points, on an
intraday basis in Dow Jones Industrial Average History." At current, Financial Counseling, Inc. heavily
focuses on mutual funds that trade once per day, this helps minimize problems associated with
industry intra-day price deficiencies. Exchange- traded funds (ETFs) are another tool that can be used
by FCI to “actively” manage client accounts, but the price execution risk is much higher with ETFs than
mutual funds, because their price fluctuates like a stock and can be traded multiple times per day.

Use of leverage funds in a client’s portfolio often adds risk to the portfolio. Leveraged funds, which use
futures and options to amplify returns, try to return two to three times the daily returns of a particular
index. Financial Counseling, Inc. does not usually recommend leveraged funds to the general public as
they are volatile positions that can move quickly and materially affect a client’s account value causing
extensive damage to a portfolio. However, due to the liquidity that is often found as a characteristic of
leveraged funds, FClI may from time to time purchase leveraged bond funds that contain 1.2 times or
more the movement of the respective bond index. The use of such leverage is often conducted to
accommodate specific liquidity needs of the client or to activate new investment assets that have been
transferred into the client’s portfolio. Other leveraged sector funds could be used to accommodate
liquidity issues as well, but the time frame for holding those volatile positions would likely be short.

Clients have the right to place a restriction on their account that would not allow the use of leveraged
investments in their portfolio. That restriction request must be performed in writing. However, this
restriction would not require the Adviser to know how the individual fund invests internally. Many
mutual funds use options, futures and derivative instruments to invest public clients’ assets. This
restriction would merely cause the Adviser to stay away from funds that market an investment strategy
that is designed to amplify the returns of an index in a leveraged fashion.

1 http://en.wikipedia.org/wiki/2010 Flash Crash
Services Third Party Investment Advisers:

Prior to selecting other advisers FCI validates that the entity is properly licensed or registered as an
investment adviser. When the Adviser refers clients to Third Party Investment Adviser (TPIA) firms
registered with the SEC and various states, the Adviser receives a fully disclosed solicitation fee as
compensation for introducing accounts to the approved third party investment Advisers. Such
arrangements are completely and thoroughly described in the applicable TPIA’s Form ADV, Part 2A and
client agreement. These materials are provided to the client prior to engaging the services of the
approved third party described.

Clients are asked to provide detailed financial and other pertinent data to the Adviser. The Adviser
helps the client determine his/her risk tolerance, investment goals, tax situation, financial status and
other relevant investment guidelines. In consultation with the Adviser, the client will choose an Adviser
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based on these guidelines. The Adviser will provide the client with both this Disclosure Brochure and
the chosen TPIA’s Disclosure Brochure.

Upon selection of a TPIA firm, the client will sign the applicable Adviser’s Advisory Contract and deposit
funds in an appropriate account. Thereafter, the client’s funds will be invested as recommended by the
TPIA’s internal Advisers. The Adviser will engage in a review of the services provided by the approved
third party investment Adviser prior to offering the Adviser’s services to clients. The Adviser will aid
clients in the selection of the appropriate third party investment Adviser.

The risks associated with this program involve potential loss of principal and the potential for negative
returns on any given day, month, year or other time frame. Third Party Investment Advisers are often
used for their unique style or a specific investment characteristic; each one would be saddled with
potential benefits and potential drawbacks. Since, no trading strategy can guarantee against a loss of
account value, the client should weigh the potential benefits verses the potential negatives that come
with such trading activity. The specific Disclosure Brochure of each TPIA will contain descriptions of
potential risks. The client should read the Disclosure Brochure of the TIPA prior to investing.

Material Risks

Risk can be best defined as uncertainty or not knowing what is going to happen to your investment.
Clients considering investments should consider various risks including the following:

o Interest Rate Risk — This is the variability in a security’s return resulting from changes in the

level of interest rates. Such changes affect all securities inversely. Interest rate risk affects
bonds more directly than common stocks, and is a major risk faced by all bondholders. As
interest rates change, bond prices change in an inverse direction.

o Market Risk — Market risk is the variability in returns due to fluctuations in the overall market —
that is, the aggregate stock market. All securities are exposed to market risk, although it affects
primarily common stocks. Market risk includes a wide range of factors outside of securities
themselves, including recessions, wars, structural changes in the economy, and changes in
consumer preferences.

e Inflation Risk — A factor affecting all securities is the chance that the purchasing power of
invested dollars will decline. With uncertain inflation, the real (inflation-adjusted) return
involves risk even if the nominal return is historically save, as in — for example — a US Treasury
bond.

e Business Risk —The risk of doing business in a particular industry or environment is called
business risk.

e Financial Risk — Financial risk is associated with debt financing by companies. The larger
proportion of assets financed by debt (as opposed to equity), the larger the variability in the
returns. Financial risk involves the concept of financial leverage.

o Liquidity Risk — This is the risk associated with the particular secondary market in which a
security trades. An investment that can be bought or sold quickly and without significant
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price concession is considered liquid. The more uncertainty about the time element and
the price concessions, the greater the liquidity risk. A Treasury bill has little or no liquidity risk
whereas a very small stock may have substantial liquidity risk.

Item 9 — Disciplinary Information

Registered Investment Advisers are required to disclose all material facts regarding any legal or
disciplinary events that would be material to one’s evaluation of Financial Counseling, Inc. or the
integrity of FCI’'s management (and each supervised person providing investment advice). Financial
Counseling, Inc. has no information applicable to this item regarding the firm or its principal owner and
adviser, Stevan M. Vaughan, or the rest of the Investment Advisory Representative (IAR) staff.

Item 10 — Other Financial Industry Activities and Affiliations

Financial Counseling, Inc. does not have other industry activities or affiliations.

FCl uses TD Ameritrade as its primary custodian of client assets. When accounts are opened at TD
Ameritrade they are handled strictly on a fee basis. All mutual fund securities trades at TD Ameritrade
are conducted at net-asset-value (NAV), which means no commissions can be generated or received by
the Adviser. Additionally, commissions called trail commissions or 12b-1 fees are not paid to the Adviser
under the TD Ameritrade custodial platform. So, the TD Ameritrade platform can be truly considered
a fee only program by FCI. However, if ETFs or other securities transactions are placed at TD Ameritrade
ticket charges or transaction costs are issued. Those charges are levied by TD Ameritrade and IARs do
not share in any portion of the ticket charges to execute transactions through TD Ameritrade.

None of the Investment Adviser Representatives or other management personnel associated with FCI
have any applications pending to register, as a futures commission merchant, commodity pool operator,
a commodity trading advisor, or an associated person of the foregoing.

Prior to selecting other advisers FCl validates that the entity is properly licensed or registered as an
investment adviser. A conflict of interest may exist when an Adviser recommends the services of a third
party who has agreed to share a portion of its management fee with the adviser. Compensation paid to
FCI by third party managers may vary and thus there may be a conflict of interest in recommending a
manager who shares a larger portion of its advisory fees over another manager. However, fees charged
to the client are not higher they otherwise would have been had the client obtained the services directly
from the third party money manager.

FCl may receive monetary and other assistance from financial institutions with whom it conducts business.
Financial institutions may assist in the payment of client appreciation dinners, client seminars, client
educational events, and may provide research and due diligence. Financial institutions may also provide
guest speakers for client events. Financial institutions may also invite FCI’'s Advisers to its educational
conferences and pay for certain expenses. Assistance granted by financial institutions to FCl may incentivize
FCl to conduct business with certain financial institutions, thereby creating the potential for a conflict of
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interest. Stevan Vaughan, FCI’s Chief Compliance Officer, remains available to address any questions that a
client or prospective client may have regarding the above potential conflict of interest.

Item 11 — Code of Ethics

Financial Counseling, Inc. has created a code of ethics that is designed to help educate and monitor the
business conduct of our office staff. The code emphasizes the firm’s fiduciary duty to clients and
produces a heavy burden on the staff to maintain client confidentiality. A copy of the code of ethics is
available to clients or prospective clients upon request.

Stevan M. Vaughan or other employees of Financial Counseling, Inc. may occasionally buy or sell
securities (including mutual funds) for their own accounts. The firm may or may not recommend these
securities to clients since recommendations vary according to an individual client’s specific needs and
circumstances. Additionally, staff members may use computer models that will actively allocate and
may buy or sell securities without consideration of client holdings. These securities are publicly traded
and it is highly unlikely that transactions in the personal accounts of the firm’s employees could
adversely affect the price or performance of the securities.

There can be a conflict of interest when home office personnel trade in the same securities that clients
hold. Knowledge of large block orders into a specific security may induce a home office person to
purchase the security prior to the large block order, which is against the fiduciary standard as well as
securities rules and laws. This activity is called front running. Therefore, Financial Counseling, Inc. has
policies and procedure to protect against this kind of activity by using block orders where home office
trades are processed alongside of client trades and the execution prices are then level for both the client
and the supervised home office personnel.

Should an employee become aware of any non-public information regarding a security, it is the firm’s
policy that the employee not act on such information for his/her own benefit or for the benefit of clients
and report the information to Financial Counseling, Inc. management (and the proper regulatory
authorities, if warranted).

Item 12 — Brokerage Practices

Financial Counseling, Inc. may recommend brokerage platforms based on trading and technology, the
depth and breadth of services, the customer service responsiveness and brokerage transaction costs and
best execution records. Currently, Financial Counseling, Inc. often recommends the TD Ameritrade
Institutional platform as its main brokerage/custodian. Such recommendation is based on the history
and experience that Financial Counseling, Inc. has established with TD Ameritrade, but also due to the
continued industry leadership and best execution practices they display in ongoing performance.

We routinely recommend the clients direct us to execute transactions through TD Ameritrade because
we believe their trading and execution processes are as good as any in the industry. We do not receive
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any additional economic benefit from TD Ameritrade with regard to our trading activity. Therefore,
there is no additional conflict to disclose, however, TD Ameritrade is not infallible and may from time to
time experience delays or lack of execution capabilities due to technology failings or personnel errors, as
such clients may not be able to achieve the most favorable execution of transactions and the use of a
single custodian may cost clients more money. Clients may pay higher brokerage commissions because
orders may not be able to be aggregated to reduce transaction costs, or the client may receive less
favorable prices.

During the execution of client orders, if multiple clients are in the same investment portfolio, Financial
Counseling, Inc. often aggregates orders, this can help with the speed and accuracy of execution for
client accounts as well as potentially reduce costs for execution. However, sometimes clients are not
made part of a larger group with the same investment objectives and in those cases the clients may be
traded separately. Additionally, if the client requests a specific trade in a specific security it would likely
be executed without the potential benefits of order aggregation. Order aggregation alone does not
guarantee a less execution cost, but in general it usually has benefits over individual order execution.

Item 13 — Review of Accounts

The reviews of client accounts in the Financial Counseling, Inc. program are performed periodically
and/or at least quarterly. These reviews will encompass performance evaluation, asset allocation
analysis and customer suitability review. The triggering factors for evaluation may include, but are not
limited to: change in product composition, change in market condition, change in management
philosophy, change in client's financial condition, and any other change of which client apprises the
Adviser. Levels of review include: summary review of account statements; in-depth review of
statements, objectives and current performance. The client may be invited to attend a detailed review
involving a meeting to discuss any and all related investment strategy and/or future planning. Stevan M.
Vaughan and Scott Simons conduct the review process, with occasional assistance from other office
staff. The role of the office staff is largely administrative in gathering the material for review.

Item 14 — Client Referrals and Other Compensation

Financial Counseling, Inc. does not enter into referral/solicitor agreements.
When dealing with California residents, the compensated person(s) are properly registered as
solicitors and follow the requirements under CCR 260.236(c )(2). At current, there are no

solicitors involved with our firm who actively solicit on our behalf to residents of California. If
this changes in the future we will amend this section.

Item 15 — Custody
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The billing practices of Financial Counseling, Inc. are now considered to create a form of custody since
advisory fees can be deducted directly from client accounts. This form of custody is very limited. Financial
Counseling, Inc. is not permitted to take control of any client assets or transfer client assets to or from
a client’s account unless directed or authorized by the client to do so. FCI does not take possession
of client securities or assets. They are held at places like TD Ameritrade Institutional that meet the
standards and requirements that include providing statements to all clients that reflect their securities
activity during a given quarter.

“Custody” means “holding, directly or indirectly, client funds or securities, or having any authority to obtain
possession of them.” Custody includes “any arrangement, including a general power of attorney, under
which the investment adviser or investment adviser representative are authorized or permitted to
withdraw client funds or securities maintained with a custodian upon the investment adviser’s or
investment adviser representative’s instruction to the custodian.”

The following billing description items listed as 1, 2 and 3 are only pertinent for clients who
reside in California: When FCl is granted the authority to deduct fees directly from a client’s
account, the following processes will occur:

1. FCl will possess written authorization from the client to deduct advisory fees from
an account held by a qualified custodian.

2. FCl sends the qualified custodian written notice of the amount of the fee to be
deducted from the client’s account. This notification is often performed electronically
at the same time as the fee billing is sent to the custodian.

3. FCl sends the client a written invoice itemizing the fee, including any formulae used to

calculate the fee, the time period covered by the fee and the amount of assets under
management on which the fee was based. This invoice is sent quarterly at a time prior
to the billing.

Financial Counseling, Inc. is not affiliated with any custodial services and is “operationally independent”
from any custodian that generates statements for clients. As such, Financial Counseling, Inc. merely
performs the calculation of the fees and supplies that information to the custodian, who in-turn debits
the fee and reports the activity on the statement. The basic provisions for the exemption that Financial
Counseling, Inc. and its members adhere to are:

e Maintain accounts at a “qualified custodian”, institutions to which clients and
advisers customarily turn for custodial services.

e Those custodians are subject to regulations and oversight.

e Financial Counseling, Inc. maintains a reasonable belief that the qualified custodians
send statements directly to advisory clients.

These requirements are designed so that advisory clients will receive a statement from the qualified
custodian and have the opportunity to compare and contrast with any statements or other information
they receive from their advisor to determine whether account transactions, including deductions to pay
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advisory fees, are proper. While Financial Counseling, Inc. often provides individual account
assessments for clients on a quarterly basis, FCl is operationally independent from TD Ameritrade
Institutional and other custodians. As such, we urge clients to compare the documentation provided
directly from Financial Counseling, Inc. to the statements provided from the independent custodians.

Item 16 — Investment Discretion

Financial Counseling, Inc. develops active investment management portfolios. The most efficient way to
execute this kind of modeling technology is through the use of discretionary authority to place trades
prior to receiving instruction or confirmation from each client. The discretionary authority granted to
Financial Counseling, Inc. when a client enters the client agreement is limited. The authority limits the
discretion to purchases and sales within the account. Financial Counseling, Inc. members have no
authority to transfer assets to or from accounts, other than when deducting fees on a quarterly basis.
Therefore, the discretion is limited and may be canceled by the client at any time. However, the
cancelation of the discretionary authority would likely necessitate the client being removed from the
active management program.

Item 17 — Voting Client Securities

Financial Counseling, Inc. does not vote proxies on behalf of clients. The proxies are sent from the
custodian or Investment Company directly to the client’s address of record. The client is welcome to
vote proxies as they see fit. Financial Counseling, Inc. does not make recommendations as to how or for
whom to vote.

Item 18 — Financial Information

Registered Investment Advisers are required in this item to provide you with certain financial
information or disclosures about FClI’s financial condition. Financial Counseling, Inc. has no financial
commitment that impairs its ability to meet its financial obligations and fiduciary commitments to
clients, and has not been the subject of a bankruptcy proceeding.

The firm does not require or solicit prepayment of more than $500 in fees per client, six months or more
in advance.

Item 19 — Requirements for State-Registered Advisers

If this disclosure brochure was not delivered to the client at least 48 hours prior to the client entering
into any written or oral advisory agreement with this investment adviser, then the client has the right to
terminate the agreement without penalty within five business days after entering into the agreement.
For the purposes of this provision, an agreement is considered entered into when all parties to the
agreement have signed the agreement, or in the case of an oral agreement otherwise signified their
acceptance.
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The information about our key registered personnel of Financial Counseling, Inc. can be found under
Part 2B for each Investment Adviser Representative listed below:

Stevan M. Vaughan — DOB 1962. Graduate Oral Roberts University, Tulsa OK-1987 BA
Degree in Theological and Historical Studies

Scott W. Simons — DOB 1978. Graduate Cedarville University, Cedarville, OH-2001 BA
Degree in Organizational Communications
Certified Financial Planner Board of Standards Inc.-CERTIFIED FINANCIAL PLANNER ™ - 2/14/2008

CFP® and CERTIFIED FINANCIAL PLANNER™ certification marks are financial planning credentials
awarded and owned by Certified Financial Planner Board of Standards, Incorporated.
About the CFP ® professional designation:

The CERTIFIED FINANCIAL PLANNER™, CFP® and federally registered CFP (with flame design)
marks (collectively, the “CFP® marks”) are professional certification marks granted in the United
States by Certified Financial Planner Board of Standards, Inc. (“CFP Board”).

The CFP® certification is a voluntary certification; no federal or state law or regulation requires
financial planners to hold CFP® certification. It is recognized in the United States and a number of
other countries for its (1) high standard of professional education; (2) stringent code of conduct
and standards of practice; and (3) ethical requirements that govern professional engagements

with clients. Currently, more than 62,000 individuals have obtained CFP® certification in the
United States.

To attain the right to use the CFP® marks, an individual must satisfactorily fulfill the following
requirements:

* Education — Complete an advanced college-level course of study addressing the financial
planning subject areas that CFP Board’s studies have determined as necessary for the
competent and professional delivery of financial planning services, and attain a Bachelor’s
Degree from a regionally accredited United States college or university (or its equivalent
from a foreign university). CFP Board’s financial planning subject areas include insurance
planning and risk management, employee benefits planning, investment planning, income
tax planning, retirement planning, and estate planning;

* Examination — Pass the comprehensive CFP® Certification Examination. The examination,
administered in 10 hours over a two-day period, includes case studies and client scenarios
designed to test one’s ability to correctly diagnose financial planning issues and apply one’s
knowledge of financial planning to real world circumstances;

* Experience — Complete at least three years of full-time financial planning-related
experience (or the equivalent, measured as 2,000 hours per year); and

* Ethics — Agree to be bound by CFP Board’s Standards of Professional Conduct, a set of
documents outlining the ethical and practice standards for CFP® professionals.

Individuals who become certified must complete the following ongoing education and ethics
requirements in order to maintain the right to continue to use the CFP® marks:
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* Continuing Education — Complete 30 hours of continuing education hours every two years,
including two hours on the Code of Ethics and other parts of the Standards of Professional
Conduct, to maintain competence and keep up with developments in the financial planning
field; and

* Ethics — Renew an agreement to be bound by the Standards of Professional Conduct. The
Standards prominently require that CFP® professionals provide financial planning services
at a fiduciary standard of care. This means CFP® professionals must provide financial
planning services in the best interests of their clients.

CFP® professionals who fail to comply with the above standards and requirements may be subject
to CFP Board’s enforcement process, which could result in suspension or permanent revocation of
their CFP® certification.

Douglas Jared Moore — DOB 1978

Graduate Asbury College, Wilmore, KY 2000
BA Degree in Business Management

Supervision conducted internally at Financial Counseling, Inc.

Stevan Vaughan is the Chief Compliance Officer and is responsible for monitoring the daily activities and
work produced by the IARs and employees of Financial Counseling, Inc. He works closely with the office
staff conducting routine checks and balances. These compliance reviews are often conducted
throughout the normal course of daily business, but some are more formal, such as the end of year
annual audit and various other compliance meetings. Stevan is responsible for maintaining the code of
ethics and other regulatory requirements.

Any potential issue regarding advice, service or processes of Financial Counseling, Inc. should be brought
to the attention of the Chief Compliance Officer. This enables Financial Counseling, Inc. to be aware of
the situation early in the review process and allows Stevan to take an active role in rectifying any
problem or misunderstanding and resolving any potential conflict. Stevan maintains an “open door”
policy and welcomes face-to-face meetings and direct phone contact. These are the best means of
communication for dialog about any issues that may need to be addressed. Relationships tend to
breakdown when there is a lack of communication and Stevan strives to keep the lines of
communication open for both positive and negative feedback from clients.

Other Business Activities

Financial Counseling, Inc. is a registered investment adviser and its sole responsibility is offering fee
based investment advice. The Investment Adviser Representatives (IARs) who are individuals
registered with Financial Counseling, Inc. do not have other business activities that are material to
the securities industry.

Additional Compensation

Members of Financial Counseling, Inc. could be invited to due diligence meetings at the request of
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investment companies or other industry organizations. On occasion, travel reimbursements are made
by those companies that extended the invitation. While these payments would only reimburse travel
expenses, the appearance of “pay for production” may exist and as such the potential conflict of interest
has been disclosed.

In order to be clear, accounts that are held at TD Ameritrade Institutional do not allow for any
commission payments of any kind to be paid to Financial Counseling, Inc. or any of its direct members.
These accounts are fee based advisory accounts. The only compensation derived from TD Ameritrade
accounts are the quarterly fees that are evidenced on each quarterly statement provided to the client
directly from TD Ameritrade.

Financial Counseling, Inc. does not perform any services where it is compensated for advisory services
with performance-based fees.

In summary, Financial Counseling, Inc. will continue to perform reviews of its policies and procedures to
determine if there are any conflicts of interest that would need to be disclosed. As evidenced by the
volume of material enclosed in this document, we believe we have disclosed any material conflicts of
interest and look forward to continuing to service our client base with their best interests as the focus
of our relationships. We have taken steps to have a written policy regarding our firms Business
Continuity Plan if something was to happen to the key personnel of our office. If something happened
to our office personnel, we are confident that your accounts would continue to be serviced. We value
the trust clients put in choosing us as their Adviser and intend to continue to earn that trust with our
daily dedication to our Fiduciary Standards.

The following section contains material facts regarding financial events that could prevent FCl from
servicing clients or trigger a disclosure. We are pleased to report that we have not had any events that
would trigger a disclosure of the items below:

FCl has not had paid any awards and has not been found liable in any arbitration claim alleging damages
in excess of $2,500.

FCI has not paid any award and has not been found liable in any civil, self-regulatory organization, or
administrative proceeding.

Privacy Policy

In order to facilitate the servicing of your account, the Adviser may receive nonpublic personal
information about you from the following sources:

e Information we receive from you on questionnaires, applications, account opening documents
or other forms;

¢ Information about your transactions with us or others;

¢ Information we receive from a consumer reporting agency; and

¢ Information we received from other sources with your consent.
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We do not disclose any nonpublic personal information about you to anyone, except as permitted by
law. Such disclosure may include the following:

e Disclosures to affiliates, including affiliated service providers (for example, insurance agencies
for processing of variable insurance applications on your behalf);

e Disclosures to your chosen broker-dealer firm (for example, to establish a brokerage account on
your behalf);

e Disclosures to government agencies, securities regulators and law enforcement officials (for
example, for tax reporting, under a court order or to protect our legal rights);

e Disclosures to other organizations, with your consent (for example, other investment advisor
firms in order to open a managed account with their firm or the brokerage firm they utilize); and

e Disclosures to other persons you authorize to obtain such information (for example, a CPA who
will be preparing your tax return).

The Adviser restricts access to your personal and account information to those of its employees who
need to know that information to provide products or services to you. The Adviser maintains physical,

electronic, and procedural safeguards to guard your nonpublic personal information.

We will continue to adhere to the privacy policies and practices as described in this notice if you decide
to close your account(s) or become an inactive customer.

If you have any questions concerning the Adviser’s privacy policies and procedures, please feel free to
contact us. Thank you.

Stevan M. Vaughan
President
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