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Item 2: Material Changes to Our Part 2A of Form ADV: Firm Brochure 

 

 
Quantum Econometrics, LLC is required to advise you of any material changes to our Firm Brochure 
(“Brochure”) from our last annual update, identify those changes on the cover page of our Brochure 
or on the page immediately following the cover page, or in a separate communication 
accompanying our Brochure. We must state clearly that we are discussing only material changes 
since the last annual update of our Brochure, and we must provide the date of the last annual 
update of our Brochure. 
  
Since the last annual amendment filed on 02/09/2022, our firm has the following material changes 
to disclose: 
 

• Herb Messick has an ongoing disciplinary disclosure. More information can be found in Item 
9 below.  

•  Quantum Econometrics has removed a disclosure previously maintained in Item 14, 
detailing forgivable loan(s) issued by CAN as “Transition Assistance”. The loan(s) were 
issued in 2010 and were forgiven in 2013. The loans have been found to be immaterial to 
Quantum’s selection of CAN in executing its brokerage transactions. 

• Our Firm is disclosing that representatives may earn a financial benefit for referral(s) to 
Cetera Advisor Networks, LLC's (“CAN”) MAA Platform or other brokerage services. This 
presents a conflict of interest because our representatives will be financially incentivized to 
recommend the services of CAN.  To minimize this conflict, our firm and its representatives 
will act in the client’s best interest. More information can be found in Item 14 below. 
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Item 4: Advisory Business 

 
 
A.  Description of our advisory firm, including how long we have been in business and our principal 

owner(s)1.  
  

We are dedicated to providing individuals and other types of clients with a wide array of 
investment advisory services. Our firm is a limited liability company formed in the State of 
California. Our firm has been in business as an investment adviser since 2005 but has 
undergone corporate restructuring as of 2012. Our firm is owned as follows:  

• Herbert N. Messick III - 80% Owner 

• Douglas M. Rowan - 10% Owner 

• Karen Burneff - 10% Owner 
 
B.  Description of the Types of Advisory Services We Offer  
 

(i) Wrap Portfolio Management 
  

 We offer Portfolio Management to clients on a Wrap basis. For more information about our 
Wrap services, please refer to our Form ADV 2A Appendix 1 (“Wrap Fee Program 
Brochure”). 

  

C.  Explanation of whether (and, if so, how) we tailor our advisory services to the individual needs 
of clients, whether clients may impose restrictions on investing in certain securities or types of 
securities.  
 
We offer individualized investment advice to clients utilizing our Wrap Portfolio Management.. 
Each client has the opportunity to place reasonable restrictions on the types of investments to be 
held in the portfolio. Restrictions on investments in certain securities or types of securities may 
not be possible due to the level of difficulty this would entail in managing the account. 
Restrictions would be limited to our Wrap Portfolio Management services. We do not manage 
assets through our other services.  

 
D.   Participation in Wrap Fee Programs. 
 
 Our firm offers a wrap fee program as further described in Part 2A, Appendix 1 (the “Wrap Fee 

Program Brochure”). Our firm does not manage wrap fee accounts in a different fashion than 
non-wrap fee accounts. All accounts are managed on an individualized basis according to the 
client’s investment objectives, financial goals, risk tolerance, etc.  
 

 

 

 
1 Please note that: (1) For purposes of this item, our principal owners include the persons we list as owning 25% or more of our firm on Schedule 
A of Part 1A of Form ADV (Ownership Codes C, D or E). (2) If we are a publicly held company without a 25% shareholder, we simply need to 

disclose that we are publicly held. (3) If an individual or company owns 25% or more of our firm through subsidiaries, we must identify the 

individual or parent company and intermediate subsidiaries. If we are a state-registered adviser, on Form ADV Part 2A Page 2, we must identify 
all intermediate subsidiaries. If we are an SEC-registered adviser, we must identify intermediate subsidiaries that are publicly held, but not other 

intermediate subsidiaries.  
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E.  Disclosure of the amount of client assets we manage on a discretionary basis and the amount of 
client assets we manage on a non-discretionary basis as of December 31, 2019. 

      
As of December 31st, 2022, our firm has $147,146,221 in assets under management. Of which, 
$144,203,297 is managed on a discretionary basis and $2,942,924 on a non-discretionary basis.  
 

 
 Item 5: Fees & Compensation 

 
 
A. Description of how we are compensated for our advisory services provided to you   
  

(i) Wrap Portfolio Management: 
   

For information about the fees associated with our Wrap Portfolio Management service, 
please refer to Item 4 of our Wrap Fee Program Brochure.  

 
B. Description of whether we deduct fees from clients’ assets or bill clients for fees incurred.  

 
(ii) Wrap Portfolio Management: 

 
We deduct advisory fees directly from managed accounts for our Wrap Portfolio 
Management service. For more information about fee deduction, please refer to Item 4 of 
our Wrap Fee Program Brochure.  

 
C. Description of any other types of fees or expenses clients may pay in connection with our 

advisory services, such as custodian fees or mutual fund expenses.  
 
Clients may pay the following separately incurred expenses, which we do not receive any part 
of: charges imposed directly by a mutual fund, index fund, or exchange traded fund which shall 
be disclosed in the fund’s prospectus (i.e., fund management fees and other fund expenses). Our 
firm bills on cash unless otherwise indicated in writing.  

 

D. We must disclose if client’s advisory fees are due quarterly in advance. Explain how a client may 
obtain a refund of a pre-paid fee if the advisory contract is terminated before the end of the 
billing period. Explain how you will determine the amount of the refund. 
 
We charge our advisory fees monthly in arrears.  If you wish to terminate our services, you need 
to contact us in writing and state that you wish to cancel the advisory agreement. Upon receipt 
of your letter of termination, we will proceed to close out your account and charge you a pro-
rata advisory fee(s) for services rendered up to the point of termination.  

 

E. Commissionable Securities Sales. 
 
We sell securities for a commission. In order to sell securities for a commission, our supervised 
persons are registered representatives of Cetera Advisor Networks, LLC (“CAN”), a Cetera 
Company. CAN is a FINRA registered broker/dealer and SEC registered Investment Adviser. Our 
supervised persons may accept compensation for the sale of securities or other investment 
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products, including distribution or service (“trail”) fees from the sale of mutual funds. You 
should be aware that the practice of accepting commissions for the sale of securities:  

 

1) Presents a conflict of interest and gives our firm and/or our supervised persons an 
incentive to recommend investment products based on the compensation received, rather 
than on your needs. We generally address commissionable sales conflicts that arise when 
explaining to clients that commissionable securities sales creates an incentive to 
recommend products based on the compensation we and/or our supervised persons may 
earn and may not necessarily be in the best interests of the client or when recommending 
commissionable mutual funds, explaining that “no-load” funds are available through our 
firm if the client wishes to become an investment advisory client. 

 
2)  In no way prohibits you from purchasing investment products recommended by us through 

other brokers or agents which are not affiliated with us.  
 

 
 Item 6: Performance-based Fees & Side-by-Side Management 

 

 
We do not charge performance fees to our clients. 

 

 
Item 7: Types of Clients & Account Requirements 

 
 
We have the following types of clients: 

• Individuals and High Net Worth Individuals; 
 

Our requirements for opening and maintaining accounts or otherwise engaging us: 
• We require a minimum account balance of $250,000 for our Wrap Portfolio Management 

service. Generally, this minimum account balance requirement is not negotiable and would 
be required throughout the course of the client’s relationship with our firm. Our firm may 
waive the minimum account balance in its sole discretion.  

 

 
Item 8: Methods of Analysis, Investment Strategies & Risk of Loss 

 
 
Methods of Analysis: 
 
Quantum primarily uses the following methods of analysis for our recommendations: Fundamental, 
Macro, Technical and Sentiment. Quantum uses advanced computer models and experienced 
interpretation to select the best products according to factors such as ratings, yield, total return, 
industry ratios, earnings, and financial statements. This data is reviewed periodically for optimal 
results. Quantum also meets regularly with representatives from many of the mutual fund 
companies that we may use in various portfolios.  
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Investment Strategies:  
 
Asset Allocation: The implementation of an investment strategy that attempts to balance risk 
versus reward by adjusting the percentage of each asset in an investment portfolio according to the 
investor's risk tolerance, goals and investment time frame. Asset allocation is based on the principle 
that different assets perform differently in different market and economic conditions. A 
fundamental justification for asset allocation is the notion that different asset classes offer returns 
that are not perfectly correlated, hence diversification reduces the overall risk in terms of the 
variability of returns for a given level of expected return. Although risk is reduced as long as 
correlations are not perfect, it is typically forecast (wholly or in part) based on statistical 
relationships (like correlation and variance) that existed over some past period. Expectations for 
return are often derived in the same way. 
 
An asset class is a group of economic resources sharing similar characteristics, such as riskiness 
and return. There are many types of assets that may or may not be included in an asset allocation 
strategy. The "traditional" asset classes are stocks (value, dividend, growth, or sector-specific [or a 
"blend" of any two or more of the preceding]; large-cap versus mid-cap, small-cap or micro-cap; 
domestic, foreign [developed], emerging or frontier markets), bonds (fixed income securities more 
generally: investment-grade or junk [high-yield]; government or corporate; short-term, 
intermediate, long-term; domestic, foreign, emerging markets), and cash or cash equivalents. 
Allocation among these three provides a starting point. Usually included are hybrid instruments 
such as convertible bonds and preferred stocks, counting as a mixture of bonds and stocks. Other 
alternative assets that may be considered include: commodities: precious metals, nonferrous 
metals, agriculture, energy, others.; Commercial or residential real estate (also REITs); Collectibles 
such as art, coins, or stamps; insurance products (annuity, life settlements, catastrophe bonds, 
personal life insurance products, etc.); derivatives such as long-short or market neutral strategies, 
options, collateralized debt, and futures; foreign currency; venture capital; private equity; and/or 
distressed securities. 
 
There are several types of asset allocation strategies based on investment goals, risk tolerance, time 
frames and diversification. The most common forms of asset allocation are: strategic, dynamic, 
tactical, and core-satellite. 

• Strategic Asset Allocation: The primary goal of a strategic asset allocation is to create an 
asset mix that seeks to provide the optimal balance between expected risk and return for a 
long-term investment horizon. Generally speaking, strategic asset allocation strategies are 
agnostic to economic environments, i.e., they do not change their allocation postures 
relative to changing market or economic conditions. 

• Dynamic Asset Allocation: Dynamic asset allocation is similar to strategic asset allocation in 
that portfolios are built by allocating to an asset mix that seeks to provide the optimal 
balance between expected risk and return for a long-term investment horizon. Like 
strategic allocation strategies, dynamic strategies largely retain exposure to their original 
asset classes; however, unlike strategic strategies, dynamic asset allocation portfolios will 
adjust their postures over time relative to changes in the economic environment. 

• Tactical Asset Allocation: Tactical asset allocation is a strategy in which an investor takes a 
more active approach that tries to position a portfolio into those assets, sectors, or 
individual stocks that show the most potential for perceived gains. While an original asset 
mix is formulated much like strategic and dynamic portfolio, tactical strategies are often 
traded more actively and are free to move entirely in and out of their core asset classes  

• Core-Satellite Asset Allocation: Core-Satellite allocation strategies generally contain a 'core' 
strategic element making up the most significant portion of the portfolio, while applying a 
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dynamic or tactical 'satellite' strategy that makes up a smaller part of the portfolio. In this 
way, core-satellite allocation strategies are a hybrid of the strategic and dynamic/tactical 
allocation strategies mentioned above. 

 
Cash & Cash Equivalents: Cash and cash equivalents generally refer to either United States dollars 
or highly liquid short-term debt instruments such as, but not limited to, treasury bills, bank CD’s 
and commercial papers. Generally, these assets are considered nonproductive and will be exposed 
to inflation risk and considerable opportunity cost risk. Investments in cash and cash equivalents 
will generally return less than the advisory fee charged by our firm. Our firm may recommend cash 
and cash equivalents as part of our clients’ asset allocation when deemed appropriate and in their 
best interest. Our firm considers cash and cash equivalents to be an asset class. Therefore, our firm 
assess an advisory fee on cash and cash equivalents unless indicated otherwise in writing.  
 
Corporate Debt & Municipal Securities: Debt is issued by federal, state and foreign governments, 
municipalities and corporations to finance their operations. Debt obligations offer limited 
participation in the upside of a business. In exchange holders receive interest and a position that is 
generally senior to equity in a bankruptcy. Municipal securities are backed by either the full faith 
and credit of the issuer (General Obligation) or by revenue generated by a specific project 
(Revenue) for which the securities were issued. The latter type of securities could quickly lose value 
or even become virtually worthless if the expected project revenue does not meet expectations. 
 
Debt Securities (Bonds): Issuers use debt securities to borrow money. Generally, issuers pay 
investors periodic interest and repay the amount borrowed either periodically during the life of the 
security and/or at maturity. Alternatively, investors can purchase other debt securities, such as 
zero-coupon bonds, which do not pay current interest, but rather are priced at a discount from their 
face values and their values accrete over time to face value at maturity. The market prices of debt 
securities fluctuate depending on such factors as interest rates, credit quality, and maturity. In 
general, market prices of debt securities decline when interest rates rise and increase when interest 
rates fall. Bonds with longer rates of maturity tend to have greater interest rate risks.  
 
Certain additional risk factors relating to debt securities include: (a) When interest rates are 
declining, investors have to reinvest their interest income and any return of principal, whether 
scheduled or unscheduled, at lower prevailing rates.; (b) Inflation causes tomorrow’s dollar to be 
worth less than today’s; in other words, it reduces the purchasing power of a bond investor’s future 
interest payments and principal, collectively known as “cash flows.” Inflation also leads to higher 
interest rates, which in turn leads to lower bond prices.; (c) Debt securities may be sensitive to 
economic changes, political and corporate developments, and interest rate changes. Investors can 
also expect periods of economic change and uncertainty, which can result in increased volatility of 
market prices and yields of certain debt securities. For example, prices of these securities can be 
affected by financial contracts held by the issuer or third parties (such as derivatives) relating to 
the security or other assets or indices. (d) Debt securities may contain redemption or call 
provisions entitling their issuers to redeem them at a specified price on a date prior to maturity. If 
an issuer exercises these provisions in a lower interest rate market, the account would have to 
replace the security with a lower yielding security, resulting in decreased income to investors. 
Usually, a bond is called at or close to par value. This subjects investors that paid a premium for 
their bond risk of lost principal. In reality, prices of callable bonds are unlikely to move much above 
the call price if lower interest rates make the bond likely to be called.; (e) If the issuer of a debt 
security defaults on its obligations to pay interest or principal or is the subject of bankruptcy 
proceedings, the account may incur losses or expenses in seeking recovery of amounts owed to it.; 
(f) There may be little trading in the secondary market for particular debt securities, which may 
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affect adversely the account's ability to value accurately or dispose of such debt securities. Adverse 
publicity and investor perceptions, whether or not based on fundamental analysis, may decrease 
the value and/or liquidity of debt securities. 
 
Our firm attempts to reduce the risks described above through diversification of the client’s 
portfolio and by credit analysis of each issuer, as well as by monitoring broad economic trends and 
corporate and legislative developments, but there can be no assurance that our firm will be 
successful in doing so. Credit ratings for debt securities provided by rating agencies reflect an 
evaluation of the safety of principal and interest payments, not market value risk. The rating of an 
issuer is a rating agency's view of past and future potential developments related to the issuer and 
may not necessarily reflect actual outcomes. There can be a lag between the time of developments 
relating to an issuer and the time a rating is assigned and updated. 
 
Exchange Traded Funds (“ETFs”): An ETF is a type of Investment Company (usually, an open-end 
fund or unit investment trust) whose primary objective is to achieve the same return as a particular 
market index. The vast majority of ETFs are designed to track an index, so their performance is 
close to that of an index mutual fund, but they are not exact duplicates. A tracking error, or the 
difference between the returns of a fund and the returns of the index, can arise due to differences in 
composition, management fees, expenses, and handling of dividends. ETFs benefit from continuous 
pricing; they can be bought and sold on a stock exchange throughout the trading day. Because ETFs 
trade like stocks, you can place orders just like with individual stocks - such as limit orders, good-
until-canceled orders, stop loss orders etc. They can also be sold short. Traditional mutual funds are 
bought and redeemed based on their net asset values (“NAV”) at the end of the day. ETFs are 
bought and sold at the market prices on the exchanges, which resemble the underlying NAV but are 
independent of it. However, arbitrageurs will ensure that ETF prices are kept very close to the NAV 
of the underlying securities. Although an investor can buy as few as one share of an ETF, most buy 
in board lots. Anything bought in less than a board lot will increase the cost to the investor. Anyone 
can buy any ETF no matter where in the world it trades. This provides a benefit over mutual funds, 
which generally can only be bought in the country in which they are registered. 
 
One of the main features of ETFs are their low annual fees, especially when compared to traditional 
mutual funds. The passive nature of index investing, reduced marketing, and distribution and 
accounting expenses all contribute to the lower fees. However, individual investors must pay a 
brokerage commission to purchase and sell ETF shares; for those investors who trade frequently, 
this can significantly increase the cost of investing in ETFs. That said, with the advent of low-cost 
brokerage fees, small or frequent purchases of ETFs are becoming more cost efficient. 
 
Equity Securities: Equity securities represent an ownership position in a company. Equity 
securities typically consist of common stocks. The prices of equity securities fluctuate based on, 
among other things, events specific to their issuers and market, economic and other conditions. For 
example, prices of these securities can be affected by financial contracts held by the issuer or third 
parties (such as derivatives) relating to the security or other assets or indices. There may be little 
trading in the secondary market for particular equity securities, which may adversely affect our 
firm 's ability to value accurately or dispose of such equity securities. Adverse publicity and 
investor perceptions, whether or not based on fundamental analysis, may decrease the value 
and/or liquidity of equity securities. Investing in smaller companies may pose additional risks as it 
is often more difficult to value or dispose of small company stocks, more difficult to obtain 
information about smaller companies, and the prices of their stocks may be more volatile than 
stocks of larger, more established companies. Clients should have a long-term perspective and, for 
example, be able to tolerate potentially sharp declines in value.  
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Index Fund: A mutual fund or exchange-traded fund (“ETF”) designed to follow certain preset rules 
so that the fund can track specified basket of underlying investments. Those rules may include 
tracking prominent indexes like the S&P 500 or the Dow Jones Industrial Average or 
implementation rules, such as tax-management, tracking error minimization, large block trading or 
patient/flexible trading strategies that allows for greater tracking error, but lower market impact 
costs. Index funds may also have rules that screen for social and sustainable criteria. An index 
fund’s rules of construction clearly identify the type of companies suitable for the fund. The most 
commonly known index fund, the S&P 500 Index Fund, is based on the rules established by S&P 
Dow Jones Indices for their S&P 500 Index. Equity index funds would include groups of stocks with 
similar characteristics such as the size, value, profitability and/or the geographic location of the 
companies. A group of stocks may include companies from the United States, Non-US Developed, 
emerging markets or Frontier Market countries. Additional index funds within these geographic 
markets may include indexes of companies that include rules based on company characteristics or 
factors, such as companies that are small, mid-sized, large, small value, large value, small growth, 
large growth, the level of gross profitability or investment capital, real estate, or indexes based on 
commodities and fixed-income. Companies are purchased and held within the index fund when 
they meet the specific index rules or parameters and are sold when they move outside of those 
rules or parameters. Think of an index fund as an investment utilizing rules-based investing. Some 
index providers announce changes of the companies in their index before the change date and other 
index providers do not make such announcements. 
 
Index funds must periodically "rebalance" or adjust their portfolios to match the new prices and 
market capitalization of the underlying securities in the stock or other indexes that they track. This 
allows algorithmic traders to perform index arbitrage by anticipating and trading ahead of stock 
price movements caused by mutual fund rebalancing, making a profit on foreknowledge of the large 
institutional block orders. This results in profits transferred from investors to algorithmic traders. 
One problem occurs when a large amount of money tracks the same index. According to theory, a 
company should not be worth more when it is in an index. But due to supply and demand, a 
company being added can have a demand shock, and a company being deleted can have a supply 
shock, and this will change the price. This does not show up in tracking error since the index is also 
affected. A fund may experience less impact by tracking a less popular index 

 
Individual Stocks: A common stock is a security that represents ownership in a corporation. 
Holders of common stock exercise control by electing a board of directors and voting on corporate 
policy. Investing in individual common stocks provides us with more control of what you are 
invested in and when that investment is made. Having the ability to decide when to buy or sell helps 
us time the taking of gains or losses. Common stocks, however, bear a greater amount of risk when 
compared to certificate of deposits, preferred stock and bonds. It is typically more difficult to 
achieve diversification when investing in individual common stocks. Additionally, common 
stockholders are on the bottom of the priority ladder for ownership structure; if a company goes 
bankrupt, the common stockholders do not receive their money until the creditors and preferred 
shareholders have received their respective share of the leftover assets.  
 
Long-Term Purchases: Our firm may buy securities for your account and hold them for a relatively 
long time (more than a year) in anticipation that the security’s value will appreciate over a long 
horizon. The risk of this strategy is that our firm could miss out on potential short-term gains that 
could have been profitable to your account, or it’s possible that the security’s value may decline 
sharply before our firm makes a decision to sell.  
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Money Market Fund: Money market funds have relatively low risks, compared to other mutual 
funds (and most other investments). By law, they can invest in only certain high quality, short-term 
investments issued by the U.S. Government, U.S. corporations, and state and local governments. 
Money market funds try to keep their net asset value (NAV), which represents the value of one 
share in a fund, at a stable $1.00 per share. However, the NAV may fall below $1.00 if the fund’s 
investments perform poorly. Investor losses have been rare, but they are possible. Money market 
funds pay dividends that generally reflect short-term interest rates, and historically, the returns for 
money market funds have been lower than for either bond or stock funds. That is why “inflation 
risk,” the risk that inflation, will outpace and erode investment returns over time, and can be a 
potential concern for investors in money market funds. 
 
Mutual Funds: A mutual fund is a company that pools money from many investors and invests that 
money in a variety of differing security types based on the objectives of the fund. The portfolio of 
the fund consists of the combined holdings it owns. Each share represents an investor’s 
proportionate ownership of the fund’s holdings and the income those holdings generate. The price 
that investors pay for mutual fund shares are the fund’s per share net asset value (“NAV”) plus any 
shareholder fees that the fund imposes at the time of purchase (such as sales loads). Investors 
typically cannot ascertain the exact make-up of a fund’s portfolio at any given time, nor can they 
directly influence which securities the fund manager buys and sells or the timing of those trades. 
With an individual stock, investors can obtain real-time (or close to real-time) pricing information 
with relative ease by checking financial websites or by calling a broker or your investment adviser. 
Investors can also monitor how a stock’s price changes from hour to hour—or even second to 
second. By contrast, with a mutual fund, the price at which an investor purchases or redeems 
shares will typically depend on the fund’s NAV, which is calculated daily after market close.  
 
The benefits of investing through mutual funds include: (a) Mutual funds are professionally 
managed by an investment adviser who researches, selects, and monitors the performance of the 
securities purchased by the fund; (b) Mutual funds typically have the benefit of diversification, 
which is an investing strategy that generally sums up as “Don’t put all your eggs in one basket.” 
Spreading investments across a wide range of companies and industry sectors can help lower the 
risk if a company or sector fails. Some investors find it easier to achieve diversification through 
ownership of mutual funds rather than through ownership of individual stocks or bonds.; (c) Some 
mutual funds accommodate investors who do not have a lot of money to invest by setting relatively 
low dollar amounts for initial purchases, subsequent monthly purchases, or both.; and (d) At any 
time, mutual fund investors can readily redeem their shares at the current NAV, less any fees and 
charges assessed on redemption. 
 
Mutual funds also have features that some investors might view as disadvantages: (a) Investors 
must pay sales charges, annual fees, and other expenses regardless of how the fund performs. 
Depending on the timing of their investment, investors may also have to pay taxes on any capital 
gains distributions they receive. This includes instances where the fund performed poorly after 
purchasing shares.; (b) Investors typically cannot ascertain the exact make-up of a fund’s portfolio 
at any given time, nor can they directly influence which securities the fund manager buys and sells 
or the timing of those trades.; and (c) With an individual stock, investors can obtain real-time (or 
close to real-time) pricing information with relative ease by checking financial websites or by 
calling a broker or your investment adviser. Investors can also monitor how a stock’s price changes 
from hour to hour—or even second to second. By contrast, with a mutual fund, the price at which 
an investor purchases or redeems shares will typically depend on the fund’s NAV, which the fund 
might not calculate until many hours after the investor placed the order. In general, mutual funds 
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must calculate their NAV at least once every business day, typically after the major U.S. exchanges 
close. 
 
When investors buy and hold an individual stock or bond, the investor must pay income tax each 
year on the dividends or interest the investor receives. However, the investor will not have to pay 
any capital gains tax until the investor actually sells and makes a profit. Mutual funds, however, are 
different. When an investor buys and holds mutual fund shares, the investor will owe income tax on 
any ordinary dividends in the year the investor receives or reinvests them. Moreover, in addition to 
owing taxes on any personal capital gains when the investor sells shares, the investor may have to 
pay taxes each year on the fund’s capital gains. That is because the law requires mutual funds to 
distribute capital gains to shareholders if they sell securities for a profit, and cannot use losses to 
offset these gains. 
 
Short-Term Purchases: When utilizing this strategy, our firm may also purchase securities with 
the idea of selling them within a relatively short time (typically a year or less). Our firm does this in 
an attempt to take advantage of conditions that our firm believes will soon result in a price swing in 
the securities our firm purchase. 
 
Treasury Bill (“T-Bill”): T-Bills, are short-term debt instruments issued by the U.S Treasury. T-
Bills are issued for a term of one year or less and are backed by the full faith and credit of the United 
States government. The T-Bill rate is a key barometer of short-term interest rates. Treasury bills are 
sold with maturities of four, thirteen, twenty-six and fifty-two weeks. They do not pay interest, but 
rather are sold at a discount to their face value. The full-face value is paid at maturity, and the 
difference between the discounted purchase price and the full-face value equates to the interest 
rate. T-Bills are sold in increments of $100, with a minimum purchase of $100. With the exception 
of 52-week bills and cash management bills, all T-Bills are auctioned every week. The 52-week bill 
is auctioned every four weeks and cash management bills are issued in variable terms, usually only 
a matter of days. You can hold a bill until it matures or sell it before it matures. The bonds are 
initially sold through auction in which the maximum purchase amount is $5 million if the bid is 
noncompetitive or 35% of the offering if the bid is competitive. A competitive bid states the rate the 
bidder is willing to accept; it is accepted depending on how it compares to the set rate of the bond. 
A noncompetitive bid ensures the bidder gets the bond but he has to accept the set rate. After the 
auction, the bonds can be sold in the secondary market. 
 
Please Note: Investing in securities involves risk of loss that clients should be prepared to bear. 
While the stock market may increase and your account(s) could enjoy a gain, it is also possible that 
the stock market may decrease and your account(s) could suffer a loss. It is important that you 
understand the risks associated with investing in the stock market, are appropriately diversified in 
your investments, and ask us any questions you may have.   

 
We generally invest client’s cash balances in money market funds, FDIC Insured Certificates of 
Deposit, high-grade commercial paper and/or government backed debt instruments.  Ultimately, 
we try to achieve the highest return on our client’s cash balances through relatively low-risk 
conservative investments. In most cases, at least a partial cash balance will be maintained in a 
money market account so that our firm may debit advisory fees for our services related to Wrap 
Portfolio Management, as applicable. 
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Item 9: Disciplinary Information 

 
 
Mr. Messick is involved in a customer dispute through his work with Cetera Advisor Network 
(“CAN”). The Claimant alleges a breach in fiduciary duty following an order to close the Claimant’s 
accounts held with CAN. This matter is ongoing and did not involve the services of Quantum 
Econometrics, LLC in any capacity. For additional information please search CRD #332656 at 
www.adviserinfo.sec.gov. 
 

 
Item 10: Other Financial Industry Activities & Affiliations 

 
 
Representatives of our firm are investment adviser representatives and registered representatives 
of Cetera Advisor Networks, LLC (“CAN”) member FINRA/SIPC, and licensed insurance agents. As a 
result of these transactions, they receive normal and customary commissions. A conflict of interest 
exists as these commissionable securities sales create an incentive to recommend products based 
on the compensation earned. To mitigate this potential conflict, our firm will act in the client’s best 
interest. 
 

 
Item 11: Code of Ethics, Participation or Interest in Client Transactions & Personal 

Trading 
 

 
As a fiduciary, it is an investment adviser’s responsibility to provide fair and full disclosure of all 
material facts and to act solely in the best interest of each of our clients at all times. Our fiduciary duty 
is the underlying principle for our firm’s Code of Ethics, which includes procedures for personal 
securities transaction and insider trading. Our firm requires all representatives to conduct business 
with the highest level of ethical standards and to comply with all federal and state securities laws at all 
times. Upon employment with our firm, and at least annually thereafter, all representatives of our firm 
will acknowledge receipt, understanding and compliance with our firm’s Code of Ethics. Our firm and 
representatives must conduct business in an honest, ethical, and fair manner and avoid all 
circumstances that might negatively affect or appear to affect our duty of complete loyalty to all clients. 
This disclosure is provided to give all clients a summary of our Code of Ethics. If a client or a potential 
client wishes to review our Code of Ethics in its entirety, a copy will be provided promptly upon 
request. 
 
Our firm recognizes that the personal investment transactions of our representatives demands the 
application of a Code of Ethics with high standards and requires that all such transactions be carried 
out in a way that does not endanger the interest of any client. At the same time, our firm also believes 
that if investment goals are similar for clients and for our representatives, it is logical, and even 
desirable, that there be common ownership of some securities. 
 

http://www.adviserinfo.sec.gov/
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In order to prevent conflicts of interest, our firm has established procedures for transactions effected 
by our representatives for their personal accounts2. In order to monitor compliance with our personal 
trading policy, our firm has pre-clearance requirements and a quarterly securities transaction 
reporting system for all of our representatives.  
 
Neither our firm nor a related person recommends, buys or sells for client accounts, securities in 
which our firm or a related person has a material financial interest without prior disclosure to the 
client. 
 
Related persons of our firm may buy or sell securities and other investments that are also 
recommended to clients. In order to minimize this conflict of interest, our related persons will place 
client interests ahead of their own interests and adhere to our firm’s Code of Ethics, a copy of which 
is available upon request. 
 

Related persons of our firm may buy or sell securities for themselves at or about the same time they 
buy or sell the same securities for client accounts. In order to minimize this conflict of interest, our 
related persons will place client interests ahead of their own interests and adhere to our firm’s Code of 
Ethics, a copy of which is available upon request. Further, our related persons will refrain from buying 
or selling the same securities within 48 hours of buying or selling for our clients. If related persons’ 
accounts are included in a block trade, our related persons will always trade personal accounts last. 
 

 
Item 12: Brokerage Practices 

 

 
A.  Description of the factors that we consider in selecting or recommending broker-dealers for 

client transactions and determining the reasonableness of their compensation (e.g., 
commissions).  

 

1. Research & Other Soft Dollar Benefits.  
 

Our firm may recommend/require that clients establish brokerage accounts with Pershing 
Advisor Solutions, LLC (“PAS”) of One Pershing Plaza, 95 Christopher Columbus Drive, Jersey 
City, New Jersey 07399, a FINRA registered broker-dealer, member SIPC, or Cetera Advisor 
Network (“CAN”), member FINRA/SIPC, to maintain custody of clients’ assets and to effect 
trades for their accounts. Although our firm may recommend/require that clients establish 
accounts at PAS and/or CAN, it is the client’s decision to custody assets with PAS and/or CAN. 
Our firm is independently owned and operated and not affiliated with PAS.  
  
For our firm’s client accounts maintained in its custody, PAS and/or CAN generally does not 
charge separately for custody services but is compensated by account holders through 
commissions and other transaction-related or asset-based fees for securities trades that are 
executed through PAS and/or CAN or that settle into PAS and/or CAN accounts. Clients should 
be made aware that Other major custodians have recently eliminated transaction fees for all 

 
2 For purposes of the policy, our associate’s personal account generally includes any account (a) in the name of our associate, his/her spouse, 
his/her minor children or other dependents residing in the same household, (b) for which our associate is a trustee or executor, or (c) which 
our associate controls, including our client accounts which our associate controls and/or a member of his/her household has a direct or 
indirect beneficial interest in. 
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ETFs and U.S. listed equities, so clients may pay more for investing in the same securities at 
PAS and/or CAN.  
  

 As part of the arrangement described, PAS and/or CAN also makes certain research and 
brokerage services available at no additional cost to our firm. These services include certain 
research and brokerage services, including research services obtained by PAS and/or CAN 
directly from independent research companies, as selected by our firm (within specific 
parameters). Research products and services provided by PAS and/or CAN to our firm may 
include research reports on recommendations or other information about, particular 
companies or industries; economic surveys, data and analyses; financial publications; portfolio 
evaluation services; financial database software and services; computerized news and pricing 
services; quotation equipment for use in running software used in investment decision-
making; and other products or services that provide lawful and appropriate assistance by PAS 
and/or CAN to our firm in the performance of our investment decision-making responsibilities. 
The aforementioned research and brokerage services are used by our firm to manage 
accounts for which we have investment discretion. Without this arrangement, our firm 
might be compelled to purchase the same or similar services at our own expense. 

 
 As a result of receiving the services discussed in 12A(1)a of this Firm Brochure for no 

additional cost, we may have an incentive to continue to use or expand the use of PAS and/or 
CAN services. Our firm examined this potential conflict of interest when we chose to enter into 
the relationship with PAS and/or CAN and we have determined that the relationship is in the 
best interest of our firm’s clients and satisfies our client obligations, including our duty to seek 
best execution.  

 
 PAS and/or CAN charge brokerage commissions and transaction fees for effecting certain 

securities transactions (i.e., transaction fees are charged for certain no-load mutual funds, 
commissions are charged for individual equity and debt securities transactions). PAS and/or 
CAN enables us to obtain many no-load mutual funds without transaction charges and other 
no-load funds at nominal transaction charges. PAS and/or CAN commission rates are 
generally discounted from customary retail commission rates. However, the commission 
and transaction fees charged by PAS and/or CAN may be higher or lower than those charged 
by other custodians and broker-dealers.  

 
Clients may pay a commission to PAS and/or CAN that is higher than another qualified 
broker dealer might charge to effect the same transaction where we determine in good faith 
that the commission is reasonable in relation to the value of the brokerage and research 
services received In seeking best execution, the determinative factor is not the lowest 
possible cost, but whether the transaction represents the best qualitative execution, taking 
into consideration the full range of a broker-dealer’s services, including the value of 
research provided, execution capability, commission rates, and responsiveness. 
Accordingly, although we will seek competitive rates, to the benefit of all clients, we may not 
necessarily obtain the lowest possible commission rates for specific client account 
transactions.  

 
We do not receive soft dollar benefits although the non-soft dollar investment research 
products and services that may be obtained by our firm will generally be used to service all 
of our clients, a brokerage commission paid by a specific client may be used to pay for 
research that is not used in managing that specific client’s account.  
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2.  Brokerage for Client Referrals.  
 

Our firm does not receive brokerage for client referrals. 
  

3.  Directed Brokerage.  
 

Neither we nor any of our firm’s related persons have discretionary authority in making the 
determination of the brokers with whom orders for the purchase or sale of securities are 
placed for execution, and the commission rates at which such securities transactions are 
effected.  
 

 Special Considerations for ERISA Clients 
A retirement or ERISA plan client may direct all or part of portfolio transactions for its 
account through a specific broker or dealer in order to obtain goods or services on behalf of 
the plan. Such direction is permitted provided that the goods and services provided are 
reasonable expenses of the plan incurred in the ordinary course of its business for which it 
otherwise would be obligated and empowered to pay. ERISA prohibits directed brokerage 
arrangements when the goods or services purchased are not for the exclusive benefit of the 
plan. Consequently, we will request that plan sponsors who direct plan brokerage provide 
us with a letter documenting that this arrangement will be for the exclusive benefit of the 
plan. 
 

B.  Discussion of whether, and under what conditions, we aggregate the purchase or sale of 
securities for various client accounts in quantities sufficient to obtain reduced transaction costs 
(known as bunching). If we do not bunch orders when we have the opportunity to do so, we are 
required to explain our practice and describe the costs to clients of not bunching. 
 
We perform investment management services for various clients. There are occasions on which 
portfolio transactions may be executed as part of concurrent authorizations to purchase or sell the 
same security for numerous accounts served by our firm, which involve accounts with similar 
investment objectives. Although such concurrent authorizations potentially could be either 
advantageous or disadvantageous to any one or more particular accounts, they are affected only 
when we believe that to do so will be in the best interest of the effected accounts. When such 
concurrent authorizations occur, the objective is to allocate the executions in a manner which is 
deemed equitable to the accounts involved. In any given situation, we attempt to allocate trade 
executions in the most equitable manner possible, taking into consideration client objectives, 
current asset allocation and availability of funds using price averaging, proration and consistently 
non-arbitrary methods of allocation. 
 

 
Item 13: Review of Accounts or Financial Plans 

 
 

A. We do not provide written reports to clients, unless asked to do so. Verbal reports to clients take 
place on at least an annual basis when we meet with clients who subscribe to our Wrap Portfolio 
Management service.  
 
We review accounts on at least a quarterly basis and more frequently with respect to investment 
strategies for our clients subscribing to our Wrap Portfolio Management service. The nature of 
these reviews is to learn whether clients’ accounts are in line with their investment objectives, 
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appropriately positioned based on market conditions, and investment policies, if applicable. We do 
not provide written reports to clients, unless asked to do so. Verbal reports to clients take place on 
at least an annual basis when we meet with clients who subscribe to our Wrap Portfolio 
Management service.  
 
Only our Financial Advisors or Portfolio Managers will conduct reviews. We may review client 
accounts more frequently than described above. Among the factors which may trigger an off-cycle 
review are major market or economic events, the client’s life events, requests by the client, etc.  

 

 

Item 14: Client Referrals & Other Compensation 
 

 

Pershing Advisor Solutions LLC (“PAS”) makes available to our firm other products and services 
that benefit us but may not directly benefit our clients’ accounts. Many of these products and 
services may be used to service all or some substantial number of our firm’s accounts, including 
accounts not maintained at PAS.  

  
PAS’s products and services that assist our firm in managing and administering clients’ accounts 
include software and other technology that (i) provide access to client account data (such as trade 
confirmations and account statements); (ii) facilitate trade execution and allocate aggregated trade 
orders for multiple client accounts; (iii) provide research, pricing and other market data; (iv) 
facilitate payment of our firm’s fees from our clients’ accounts; and (v) assist with back-office 
functions, recordkeeping and client reporting.  

 
PAS also offers other services intended to help our firm manage and further develop our business 
enterprise. These services may include: (i) compliance, legal and business consulting; (ii) 
publications and conferences on practice management and business succession; and (iii) access to 
employee benefits providers, human capital consultants and insurance providers. PAS may make 
available, arrange and/or pay third-party vendors for the types of services rendered to our firm. 
Pershing Advisor Solutions LLC may discount or waive fees it would otherwise charge for some of 
these services or pay all or a part of the fees of a third-party providing these services to our firm. 
Pershing Advisor Solutions LLC may also provide other benefits such as educational events or 
occasional business entertainment of our firm’s personnel. In evaluating whether to recommend or 
require that clients custody their assets at PAS, we may take into account the availability of some of 
the foregoing products and services and other arrangements as part of the total mix of factors it 
considers and not solely on the nature, cost or quality of custody and brokerage services provided 
by PAS, which may create a potential conflict of interest. 
 
Representatives of our firm may earn a financial benefit for referrals to Cetera Advisor Networks, 
LLC's (“CAN”) MAA Platform or other brokerage services. In accordance with agreements held 
between our Representatives and CAN, a bonus of $1,000 may be paid for every $1,000,000 in 
assets under management transferred to CAN. This presents a conflict of interest because our 
representatives will be financially incentivized to recommend the services of CAN.  To minimize 

this conflict, our firm and its representatives will act in the client’s best interest.  
 
In accordance with Rule 206 (4)-1 of the Investment Advisers Act of 1940, our firm does not 
provide cash or non-cash compensation directly or indirectly to unaffiliated persons for 
testimonials or endorsements (which include client referrals) 
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Item 15: Custody 
 

 
While our firm does not maintain physical custody of client assets (which are maintained by a 
qualified custodian, as discussed above), we are deemed to have custody of certain client assets if 
given the authority to withdraw assets from client accounts, as further described below under 
“Standing Instructions.” All of our clients receive account statements directly from their qualified 
custodians at least quarterly upon opening of an account. If our firm decides to also send account 
statements to clients, such notice and account statements include a legend that recommends that 
the client compare the account statements received from the qualified custodian with those 
received from our firm. Clients are encouraged to raise any questions with us about the custody, 
safety or security of their assets and our custodial recommendations.  
 
The SEC issued a no‐action letter (“Letter”) with respect to the Rule 206(4)‐2 (“Custody Rule”) 
under the Investment Advisers Act of 1940 (“Advisers Act”). The letter provided guidance on the 
Custody Rule as well as clarified that an adviser who has the power to disburse client funds to a 
third party under a standing letter of instruction (“SLOA”) is deemed to have custody. As such, our 
firm has adopted the following safeguards in conjunction with the account custodian: 

• The client provides an instruction to the qualified custodian, in writing, that includes the 
client’s signature, the third party’s name, and either the third party’s address or the third 
party’s account number at a custodian to which the transfer should be directed.  

• The client authorizes the investment adviser, in writing, either on the qualified custodian’s 
form or separately, to direct transfers to the third party either on a specified schedule or 
from time to time.  

• The client’s qualified custodian performs appropriate verification of the instruction, such as 
a signature review or other method to verify the client’s authorization, and provides a 
transfer of funds notice to the client promptly after each transfer.  

• The client has the ability to terminate or change the instruction to the client’s qualified 
custodian.  

• The investment adviser has no authority or ability to designate or change the identity of the 
third party, the address, or any other information about the third party contained in the 
client’s instruction.  

• The investment adviser maintains records showing that the third party is not a related 
party of the investment adviser or located at the same address as the investment adviser. 

• The client’s qualified custodian sends the client, in writing, an initial notice confirming the 
instruction and an annual notice reconfirming the instruction. 

 

 
Item 16: Investment Discretion 

 
 
Clients have the option of providing our firm with investment discretion on their behalf, pursuant 
to an executed investment advisory client agreement. By granting investment discretion, our firm is 
authorized to execute securities transactions, determine which securities are bought and sold, and 
the total amount to be bought and sold. Limitations may be imposed by the client in the form of 
specific constraints on any of these areas of discretion with our firm’s written acknowledgement. 
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Item 17: Voting Client Securities 

 

 
We do not and will not accept the proxy authority to vote client securities. Clients will receive 
proxies or other solicitations directly from their custodian or a transfer agent. In the event that 
proxies are sent to our firm, we will forward them on to you and ask the party who sent them to 
mail them directly to you in the future. Clients may call, write or email us to discuss questions they 
may have about particular proxy votes or other solicitations. 
 

 
Item 18: Financial Information 

 
 
We are not required to provide financial information in this Brochure because we do not require 
the prepayment of more than $1,200 in fees and six or more months in advance, we do not take 
custody of client funds or securities, and we do not have a financial condition or commitment that 
impairs our ability to meet contractual and fiduciary obligations to clients. 

 

Our firm has never been the subject of a bankruptcy proceeding. 


