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If you want to communicate, and not just offer up facts for experts and the intrepid to
decipher, you need to adopt a whole new approach to presenting information. While the
proposed changes to Form ADV may be unwelcome and inconvenient, you should

consider this a great opportunity to elevate your firm’s disclosure style.

The trick to creating a plain English brochure, or any plain English document, is to be
methodical. Do not expect that your first draft will be perfect, or that you will be able to
fix all the problems with one edit. Plan to read and revise your filing three or four times.
This seems like a lot, but you will be more productive if you limit the number of things

you look for in each reading.

This handout offers many drafting tips that you can apply to your Form ADV—and much
of your other writing as well. There are short focused examples throughout the
discussion to illustrate my points, and some longer “don’t let this happen to you”

examples at the end of the package.

Don’t procrastinate.

People often think plain English is easier and faster to write than your average legalese,
boilerplate, and gobbledygook. That may be true when you are updating a document that
is already well-written and contains all the pieces of information you will need, but it
certainly is not true if you are starting from scratch. It takes time and concentrated
attention to identify and organize required (and otherwise useful) information and present

it in a way that makes sense. It is never too early to start.

Pretend that providing disclosure in plain English is a good idea, even if you don’t
think it is.

Many people who are responsible for disclosure documents assume that investors—in
this case, your clients and prospective clients—do not want to read them anyway. A
writer with that attitude strives for nothing more than the floor of legal compliance. Start
with the premise that clients would love to have the information you are required to give
them, and are intelligent enough to understand at least some of it, if only you would make
it convenient to read. Focus on the quality of your disclosure; don’t settle for “legally

adequate.”



Speak the right language.

One of the best compliments a client has given me was not intended to be a compliment.
A financial officer once told me that the way I explained a particular accounting concept
in a 10-K was substantively correct, but that an accountant reading my explanation might
not recognize it as an accounting concept at all. Great! The company’s investors weren’t
all accountants, so why should the company’s disclosure use accountants’ unique
vocabulary? Strive to use common words rather than industry jargon, businesspeak, and

legalese.

Example
Original:
SGM offers portfolio management services for traditional separately managed accounts
by utilizing individual security investments. SGM’s approach is intended to be a low risk
strategy with every opportunity to provide above-average rewards over a medium to
long-term period. SGM takes a value approach to investing. SGM seeks investments in
securities that are trading at significant discounts to SGM’s appraised value of the
business that they represent. Market anomalies exist around the globe and SGM intends
to fully utilize its knowledge in foreign markets. However, the bulk of invested funds
will remain in U.S. dollar securities as the absolute number and widespread

diversification of American markets create many special situations.

Better.

SGM offers portfolio management services unique to each client in separately managed
accounts. We select individual securities that, we believe, have the potential to generate
above-average rewards over period of  to  years without appreciable risk. To
make those decisions, we appraise a range of public companies and identify those that are
trading at significantly less than our analysts think they are worth. This is known as

value investing.

SGM evaluates companies worldwide, and will invest in foreign entities that meet our
criteria. However, because of its size and scope, the U.S. market offers many good

investment opportunities. Most of your assets will be invested domestically.




Use descriptive headers, and plenty of them, to provide a roadmap of the discussion
to follow.
Good headers will help you organize information and help readers find what they want.

Do not simply repeat the Form ADV item number you are responding to.

In addition, try to restrict text in each section to what the header says will be there. If you
have one set of fees for financial planning and another set for portfolio monitoring, do not

discuss them together. Each topic deserves its own header.

Here are some good headers and subheaders
Advisory Fees

—Private Investment Account Services

Code of Ethics

—Restrictions on Personal Securities Transactions

Give some context in an introductory sentence or two.

Since you need to cover several categories of information, explain what they are at the
beginning of the brochure. Then give every section a header and an introductory
paragraph that explains what the section will discuss. Every paragraph should have either
an introductory sentence or a sentence that eases the transition from the preceding

paragraph. This is all basic stuff, but it’s often overlooked.

Use defined terms correctly.

Many writers assign a defined term (such as “Private Funds”) to every special word or
long phrase that they introduce, thinking they will use the term several times.
Unfortunately, it is not unusual for a defined term to appear once in a long document,
never to be seen again. This frustrates readers who try to learn vocabulary that
supposedly will be useful. (It also suggests that no one proofread the document before it
was distributed.) If you don’t need a defined term at least three times, strike it.
Conversely, if you intend to use an unfamiliar term several times, explain it clearly the
first time it comes up. Make your explanation obvious (indented, set off in a box, or in a

distinctive font or color) so that readers can find it again easily.



Avoid obvious definitions (XYZ Advisers, Inc. (“XYZ”)), and by all means, don’t define

the same term twice!

Personalize it.

Use your firm name rather than “the Adviser” or “the Firm,” especially if the firm name
is short. Some companies use personal pronouns (“We have adopted a strict code of
ethics...”), but others are squeamish about that style. Whatever you decide, pick one
term (two at the most) and stick with it. Don’t be “the Adviser” on page 3 and “ABC

Advisers” on page 6.
Consider replacing “client” with “you” (“Your account will be credited...”).

Don't include unnecessary detail and superfluous material.

The SEC does not like boilerplate disclosure, and it doesn’t help your clients either. You
do not need to make your brochure look like something one of your competitors might
have written. The proposed new rules expressly provide that “an adviser must respond
only to the items that apply to its business,” so don’t waste your time discussing
everything that another adviser discusses. It may not be relevant to you. In fact, it may

not even be relevant to the other adviser, and you don’t need to copy their mistake!

On a smaller scale, some ADV’s I have reviewed contain things that didn’t need to be

said. Distinguish critical data from the unimportant details that can be omitted.

Examples
The custodian will deliver a quarterly account statement directly to the client or client’s

independent representative showing all disbursements from the account. Clients are

encouraged to review their account statements for accuracy. BC-will-recerve-a-duplicate

Managed Account Program:MF will assist clients in choosing an appropriate program
based on the client’s individual goals and te-aceomplish-the-elient’s investment

objectives. MF may perform asset allocation and mutual fund/securities selection




services for its clients. Certain-echentsof ME-mayparticipate-in-the Managed-Aececount
Program as otfercd by MF.

Similarly, don’t belabor the obvious.

Example
Original (I italicized text that | think is redundant)
The total assets under management are determined when the first Portfolio Management
Contract is signed. The fee schedule is 1.5% to 2% of total assets under management per
year. Fees are due and payable on the first day of the month that begins a new calend
quarter. Fees are charged and drawn on the accounts on January 1st, April 1st, July 1st,
and October 1st of each yedfees are charged in quarterly increments of 25% of the

total assets under management for the ending prior quarter balance.

For total assets under management in excess of $500,000, fees are discounted 25%er
year. The management fee schedule is between 1.13% and 1.5% of total asseider

management per year for assets under management in excess of $500,000.

Better:

The total assets under management are determined when the first Portfolio Management
Contract is signed. The fee schedule generally is 1.5% to 2% of total assets under
management per year, but fees are reduced to a range of 1.13% to 1.5% for accounts with

assets in excess of $500,000.

Fees are due and payable on the first day of the month that begins a new calendar quarter.
The amount charged to your account will be 25% of the total annual fee based on assets

in your account on the last day of the previous calendar quarter.

Original [these three sentences all say pretty much the same thing]:
BC provides portfolio management services, which may be described as giving
continuous investment advice to a Client (or making investments for the client) based on

the individual needs of the Client. Through this service, BC offers a highly customized

ar




and individualized investment program for Clients. A specific investment strategy and

investment policy is crafted to focus on the specific Client’s goals and objectives.

Better:
BC will review your specific financial needs and objectives, and use that information to
develop a strategy that enables us to give you continuous and focused investment advice

or make investments on your behalf.

Prefer the active voice.
Using the active voice rather than the passive voice is helpful for two reasons: it will be

obvious who did what, and your sentences likely will be shorter.

Example
Original:
Many prepackaged forms and financial planning software packages are used to determine
the client’s current financial position, as well as to define and quantify long-term goals

and objectives.

Once long-term financial and non-financial objectives have been defined and detailed,

shorter-term, yearly, targeted objectives are derived.

Assets under management are then allocated to complement the overall objectives of the

client. Assets are invested primarily in no load mutual funds.

Extensive tables, charts, and financial information are maintained in house, allowing the
advisor to stay current with the various investment options and activities available for the

client.

Better:

ABC uses many forms and financial planning software packages to determine each
client’s current financial position and to define and quantify long-term goals and
objectives. Once we specify those long-term objectives (both financial and non-

financial), we develop shorter-term, yearly, targeted objectives.




ABC allocates assets under management to complement each client’s overall objectives.

We invest primarily in no load mutual funds.

We maintain extensive tables, charts, and financial information in house so our personnel

have ready access to the various investment options and activities available to our clients.

Say everything once in a clear unambiguous way under a logical header and try not
to repeat yourself.

One firm explained several times that decisions are made “based on the client’s
description of his/her primary investment objectives and needs and in recognition of the
inherent risks of investing in the financial markets” and also that “with written notice
clients can terminate these contracts at any time and receive a full pro-rata refund of
unearned fees.” Another firm twice explained how it handles aggregated orders and how
clients who place restrictions on their accounts or direct the use of a particular
broker/dealer may be unable to participate in aggregated orders as advantageously as
clients who have granted the adviser complete discretion. The same firm also explains
twice (in two consecutive paragraphs) that it has relied on soft dollar arrangements in the

past but does not have any soft dollar relationships right now.

If you are saying the same thing several times, you are wasting your reader’s time—and
your own. (See my “wrap-fee” example at the end of this handout for an extreme

illustration.)

Replace word strings and sentence strings with bullet lists.

There are three good reasons to look for opportunities to replace text with bullet lists:

¢ Bullets usually only require a few words, and there will be space between each item,
so your document will be easier on the eye;

¢ Each point will stand out; and

¢ You can usually eliminate words.

There are several uses for bullet lists, but they are particularly good substitutes for word
strings and sentence strings. I use the term “word string” to refer to a sentence that lists

several items separated by commas or semicolons.



Example
Original with word string:
There is no direct link between BC’s participation in the program and the investment
advice it gives to its Clients, although BC receives certain economic benefits through its
participation in the program. These benefits include: receipt of duplicate Client
statements and confirmations; research related products and tools; consulting services;
access to a trading desk serving BC participants; access to block trading (which provides
the ability to aggregate securities transactions for execution and then allocate the
appropriate shares to Clients’ accounts); the ability to have advisory fees deducted
directly from Clients’ accounts; access to an electronic communications network for
Client order entry and account information; access to mutual funds with no transaction
fees and to certain institutional money managers; and discounts on compliance,
marketing, technology, and practice management products or services provided to BC by

third party vendors.

Better:

There is no direct link between BC’s participation in the program and the investment

advice it gives to its clients, although participation entitles BC to certain economic

benefits, including:

¢ duplicate client statements and confirmations;

¢ research-related products and tools;

¢ consulting services;

¢ access to a trading desk serving BC clients;

¢ access to block trading (which enables us to aggregate securities transactions for
execution and then allocate the appropriate shares to clients’ accounts);

¢ the ability to have advisory fees deducted directly from clients’ accounts;

¢ access to an electronic communications network for client order entry and account
information,;

¢ access to mutual funds with no transaction fees and to certain institutional money

managers; and




¢ discounts on compliance, marketing, technology, and practice management products

or services provided to BC by third party vendors.

You usually create “sentence strings” when you are describing a multi-step process. You
probably won’t realize until you finish writing that you have started every sentence with

the same two or three words.

Example
Original with sentence string:
There are no limits to the authority of the Advisor to choose a broker-dealer or to
determine the commission rates charged. The Advisor has no obligation when selecting a
broker-dealer to execute a particular transaction to seek competitive bids or the lowest
commission cost to the client. The Advisor determines that the products, services and
prices provided by the broker-dealer are reasonable relative to those charged by typical
securities firms. The Advisor uses reasonable efforts to cause transactions to be executed
at a discount to standard retail rates. The Advisor determines that the commission rate
charged is reasonable in relation to the total quality and reliability of the brokerage,
research and custodial services made available to the Advisor for the benefit of the clients

of the Advisor.

Better:

In choosing a broker-dealer or negotiating commission rates, the Advisor:

¢ determines that the products, services, and prices provided by the broker-dealer are
reasonable relative to those charged by typical securities firms;

¢ has no obligation to seek competitive bids or the lowest commission cost to the client;

¢ uses reasonable efforts to cause transactions to be executed at a discount to standard
retail rates; and

¢ determines that the commission rate charged is reasonable in relation to the total
quality and reliability of the brokerage, research, and custodial services made

available to the Advisor for the benefit of the Advisor’s clients.




Once you have your bullet lists, make sure the language is consistent. Don’t start one

bullet with a verb and the next with a noun.

Make sure your explanation follows a logical sequence.

Think carefully about what readers need to know, and in what order. For example, when
you describe your fees, the best order might be:

1. overall percentage that you charge;

2. what day you calculate the fee owed;

3. what day’s assets under management you use to calculate the fee;

4. what day the fee is taken from the account.

After you describe the basic fee arrangement, then you can discuss what you do about

prorating fees or negotiating different fees.

Make sure each piece of information is easy to find.
Your headers are snappy and descriptive. Your opening sentences tell the reader where
you are going. Don’t let it all fall apart in the meat of your discussion by trying to pack

too much information into a single sentence.

Examples
Original:
Although ABC is typically responsible for directing trades to brokers or dealers that it
believes are capable of providing best price and execution, trades for asset-based wrap
fee accounts which cover trades executed by a broker-dealer Sponsor or a broker-dealer
affiliate of the Sponsor are generally executed by the Sponsor or its affiliate so that the
Client is not charged commissions on the trades, as would be the case if the trades were

directed to other broker-dealers for execution.

Better:
ABC typically directs trades to brokers or dealers that it believes are capable of providing
best price and execution. However, trades for asset-based wrap fee accounts, including

trades executed by a broker-dealer Sponsor or a broker-dealer affiliate of the Sponsor,




generally are executed so that the client is not charged a commission. If these trades

were directed to other broker-dealers for execution, the client would incur a commission.

Original:

SG Management offers two value investment objectives: the Value Equity Portfolio
(includes both foreign and domestic equities) and the Water Sector Portfolio (Companies
whose primary revenues and growth derive from some aspect of the global potable water
industry: Water supply, pumps and pipes, machinery and equipment, filtration and
purification, compliance and testing, utilities, metering and distribution, construction and

engineering, and wastewater treatment and recycling.)

Better:

SG Management offers two value investment portfolios: the Value Equity Portfolio and
the Water Sector Portfolio. The Value Equity Portfolio includes both foreign and
domestic equities. The Water Sector Portfolio focuses on companies whose primary
revenues and growth derive from some aspect of the global potable water industry, such
as water supply, pumps and pipes, machinery and equipment, filtration and purification,
compliance and testing, utilities, metering and distribution, construction and engineering,

and wastewater treatment and recycling.

Eliminate ambiguity.

Read your document critically. If it contains a lot of hedge words and vague language,
readers will be forgiven for thinking the drafter either did not understand what the firm
wanted to say, did not know how to say it clearly, or intentionally avoided making an

unequivocal statement.

Most of the time, the problem is lack of knowledge. The solution is to find someone who
thoroughly understands the issue, and ask plenty of questions. Then translate what you
learned into a logical, orderly explanation that gives readers specific, useful

information—including any background or definitions they may need.

If you are working with language that is intentionally ambiguous, find out why and see if

there is a legal and responsible way to be more forthright. Face it: If your words are




susceptible to more than one meaning, readers will select the one that is the least
favorable to your firm (unless they sue, and then they will argue that they believed the
“best case” interpretation). If your words are too vague to be interpreted at all, readers

will be justifiably annoyed.

Anticipate—and answer—questions.

If your brochure is truly in plain English, clients and prospective clients will walk away
from it with a basic understanding of the services you offer, your investment philosophy,
your fee structure, and how you handle or avoid conflicts of interest. If you aren’t

explaining those concepts clearly, you have more work to do.

Adjust your layout.
A plain English document uses white space, decent margins, and short focused

paragraphs. Our eyes and our brains need visual interest and regular breaks.

Print out your draft brochure and flip through the pages. Does it look like something you

would want to read, or is it intimidating? Here are some things to consider:

¢ Ifyou have blocks of right-justified text, convert your document to “align left,” which
will give you a solid left margin but a jagged right margin (like this paper).

¢ Ifyou have a paragraph that runs more than half a page, try to break it into two
smaller paragraphs, or see if there is text that can be converted into a bullet list.

¢ If the descriptive headers you wrote are not jumping off the page, play with the font
(make it larger or darker) and the placement (increase the white space above and
below).

¢ Ifyou consistently have more than 15 or 20 words across a single line of text,

consider enlarging your font or your side margins.

You may end up with a longer document than you started with, but your readers will

appreciate it.

Eliminate extraneous words.
Y our brochure should be in pretty good shape by now. As you read it cover to cover

(yes, again!), keep looking for ways to clean it up. Chances are you will find thoughts or



whole sentences that appear more than once—especially if different people wrote
different sections. You will certainly find words or phrases that were written in the haste

to create a working draft that really don’t need to be there.

Examples

Managed accounts are monitored on a systematic basis, and each account is reviewed at

least annually by a designated principal of the firm. Netwithstanding-the-abeve, more

active accounts and larger accounts may be reviewed more often.

Clients purchasing this service will receive a written finanetal plan which-provides-the
chent-with-a-detatled-finaneial plan designed to achieve their stated financial goals and

objectives.

Freases where SGM is retained under a so-called “wrap-fee” arrangement, the-ehent
should-realize-that SGM does not negotiate the brokerage commissions for the-exeeution

of transactions in the client’s account.

Make sure your language is consistent throughout.

Do not switch back and forth between first person (“We offer our clients....”) and third
person (“The Firm provides each client....””). You also should not switch between a
conversational tone and a formal or legal tone. If you need to quote directly from a legal
document, make it clear that you are quoting. If you don’t need a direct quote, then

paraphrase—but in plain English.

A good tip-off that you are quoting is the word “shall.” T saw several ADV’s with
sentences like this appearing in the middle of an otherwise conversational paragraph:
“This agreement shall remain in full force and effect until terminated by either the client

or the advisor.”

Don’t turn your verbs into nouns.
Turning perfectly good verbs into nouns (called “nominalization”) will make your

sentences less interesting, and usually longer.




Example
Original:
Services may include the Adviser’s collection of financial data, development of income
and net worth statements, estate analysis, estate tax calculations, income tax analysis,

investment analysis, and preparation of a formal financial plan.

Better:
The Adviser’s services may include collecting financial data; developing income and net
worth statements; conducting an analysis of your estate, estate taxes, income taxes, or

investments; and preparing a formal financial plan.

Edit to conform to grammar rules, even the ones you don't like.
Once you put all that work into drafting your brochure, it would be a shame for a stickler
like me to think you are sloppy because you failed to notice and correct a grammatical

error. Here are some common problems.

Examples
Clients receive statements from the custodian who holds the account. [The custodian is

not a person, so “who” should be “that.”]

The advisor manages assets for their own account. [The advisor is a single entity, so

“their” should be “its.”]

MF will assist clients in choosing an appropriate program based on the client’s individual

goals and to accomplish the client’s investment objectives. [The two underlined phraseg

should agree, and they don’'t. The easy fix is to replace the words “and to accomplish”

with “to pursue” so you get “...based on the client’s individual goals to pursue...”]

SG will then continuously monitor each client’s portfolio and when deemed appropriate
by the client will either make changes or recommend changes in both asset class
allocations as well as specific security selections. [“as well as” should be “and” so you

get “...changes in both asset class allocations and specific security selections.”]




Get an outside opinion—perhaps two or three.

Ask someone from outside the firm (preferably not one of your attorneys) to critique your
brochure. You may think that everything is clear and unambiguous because you know
the firm’s history, the industry vocabulary, and the nuances of your strategies. An
outsider can read a passage and give you a logical interpretation that may be absolutely
wrong, ask questions that show you where the holes are in your story, and point out
sentences that the average person would need to read three or four times to comprehend.
It is always an unexpected revelation for my clients when I point out things that insiders

think are perfectly plain but that actually are unintelligible to the rest of us.

After you revise the brochure based on the outsider’s comments about content and clarity,
give the document to a second person (and even a third) for basic proofreading. Ask the

proofreader to look for:

¢ Extraneous words (these may occur when you write, or you may have forgotten to

delete something when you edited);

¢ Real words (so they won’t jump out at you as errors) that aren’t the right word (say,

“valve” rather than “value”);
¢ Repetition (“Also, the Advisor also....”);
¢ Sentences that are too long and should be broken into two or three;

¢ Inconsistent usage (you refer to “XYZ Advisors” in one paragraph and “the Firm” in

the next);

¢ Awkward transitions between paragraphs that could be fixed by adding subheaders or

better opening sentences;

¢ Incorrect cross references (for example, you changed the name of a header, but didn’t

change an internal cross-reference to that section); and

¢ Unnecessary defined terms.



These longer examples will tie together many of tips you just read.

Original

When recommending a broker/dealer, BC will attempt to minimize the total cost for all
brokerage services paid by the Client. It may be the case that the recommended broker
charges a higher fee than another broker charges for a particular type of service, such as
commission rates. Clients may utilize the broker/dealer of their choice; and they have no
obligation to purchase or sell securities through such broker as BC recommends. BC has
adopted a policy on selecting brokers and dealers which requires that “best execution,”
adherence to fiduciary duty and compliance with the law are paramount considerations in
selecting a broker or dealer to effect transactions for Client accounts. BC must seek to
obtain “best execution” which means BC must evaluate the total cost (in purchasing a
security) or highest total proceeds (in selling a security), taking into account the
circumstances of the transaction and the reputability and reliability of the executing
broker or dealer among other things. Best execution does not necessarily mean the
lowest cost, therefore BC considers all factors that it deems relevant to the broker’s or
dealer’s execution capability, including, for example, price, the size of the transaction,
the nature of the market for the security, the amount of the commission, the timing of the
transaction in light of market prices and trends, the reputation, experience and financial
stability of the broker or dealer, and the quality of service rendered by the broker or

dealer in other transactions.

Major problems:
¢ Large block of text.
¢ Poorly organized and repetitive.
¢ The definition of “best execution” is buried.
¢ Impersonal (written by “BC” for “Client”).
¢ Two verbs (adhere and comply) were turned into nouns.
Solutions:
¢ Eliminate the repetition and place the remaining information in a logical order.

¢ Break the text into several digestible paragraphs.



¢ Use personal pronouns (“we” and “you”).

Better

Clients may utilize the broker/dealer of their choice. We will make recommendations,

but you have no obligation to execute trades through our recommended broker/dealers.

We look at many things when we select brokers and dealers. We attempt to minimize the
total cost for all brokerage services paid by our clients, but the broker/dealers we
recommend may not offer the lowest fees or commission rates available. Instead, we

focus on obtaining “best execution.”

Best execution does not necessarily mean the lowest cost. Rather, it means the best total
cost (in purchasing a security) or highest total proceeds (in selling a security), taking into
account several factors, such as:

¢ the reputation, reliability, execution capability, experience, and financial stability
of the executing broker or dealer;
the price of the security;
the size of the transaction;
the nature of the market for the security;
the commission amount;

the timing of the transaction in light of market prices and trends;

® & & o oo o

and the quality of service rendered by the broker or dealer in other transactions.

We also require broker/dealers that effect transactions for our client accounts to adhere to

their fiduciary responsibilities and to comply with all applicable laws.



Original

ABC may act as investment manager to numerous accounts. ABC may give advice and
take action with respect to any Client account or for its own account, or the account of its
officers, directors, employees, members or agents, that may differ from action taken by
ABC on behalf of other accounts. ABC is not obligated to recommend, buy or sell, or to
refrain from recommending, buying or selling any security that ABC or its officers,
directors, employees, members or agents, may buy or sell, directly or indirectly, for its or
their own accounts or for any other account ABC manages. ABC is not obligated to
refrain from investing in securities held in the accounts it manages except to the extent

that such investments violate the Code of Ethics adopted by ABC.

From time to time, access persons of ABC or its affiliate may have interests in securities
owned by or recommended to Clients. ABC may purchase or sell for its advisory
accounts securities of an issuer in which ABC, its affiliate or their access persons also
have a position or interest. As these situations may represent a potential conflict of
interest, ABC has implemented procedures relating to personal securities transactions and

insider trading that are designed to prevent actual conflicts of interest.

Major problem:
¢ The focus of the disclosure (potential conflicts of interest and how they are

managed) is lost in a sea of (repetitive) words.

Solutions:
¢ Trim the language.

¢ Give concrete examples using personal pronouns to illustrate the point.

Better
We act as investment manager to numerous accounts, and the recommendations we make
may differ from client to client. We may sell a security for your account at the same time

we are buying the same security for another client.

Similarly, the actions we take with respect to ABC’s own trading accounts, and the

actions our officers, directors, employees, and other affiliates may take with respect their



personal trading accounts, may differ from the actions we take or recommend for
particular clients. We may purchase a security for your account at the same time one of
our officers is selling the same security. These transactions may present a conflict of
interest. However, neither ABC nor any of its individual officers, directors, employees,
or affiliates is obligated to refrain from making personal trades in securities that are held
in the accounts we manage for clients unless such transactions violate our Code of Ethics.
The Code of Ethics includes procedures relating to personal securities transactions and

insider trading that are designed to prevent conflicts of interest.



Original

SGM has been retained as an investment manager under a number of wraparound fee or
so called “Wrap-fee” arrangements sponsored by certain unaffiliated broker-dealers (the
“Program Sponsors’). The list of Program Sponsors includes, but is not limited to:
Salomon Smith Barney, B.C. Zeigler, FSC Securities, Lockwood Financial Services,

PaineWebber and Pershing.

Under typical wrap-fee arrangements, the Program Sponsors may recommend that a
client retain SGM as an investment advisor, pay SGM’s advisory fee on behalf of the
client, monitor and evaluate SGM’s performance, execute the client’s portfolio
transactions without commission charges, and provide custodial services for the client’s
assets. All of these services are generally provided for a single fee paid by the client to

the Program Sponsor.

In cases where SGM is retained under a so-called “wrap-fee” arrangement, the client
should realize that SGM does not negotiate the brokerage commissions for the execution
of transactions in the client’s account. Such commissions are usually included in the
wrap-fee, along with fees for SGM’s investment advisory service, custodial services,

performance monitoring performed by the broker-dealer, and other services.

In wrap-fee arrangements, trades are generally executed at the broker-dealer at which the
account is held in custody and with which the client has entered the wrap-fee
arrangement. In such cases SGM is not free to see the best price and execution for the
client. Therefore, no assurance can be given that SGM will be able to obtain the best

price or execution for clients whose accounts are subject to wrap-fee arrangements.

Clients who enter into wrap-fee arrangements should satisfy themselves that the broker-
dealer offering the wrap fee arrangement is able to provide adequate price and execution
of transactions. Clients who enter into wrap-fee arrangements should also be aware that
the total fee charged by the broker-dealer (the single overall or “wrap” fee) may exceed
the alternative total fees for brokerage, custody, and other services if the client were to

negotiate such fees separately.



The annual fee paid by the client to the wrap-fee Program Sponsor will generally be in
the range of 1%-3% of the client’s assets under management. Under the sub-advisory
agreement, the Program Sponsors pay SGM a fee for its advisory service, which usually

ranges from 0.45%-1% of the assets managed by SGM.

In evaluating wrap-fee arrangements, clients should be aware that brokerage costs are not
negotiated nor controlled by SGM. Transaction and custodial fees are generally included
in the wrap-fee. SGM may execute transactions for wrap-fee clients through the Program
Sponsor because the wrap-fee arrangement covers brokerage commissions effected
through the Program Sponsor. SGM may be able to obtain superior execution for clients
not in wrap-fee programs through other brokers, especially in foreign and non-listed
securities. Therefore, clients in wrap-fee programs may be disadvantaged in some

circumstances relative to other clients of SGM who are not in wrap-fee programs.

Major problems:
¢ The repetition makes the disclosure longer and more complicated than it needs to
be.
¢ There may be times that you provide a list and you need to emphasize that it does
not include every conceivable possibility (“including, but not limited to...”). I
don’t think offering the names of wrap arrangement sponsors is one of those

times.

Solutions:
¢ Clean up the language (I reduced the disclosure by over 200 words without losing
any useful content).
¢ Say everything once in a logical order.

¢ Use bullets to emphasize the important client considerations.

Better
SGM has been retained as an investment manager under a number of wraparound fee or
so-called “wrap-fee” arrangements sponsored by certain unaffiliated broker-dealers, or

“Program Sponsors.” We work with many Program Sponsors, including Salomon Smith



Barney, B.C. Zeigler, FSC Securities, Lockwood Financial Services, PaineWebber, and

Pershing.

Under a typical wrap-fee arrangement, the client pays a single fee to the Program
Sponsor. In exchange for that fee, the Program Sponsor recommends that the client
retain SGM as an investment advisor, pays our advisory fee on behalf of the client,
monitors and evaluates our performance, executes the client’s portfolio transactions
without commission charges, and provides custodial services for the client’s assets.
Because the Program Sponsor bundles these services together, we do not negotiate the
brokerage commissions for transactions in the client’s account, nor can we guarantee that

wrap-fee clients will receive the best price or best execution.

The annual fee to a wrap-fee Program Sponsor generally will range from 1% to 3% of
assets under management. As a sub-advisor, SGM typically receives between 0.45% and

1% of the assets we manage.

If you are considering a wrap-fee arrangement with SGM as sub-advisor, you should
understand these points:
¢ It is your responsibility to confirm that the Program Sponsor is able to provide
adequate pricing and execution of transactions;
¢ The fee charged by the Program Sponsor may exceed the fees you would have
paid for brokerage, custody, and other services if you were to negotiate such fees
separately; and
¢ Because we may be able to obtain superior execution from other brokers for
clients who are not in wrap-fee programs, our other clients may get better results
in certain circumstances (particularly in transactions involving foreign and non-

listed securities) than you do.



