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Material Changes

Annual Update

Cornerstone Investment Management & Consulting, LLC is providing this information as
part of our annual updating amendment which contains material changes from our last
annual update. This section discusses only material changes since the last annual
update which most recently occurred on 3/31/2011.

Material Changes since the Last Update

As part of the Dodd-Franks legislation advisors with assets of less than $100 million (so
called “mid-sized” advisors) will transition in registration from the US Securities and
Exchange Commission to the respective States. Cornerstone Investment Management
& Consulting, LLC is one of the advisors affected by this change and will be transitioning
its registration from the SEC to the States in 2012.

Full Brochure Availability

The Firm Brochure for Cornerstone Investment Management & Consulting, LLC is
continuously available on the company’s website at www.investwithcornerstone.com
or by contacting the company at the contact information provided on the cover of this
document.

2 I Cornerstone Investment Management & Consulting, LLC.


http://www.investwithcornerstone.com/

Table of Contents

Y YT ] g o =TSP 2
F AN o[V T T B U 1T =1 oS UU 2
Material Changes since the Last Update.......cceeiiiciiiiiiiiiii et 2
FUll Brochure AVailability.......ccueee oot e e e e e s sbee e s e b 2

AQVISOTY BUSINESS ..vviieiuiiieeiiiiieeeiiteeeeitteeesetteeeesettteeeseataeeesastaeeesstaeessastaeeesastasessassaeessnssaeessansasassnnes 6
FIrN DS O PTION L aannaan 6
PrINCIPAl OWNEIS.....eiiie ettt e e e e rte e e e e ebte e e e e bt e e e s ebteeeeebteeeeeabeeeeesasteeeesnseeeeennrenas 6
TYPES OFf AQVISOIY SEIVICES .neviiieiiiiiie ettt e s st e e s bee e e e sbae e e s sbeeeessabaeesennreeas 6
Tailored RelatioNShiPs ....uviii i e e e e sbee e e e s e e s e sbee e e e naraeas 7
AT oI =Tl o o =4 =] 4 YN 7
ClIENT ASSEES ..ttt b e s b e sae e st e s bt e bt e bt e bt e s be e s ae e eat e et e e beenbeesaeesane e 7

TSI Ya o I @) s o] oY= g 1Y 1 d o o H 7
D= of o) of [0 N 7
T =111 o= PP 7
OENEE FEES ettt ettt ettt ettt e sat e s bt e e s ab e e st e e s bt e e s beesabeeenbe e s beeenabeesabeesbaeesareenn 8
FEES Paid iN AQVANCE ..ottt ettt sttt s bttt esbe e e sabe e sabeesneeesabeeeane 8
Fi¥o o i uTo] o F=1 M@oY 0] 01T 0 = o) o SRR 8

Performance-Based Fees & Side-by-Side ManagemeNnt........cccueeeeciieeeeciiieeecciiee et eaee e 8
Sharing of Capital Gains or Capital ApPreciation .........cccceecciieeeccieee e 8

BT e TSE3e ) O 11T o | U 8
DESCIIPLION Leeiiieiiiiiieee ettt e e e e s st e e e e e e s s s bbbt e e eeeesssaabbbaeeeeeseasanbabaaeeeesensanrenes 8
ACCOUNT IMIINIMIUMS ettt ettt st e e et e e st e e e s aare e e s sabee e s saareee s snreeesenreeessnreeas 8

Methods of Analysis, Investment Strategies and Risk Of LOSS.......cccueeveciiieieiciieeeccieee e 9
V=34 aTeTe Eo) B AN a ¥ | YA LU 9
INVESTMENT SEratRGIES. .. eeiiiieiiee ettt e e e e s st e e s s bee e e s sneeeeseanee 10
RISK OF LOSS ..ttt sttt ettt st sttt e sr e sre e seeesaeesneereesneesnee e 11

DI IYel [ o] T e =Y YA N2 (o] 21 =1 o) o PO UUR 12
Legal and DiSCIPIINAIY .....uviii et e et e e e et e e e e e bt e e e e ebte e e eebeaeeeeabaeeeeesaneeeannes 12
Criminal OF CiVil ACTION ...ttt st ettt sbe e sae e st st ebe e 12

3 I Cornerstone Investment Management & Consulting, LLC.



AdMINIStrative ProCeEAING .....cevii it e e e e et re e e e e e s e anareaeeeas 12

Self-RegUIatory ProCEEAING ..cccci ittt e e e e e e e e ra e e e e e e e e e nnneeaeeeas 12
Other Financial Industry Activities and Affiliations ..........ccoveiieiiiee i 13
Broker-dealer or Registered REPresentative........ccuveeeccuiieeiiiiiie et e e 13

Futures Commission Merchant, Commodity Pool Operator, Commodity Trading Adviser or

ASSOCIALEA PEISON ...oiiiiiiiiieiiee ettt ettt sttt ettt e bt e e st e e be e e smteesabeeesaseesareesaneeesareeenne 13
Material Relationships or Arrangements with Financial Industry.........ccccccoveiieiiniiiininiiiennnne 13
Recommend or Select Other Investment AdVISErs .........coceeiiriieiieieeneenee e 13
Code of Ethics, Participation or Interest in Client Transactions and Personal Trading................. 14
COAR OF ELNICS ittt ettt st sttt e b e sbe e sae e st s b e ennes 14
Recommend Securities with Material Financial Interest ..........ccoceeriiiiiiienieineeeeeeeeeee 17
Invest in Same Securities Recommended t0 ClIeNts ........ocveeriiieriieniieeieeeee e 17
Personal Trading POIICIES.....c.cuuiiiieiiee ettt et e e e et re e e e ebae e e e e bae e e s eraeeeeennes 17
2o Y T - =Ll - [ 4 oL PR UR 18
Selecting BroKEIrage FilMS .....uiii ettt ettt ettt e e tee e e e etre e s e te e e s eeabae e e eataeesesabaeeeenreeas 18
Research and SOft DOIIArS. ........ciiiiiiiiieeeeeee ettt st esbee e sanee s 18
Brokerage for Client REFErrals .......cviii i e e 18
DiIrECtEA BrOKEIAZE. . eiiiitiiee ittt ettt ettt e sttt e sttt e e e st te e e e s bte e e s s bteeeesbeeeeesabeneessseaeesansaneessnses 18
(O] o [T a1 Yed = Y=Y (o o SRR 19
REVIEW Of ACCOUNTS ..ttt ettt st st sttt e b e bt e sbeesbeesate et e ebeenbeesbeesaeenas 19
PErIOTIC REVIBWS. ..cutiieieiie ettt ettt ettt st st e b e bt e s b e e sbe e satesabeebeenbeesbeesaeenas 19
REVIEW TTIZEOIS «nneieiiitiiiti ettt ettt et e e s sttt e e e e s s sttt e e e e s e sssabtbaeeeesssssasnrasaaaeessssnnsnrenes 20
T UL Yl 20T oo o PSP 20
Client Referrals and Other COmMPENSAtION .....cccuiieiiiiiee e 21
ECONOMIC BENETIES ...ttt st st sbee 21
Third Party SONCITOIS ....uveeeiiiiee ettt e e et e e et e e e et e e e e eate e e e eateeesenteeeeennees 21
LOTU T o o 1Y USSR 21
(OIS oY« 1V 2SRRI 21
CUSTOMIANS .ttt et et b et s et et et e e bt e s bt e sbeesenesanesan e e r e e neesmeesanes 21
Custody —Debiting Investment Management FEE........uuiiviiiiiiciiee et 21
ACCOUNT STALEMENTS ..t e s 22
INVESTMENT DISCIETION e s e e s 22

4 I Cornerstone Investment Management & Consulting, LLC.



Discretionary Authority for Trading .........ueeeiiii oo e 22

Limited POWET Of AtLOINEY .. .uuiiiiiiee ettt e e e e e e e setra e e e e e e e sebnaaeeeeeeseennnnnns 22
VoY ] o= @ =T oL A Y Yol UL A =TSSR 22
o) VY Lo T o =31 xo oY PSRNt 22
FINancial INfOrmMation ........oocuieiiiie ettt sttt b e s e e e 24
PrEPaYMENTt Of FEES...cii ittt s bt e e s st e e e s sbte e e s e bteeessreeeeenanee 24
FINANCIal CoONAITION ...eiiiiieiiie ettt st st sar e e s bee e sanee s 24
2 0] (0] o1 oY 2SRRI 24
Other INFOrMAtiON ..coueeiieeeee et sttt ettt e b e s b s st s e e beenes 24
PrIVACY POLICY ..tviieieiiiee ettt e e e et e e e e e bt e e e e e bt e e e e sbtaeeesbtaeeeesaaeeeasteeeennnes 24
BUSINESS CONTINUILY Plan ..oooieiiiie ettt ettt e e e tre e e e e bae e e s e bae e e s ebaeeeeennes 25

5 I Cornerstone Investment Management & Consulting, LLC.



Advisory Business

Firm Description

Cornerstone Investment Management & Consulting, LLC. is an independent, privately
owned investment firm, founded in 2003, registered with the Securities and Exchange
Commission (SEC). Cornerstone is based in Daphne, Alabama on the Eastern Shore of
Mobile Bay. The firm offers clients investment advisory service as an acknowledged
fiduciary on both a discretionary and non-discretionary basis. The firm offers
Investment Management, Investment Consulting, and Retirement Plan Sponsor Advisory
Service. The firm serves individuals, trusts, foundations, endowments, and employer
sponsored retirement plans.

Principal Owners

Mark E. Davidson, CFA, Principal, Founder 50%
Scott M. Koser, CFA, Principal, Founder 50%

Types of Advisory Services

Cornerstone offers clients various levels of service based on client’s individual need: An
hourly service the registrant terms Investment Consulting, a traditional fee for service
termed Investment Management and shared discretionary service for retirement plan
sponsors termed Retirement Plan Sponsor Advisory Service.

Investment Consulting

Investment Consulting is a flat hourly service to assist with specific solutions to finance
and/or investment related questions. With this service we serve as a coach/mentor and
do not transact for the client and have no investment discretion, but assist them with a
“to do” list to accomplish the solution provided. This service is most appropriate for
clients with investable assets of $0-5100,000. Our hourly rate is also appropriate for
plan sponsors, fiduciaries, trustees, etc. to engage us on a project-oriented basis to
provide reporting, analysis or reviews of portfolios, investment plans, and other items
clients might require.

Investment Management

Investment Management is our active, ongoing discretionary investment management
of client investment assets. We offer a full spectrum of asset allocations based on the
client’s unique goals and particular risk tolerance. Typical asset allocations range from
long-term capital appreciation (Growth) to principal value protection (Conservative
Income).

Retirement Plan Sponsor Advisory Service
Retirement Plan Sponsor Advisory Service is the registrant’s platform to provide
sponsors of 401k and similar employer sponsored retirement plans advice as to the
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nature and composition of the investment options within their respective plan. This
service offering is new as of 3/31/2009. This is service that is neither fully discretionary
nor without some discretion and the registrant considers it to be an experimental
product offering. Additional disclosures and amendments to this and other regulatory
documents required by this offering will be made as necessary.

Tailored Relationships

Cornerstone offers clients custom investment solutions based on their individual and
unique needs. Cornerstone clients are allowed to impose restrictions on the
investments in their account under our management. Cornerstone may accept any
reasonable limitation or restriction on the account placed by the client. All limitations
and restrictions placed on accounts must be in writing as defined by our investment
management agreement.

Wrap Fee Programs

Cornerstone does not offer or participate in any wrap fee programs and has nothing to
disclose related to this item.

Client Assets

As of 12/31/2011, client accounts totaled 135 with assets under management of
$58,703,878.18 exclusive of $752,420.0 non-discretionary assets held within
discretionary accounts. Cornerstone served a small number of clients on an hourly
investment consulting basis and Retirement Plan Sponsor Advisory Service in 2011.

Fees and Compensation

Description

Investment consulting fee is at an hourly rate of $150. Investment Management fee is
1.10% for the first million in assets under management and .90% for assets in excess of
one million. For Retirement Plan Sponsor Advisory Service the standard management
fee for this service is .30% of assets under management.

Fee Billing

Investment consulting is invoiced to the client after service is provided. Compensation
for Investment Management and Retirement Plan Sponsor Advisory Service is payable
qguarterly after service is provided and may be deducted from the account under
management if the client provides authorization.

For all levels of service provided, rates are non-negotiable, and the standard fee
schedule will be used except in extraordinary circumstances. All accounts are
terminable within 30 days of written notification provided to the registrant.
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Other Fees

Clients, through the custodian that they select to provide custody of their account will
be subject to commissions and other fees that should be duly disclosed by the
custodian. Cornerstone Investment Management & Consulting, LLC has no economic
participation in any commission or fee charged by the custodians or investment
vehicles. Certain investments such as mutual funds or exchange-traded funds charge
management fees in addition to the management fee charged by Cornerstone.

Fees Paid in Advance
No investment advisory fees that Cornerstone charges are billed or paid in advance

Additional Compensation

Registered investment advisers are required to disclose all material facts regarding any
additional compensation. Cornerstone works solely for the investment fees charged by
the firm to the respective client and not a commission or third party fee.

Performance-Based Fees & Side-by-Side
Management

Sharing of Capital Gains or Capital Appreciation

Registered investment advisers are required to disclose all material facts regarding any
sharing of gains or capital appreciation. As Cornerstone does not share gains or capital
appreciation, it has no information applicable to this item to disclose.

Types of Clients

Description

Clients are represented by individuals, trusts, foundations, endowments, and employer
sponsored retirement plans.

Account Minimums

Investment consulting has no minimum. The minimum account size for investment
management is $50,000 per account or series of accounts the registrant deems to be
related. The minimum investment management fee for clients after engaging the
registrant is $1500 per annum or $375 quarterly. Investment management accounts
may be householded and shareowners in the registrant may receive a discount from the
standard fee schedule, solely at the discretion of the registrant. While the Retirement
Plan Sponsor Advisory Service has no stated minimums this service is offered at a low
fee. The minimum account for retirement plan advisory service will be solely at the
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discretion of the advisor on a select and case by case basis. As such the plan must be of
a size or be growing at such a rate that can justify the time and expense involved.

Methods of Analysis, Investment
Strategies and Risk of Loss

Methods of Analysis
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Cornerstone uses macroeconomic research, security selection, and long-term theme to
drive investment research and to identify and research attractive investments for client
portfolios. This top down (macro economy) and bottom up (security specific)
methodology allows for a very broad range of investments across countries, economic
sectors, and individual companies.

Macro economy

Within the quantitative method of analysis the firm leverages off of data and computing
power to systematically analyze hundreds of data points on a daily, weekly, monthly or
quarterly basis. Data points run the gamut from home prices in San Diego, Ca to the
yield on US Treasuries. Sources of data include subscription only data services such as
Capital 1Q, Morningstar and Dismal.com and public domain sources such as
Bloomberg.com, Yahoo Finance, and Federal Reserve Economic Database.

Thematic

Thematic is best described as the “common theme” that holds a group of investments
or investment ideas together. Thematic might arise from reading (i.e. a book,
periodical, white paper), a research trip (i.e. 16 days traveling across China) or simply fall
out of the other two methods. For example, one theme from the recent past is that
China’s external demand for natural resources has driven commodity prices higher.
Another theme might be that health care reform has left some pharmaceutical
companies undervalued due to uncertainly of the implementation of health care reform.

Security Selection

Security selection is where macroeconomic analysis and the long term thematic meet.
At the first level quantitative analysis allows us to “cull the heard” to a limited number
of target investments to focus our research efforts on. For example, on a monthly basis
we utilize capital 1Q to screen a universe in excess of 30,000 companies to a workable
list of 5-15 stocks to do focused research on. The same general concept would be true
for Exchange Trade Funds, Bonds or investments in international markets. The next
level is qualitative focused on the specifics of the security in question. Some examples
of qualitative are as follows: What is the competitive position? What the margin of
safety? The catalyst to realize the value we foresee? Who else owns it? Why? How
long has it been out of favor? Why?

Investment Strategies

Cornerstone manages a broad range of investment categories for client portfolios from
Conservative Income (principal protection) to Aggressive Growth (capital gains). These
strategies utilize the top down/bottom up analysis from the methods above to target
securities with attractive characteristics.
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Client specific investment strategies are governed by the investment policy statement
(IPS) for the client account. The investment policy spells out the purpose of the
account, the asset allocation range, the goal of the account and the benchmark to which
the account will be compared. Accounts of similar objectives are typically grouped
together into similar categories.

For example, a typical Grown+Income (balanced account) account would hold a
diversified mix of equity investments, fixed income investments and short-term
investments. Equity investments typically include common stocks, domestic equity
exchange traded funds (ETFs), international common stocks and international exchange
traded funds. Fixed income investments typically include bonds, preferred stocks,
Certificates of Deposit and fixed Income ETFs. Short-term investments may include
cash, money market and FDIC insured deposits.

Our disciplined approach to managing accounts is focused on the client, their
experience, expectations, and risk tolerance. Accounts may share similar investments,
but each account is a custom portfolio for that client.

Risk of Loss

As with any marketable securities investment there is a risk of loss and any security
invested in could lose part or all of its value. We manage risk within a portfolio context
with asset allocation so as to calibrate the overall portfolio risk to the client’s risk
tolerance. Risks may include but are not limited to:

e Interest-rate Risk: Fluctuations in interest rates may cause investment prices to
fluctuate. For example, when interest rates rise, yields on existing bonds become less
attractive, causing their market values to decline.

e Market Risk: The price of a security, bond, or mutual fund may drop in reaction to
tangible and intangible events and conditions. This type of risk is caused by external
factors independent of a security’s particular underlying circumstances. For example,
political, economic and social conditions may trigger market events.

e Inflation Risk: When any type of inflation is present, a dollar today will not buy as
much as a dollar next year, because purchasing power is eroding at the rate of inflation.
e Currency Risk: Overseas investments are subject to fluctuations in the value of the
dollar against the currency of the investment’s originating country. This is also referred
to as exchange rate risk.

* Reinvestment Risk: This is the risk that future proceeds from investments may have to
be reinvested at a potentially lower rate of return (i.e. interest rate). This primarily
relates to fixed income securities.

» Business Risk: These risks are associated with a particular industry or a particular
company within an industry. For example, oil-drilling companies depend on finding oil
and then refining it, a lengthy process, before they can generate a profit. They carry a
higher risk of profitability than an electric company, which generates its income from a
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steady stream of customers who buy electricity no matter what the economic
environment is like.

e Liquidity Risk: Liquidity is the ability to readily convert an investment into cash.
Generally, assets are more liquid if many traders are interested in a standardized
product. For example, Treasury Bills are highly liquid, while real estate properties are
not.

e Financial Risk: Excessive borrowing to finance a business’ operations increases the risk
of profitability, because the company must meet the terms of its obligations in good
times and bad. During periods of financial stress, the inability to meet loan obligations
may result in bankruptcy and/or a declining market value.

Disciplinary Information

Legal and Disciplinary

Registered investment advisers are required to disclose all material facts regarding any
legal or disciplinary events that would be material to your evaluation of Cornerstone or
the integrity of our management. Cornerstone has no information applicable to this
item to disclose.

Criminal or Civil Action

Registered investment advisers are required to disclose all material facts regarding any
legal or disciplinary events that would be material to your evaluation of Cornerstone or
the integrity of our management. Cornerstone has no information applicable to this
item to disclose.

Administrative Proceeding

Registered investment advisers are required to disclose all material facts regarding any
legal or disciplinary events that would be material to your evaluation of Cornerstone or
the integrity of our management. Cornerstone has no information applicable to this
item to disclose.

Self-Regulatory Proceeding

Registered investment advisers are required to disclose all material facts regarding any
legal or disciplinary events that would be material to your evaluation of Cornerstone or
the integrity of our management. Cornerstone has no information applicable to this
item to disclose.
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Other Financial Industry Activities and
Affiliations

Broker-dealer or Registered Representative

As we do not serve clients in this capacity Cornerstone has no information applicable to
this item to disclose.

Futures Commission Merchant, Commodity Pool Operator, Commodity Trading
Adviser or Associated Person

As we do not serve clients in this capacity Cornerstone has no information applicable to
this item to disclose.

Material Relationships or Arrangements with Financial Industry

For the following list we do not serve clients in this capacity Cornerstone has no
information applicable to this item to disclose.

1. broker-dealer, municipal securities dealer, or government securities dealer or broker
2. investment company or other pooled investment vehicle (including a mutual fund,
closed-end investment company, unit investment trust, private investment company or
“hedge fund,” and offshore fund)

3. other investment adviser or financial planner

4. futures commission merchant, commodity pool operator, or commodity trading
advisor

5. banking or thrift institution

6. accountant or accounting firm

7. lawyer or law firm

8. insurance company or agency

9. pension consultant

10. real estate broker or dealer

11. sponsor or syndicator of limited partnerships.

Recommend or Select Other Investment Advisers

As we do not serve clients in this capacity Cornerstone has no information applicable to
this item to disclose.
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Code of Ethics, Participation or Interest
in Client Transactions and Personal
Trading

Code of Ethics

The following is the text from our most recent Code of Ethics that we have adopted. We
will provide a copy of our Code of Ethics to any client or prospective client upon request.

Section 1
Prohibited Acts, Practices and Course of Business- General

The Investment Company Act of 1940 makes it unlawful for any director, officer or
advisory employee of CORNERSTONE INVESTMENT MANAGEMENT & CONSULTING, LLC
in connection with the purchase or sale of a security held or to be acquired by advisors
clients:

1. To employ any device, scheme or artifice to defraud the advisor’s client;

2. To make to the advisor’s clients any untrue statement of a material fact or omit
to state to the advisor’s clients material fact necessary in order to make the statements
made, in light of the circumstances under which there are made, not misleading;

3. To engage in any act, practice, or course of business which operates or would
operate as a fraud or deceit upon the advisor’s clients; or

4, To engage in any manipulative practice with respect to the advisors’ clients.

Section 2
Duty of Employees

All employees of CORNERSTONE INVESTMENT MANAGEMENT & CONSULTING, LLC have
an implicit duty to:

1. Comply with all applicable Federal Securities Laws.
2. Report failure to comply with this code of ethics to the Chief Compliance Officer.
3. Provide personal holding statements per section 5.
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Section 3
Prohibitions

No director, officer or advisory employee of CORNERSTONE INVESTMENT
MANAGEMENT & CONSULTING, LLC shall purchase or sell any security, in any account in
which they have a beneficial interest, which to his or her actual knowledge at the time
of such purchase or sale:

1. Is being considered of purchase or sale by the advisor’s clients; or
2. Is being purchased or sold by the advisor’s clients.
Section 4

Special or Exempt Transactions

It is required for all access persons to obtain express written approval prior to investing
in an initial public offering (“IPO”) or private placement.

The prohibitions in Section 3 shall not apply to:

1. Qualified personal transactions. Cornerstone has an institutional goal of aligning
our interests with our clients, and we intend and expect to own the stocks, bonds,
mutual funds, and exchange-traded funds that Cornerstone finds attractive for client
accounts. The difficulty with this goal is to avoid front-running clients and/or the
appearance of front-running client accounts. To that end, all reporting employees will
be considered compliant with personal trading policies and procedures if they refrain
from purchase or sale of securities within 5 business days prior or 2 business days
following client transactions for the same securities or if the trade is “blocked” with
client transactions for the same securities.

2. Any securities transaction or series of related transactions, involving 500 shares
or less in the aggregate, if the issuer has a market capitalization greater than $250
Million; or

3. Purchases or sale for which the person has received prior approval from Chief
Compliance Officer. Prior approval shall be granted only if a purchase or sale of
securities is consistent with the Investment Company Act of 1940 and rules there under.
To illustrate, a purchase or sale shall be considered consistent with those purposes if
such purchase or sale is only remotely potentially harmful to the advisor’s clients
because such purchase or sale would be unlikely to affect a highly institutional market,
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or because such purchase or sale is clearly not related economically to the securities
held, purchased or sold by the advisor’s clients.

Section 5
Reporting

Every director, officer or advisory employee must report certain information about each
transaction by any such person who acquires any direct or indirect beneficial ownership
of a security.

Each such person must submit the report required by this Section to the Chief
Compliance Officer no later than 30 days after the end of the calendar quarter in which
the transaction to which report relates was effected. A report must contain the
following information:

1. The date of the transaction, the title and the number of shares, and the principal
amount of each security involved;

2. The nature of the transaction (i.e.; purchase, sale or other equation or
disposition);

3. The price at which the transaction was affected; and

4, The name for the broker, dealer or banks with or through whom the transaction
was affected.

For purposes of this Section 5 the term “security” shall not include Government
Securities, banker’s acceptances, bank certificates of deposit, commercial paper, and
shares of registered open-ended investments companies.

A person will be deemed to have complied with requirement of this Section 5 by causing
duplicate monthly brokerage statements on which all transactions required to be
reported hereunder are sent to the Compliance Officer or attention compliance at the
companies mailing address.

New employees must provide an annual statement within 10 days of being notified that
they are deemed an access person.
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Section 6
Sanctions

Upon discovering that a person has not complied with the requirements of this Code
there is an explicit requirement that such a violation be reported to the Chief
Compliance Officer and that, CORNERSTONE INVESTMENT MANAGEMENT &
CONSULTING, LLC may impose on that person whatever sanctions it deems appropriate,
including, among other things, censure, suspension or termination of employment.

Section 7
Confidentiality

All information obtained from any person hereunder shall be kept in strict confidence,
except that reports of securities transactions hereunder will be available to the
Securities and Exchange Commission or any other regulatory or self-regulatory
organization to the extent required by law or regulation.

Section 8
Further Information

If any person has any question with regard to the applicability of the provisions of this
Code generally or with regard to any securities transaction or transactions he or she
should consult the Chief Compliance Officer. Reporting from section 5 is subject to
review by the Chief Compliance Officer.

Recommend Securities with Material Financial Interest

As we do not serve as general partner for a limited partnership, nor sponsor any private
funds Cornerstone has no information applicable to this item to disclose.

Invest in Same Securities Recommended to Clients

Cornerstone recognizes that this is a potential conflict interest and has addressed the
situation in the code of ethics presented above.

Personal Trading Policies

Cornerstone recognizes that this is a potential conflict interest and has addressed the
situation in the code of ethics presented above.
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Brokerage Practices

Selecting Brokerage Firms

Cornerstone Investment Management & Consulting, LLC, through language within our
discretionary investment management agreement, may be given full discretionary
authority to determine the nature and amount of securities bought and sold for a client
account, as well as the broker through which the transaction will be handled, and the
commission rate to be paid. We may transact away from a custodian broker, so called
“trade away” and pay both a negotiated rate to the executing broker and the custodian
broker.

Among the items we may consider in recommending brokers or allocating brokerage are
the broker’s execution capabilities, reputation, access to capital markets, negotiated or
published commission rates, and the ease of administration, and services they may
provide our client, (such as on-line access, email confirms, etc.), all consistent with the
concept of “best execution”.

Research and Soft Dollars

We do not, nor do we anticipate transacting with a broker for research credits or
subscriber data feeds (so-called “soft dollar” transactions) and any and all research or
data we receive from any and all brokers will be research or data that they share with
investment managers transacting with them in the normal course of business. (By way
of example, full service brokers typically forward their research on a stock

purchased for your client accounts by them, often unsolicited.)

Brokerage for Client Referrals

As we do not utilize this method to gain client referrals Cornerstone has no information
applicable to this item to disclose.

Directed Brokerage

In limited circumstances a client may come to us with a preference for a particular
broker and/or an existing relationship, if the client personally requests we continue to
business with the existing broker, we will oblige. Requests by clients for directed
brokerage may negatively impact the trading and opportunity costs of those clients,
which may affect the registrant’s ability to obtain best execution for those clients.

For the majority of our clients we will recommend a broker to serve as independent
custodian to hold the client’s securities, as well as effect securities transactions for the
account. In general, since clients are receiving investment guidance from us for a fee,
we will refer them to discount brokers, but may, in certain cases transact with full
service brokers at a negotiated rate, for benefit of the client.
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Order Aggregation

In general, transactions for client accounts will be placed separately, unless
circumstances provide that we are buying or selling a large quantity of the same security
across numerous accounts.

We may, but are not obligated to, “block” orders in order to effect a more efficient
transaction, average said executions, and apply them ratably to client accounts in
proportion to the amount of the order placed. In the event that a block order receives a
partial execution, the partial order will be ratably applied after taking into account the
total commission to the client based on the total order, for the client’s benefit. As such,
round lots will be emphasized. (By way of example, multiple executions to achieve 100
share account level order may be uneconomic versus a single execution for the
minimum commission)

Single or block orders may be placed for a limited number of clients within special
circumstances including but not limited to:

1. Client requested transactions

2. A new client with a “catch up trade” to purchase securities existing accounts
already own.

3. An account holding too much cash relative to the registrants target cash
position.

4, An account holding too little cash relative to the registrant’s target cash position.
5. An account that differs from the registrants target equity, fixed income or

international allocation.

As such, within the above, some block orders may not be ratably applied so as to
accomplish 1-5 above, for benefit of the client.

Review of Accounts

Periodic Reviews

For hourly Investment Consulting clients, reviews will be at the time of their
engagement of the firm, and other such times that they might require, at the client’s
sole discretion. Reviewers will be Mark E. Davidson, Director of Investments, and/or
Scott M. Koser, Director of Research.

For Investment Management reviewers will be Mark E. Davidson, Director of
Investments, and/or Scott M. Koser, Director of Research.

Reviews will be at least quarterly and will include asset allocation, and security specific
reviews. Other items that can trigger a review include client requested meeting, drastic
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change in macroeconomic or geopolitical environment, client directed changes to the
account and/or investor policy statement.

On a practical basis the firm’s most widely held investments would be monitored on a
daily, weekly, and/or monthly basis for both fundamental valuation and technical merit
by both reviewers.

For Retirement Plan Sponsor Advisory Service reviews will be bound by the
contractional terms of the advisory agreement entered into with the client retirement
plan sponsor, as this is a new service offering.

Review Triggers

Other items that can trigger a review include client requested meeting, drastic change in
macroeconomic or geopolitical environment, client directed changes to the account
and/or investor policy statement.

Regular Reports

Investment Consulting
Registrant believes based on the non-discretionary nature of the service that it has no
duty to report.

Investment Management

Ongoing -- Trade confirmations sent to the client directly from the broker dealer or
master custodian as trades occur either via US mail or email at the discretion of the
client.

Monthly -- Portfolio Appraisal from registrant as well as account statement directly from
custodian, as per the custodian’s policy, or a quarterly reporting package from the
registrant as described below, at the discretion of the client.

Quarterly — Cover page, Performance Summary, Asset Summary, Portfolio Appraisal,
Performance by Asset Class, Realized Gain/Loss, Purchase/Sale and
Contributions/Withdrawals. Invoices for investment management fees are sent to the
client quarterly separately from the quarterly statement package.

Annually — Tax reporting package where appropriate, realized gain/loss and
income/expense reports.

The monthly and quarterly items can be customized for clients at their discretion to add
or omit items. Clients can choose to receive paper copies in the mail from the
registrant; otherwise they will receive electronic copies via email.

Retirement Plan Sponsor Advisory Service
As bound by the agreement entered into with the client, as this is a new service offering.
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Client Referrals and Other
Compensation

Economic Benefits

Registered investment advisers are required to disclose all material facts regarding any
economic benefits (for example sales awards or other prizes) that would be material to
your evaluation of Cornerstone. As we do not receive economic benefits from someone
who is not a client, Cornerstone has no information applicable to this item to disclose.

Third Party Solicitors

Registered investment advisers are required to disclose all material facts regarding any
third party solicitors that would be material to your evaluation of Cornerstone. As we do
not utilize third party solicitors, Cornerstone has no information applicable to this item
to disclose.

Custody

Custody

Cornerstone does not hold itself out as a custodian and through our agreements
disclaims custody.

Custodians

Client investment assets will be held with a custodian agreed upon by the client and
Cornerstone. While Cornerstone will assist clients in establishing and maintaining
accounts at the custodian, Cornerstone shall have no responsibility or liability with
respect to custodial arrangements or the acts, omissions or other conduct of the
custodian.

Custody —Debiting Investment Management Fee

Cornerstone has one form of custody in that clients may authorize Cornerstone (in the
investment management agreement) to debit fees directly from the client’s account at
the broker dealer, bank or other qualified custodian.

The custodian sends a statement to the client, at least quarterly, indicating all amounts
disbursed from the account including the amount of advisory fees paid directly to
Cornerstone.
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Account Statements

Clients receive at least quarterly statements from the broker dealer, bank or other
qualified custodian that holds and maintains client’s investment assets. Clients are
urged to carefully review such statements and compare such official custodial records to
the account statements or other reports that Cornerstone provides. Cornerstone
statements may vary from custodial statements based on accounting procedures,
reporting dates, or valuation methodologies of certain securities.

Investment Discretion

Discretionary Authority for Trading

Most often Cornerstone serves Investment Management clients with full discretionary
authority. Both Cornerstone and the client accept this discretionary trading authority
through our discretionary investment management agreement in which the
discretionary authority is clearly disclosed.

Client directed limitations to this discretionary authority are addressed within the
Investor Policy Statement (IPS) that Cornerstone and the client draft and the client signs.
The most common limit to discretionary authority is for certain securities positions to be
held non-discretionary. Positions of this nature within client portfolios are segregated
as non-discretionary and no management fee is assessed on that portion of the account.

Limited Power of Attorney

In certain instances, independent third party custodians, most often discount brokers,
require a signed limited power of attorney. The client must sign the limited power of
attorney before the custodian will recognize and act upon the discretionary authority
provided within the investment management agreement.

Voting Client Securities

Proxy Voting Policy

One of the services that Cornerstone offers to its clients is the voting of company
proxies. For those clients who request this service, this policy will guide the voting of
those shares. The proxy statements are aggregated by the custodian, and each
custodian will send one proxy statement for all shares under our master account. Each
company owned by at least one client within that master account will have a proxy sent
to us. For those securities held by other brokerage firms, the proxies are sent and voted
on an individual basis.

Proxy voting policies:
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Each proxy received in a timely manner will be voted. Those proxies received five or
fewer business days before the solicitation period is complete will not be voted. Proxies
for 1000 shares or fewer will not be voted.

Cornerstone will vote in the best interest of its client owners of the shares. More often
than not, Cornerstone will vote as recommended by the board or directors, but there
will be exceptions. These will include:

Voting against board members who sit on four or more major (publicly traded)
corporate boards.

e some board members over-commit themselves, and there are plenty of candidates
who do not sit on this number of boards; a board of directors is supposed to guide the
strategy of the firm, not be a set of figureheads.

Voting for cumulative voting by shareholders.
e this allows for quicker action and higher probability to wrest control from an inactive
and entrenched board, especially in the instance of a possible takeover

Voting against staggered boards.
¢ for the same reasons as above

Voting for greater board independence.
e against a President or CEO who is also Chairman of the Board
e against family members of the President or CEO on the board of directors

Voting against “shareholders rights” plans or other masked attempts at establishing
poison pill provisions. These will be determined on a case-by-case basis.

Special situation--long-term compensation and incentive plans

These plans will be reviewed based on the company’s performance and the fairness of
the package. In most instances, if the company has been performing and the package
does not seem inequitable, these will be approved. The formal policy for voting these
plans is still being developed; until then, these proxies are completed on a case-by-case
basis.

Copies of each proxy vote will be retained in a file folder, and a new folder will be
created for each year, unless held in electronic format. These are collectively stored in
the Proxy folder in the files associated with the management of Cornerstone rather than
the files associated with client management.
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Financial Information

Prepayment of Fees

Cornerstone does not require prepayment of investment advisory fees. Fees are either
billed quarterly in arrears or invoiced after service is provided.

Financial Condition

Cornerstone serves some clients in a fully discretionary capacity and must disclose
anything within its financial condition that may impair its ability to provide contractional
duties. Cornerstone contracts with an outside CPA firm to prepare an audit annually
and the managing members of the LLC review the firm’s financial status on an ongoing
and systematic basis. Cornerstone has nothing to disclosure about its financial
condition that would impair its ability to provide contractional duties.

Bankruptcy

No bankruptcies of the firm or its access persons within the last 10 years or a period
prior.

Other Information

Privacy Policy
Protecting your privacy is important to us. We want our customers to understand what
information we collect and how we use it.

Why We Collect Your Information

We gather information about you and your accounts so that we can (i) know who you
are and thereby prevent unauthorized access to your information, (ii) design and
improve the products we offer and (iii) comply with the laws and regulations that
govern us.

Confidentiality and Security

We restrict access to nonpublic personal information about you to those employees
who need to know that information to provide products and services to you. We
maintain physical, electronic, and procedural safeguards that comply with federal
standards and regulations to guard your information.

What Information We Collect
We may collect the following types of ‘nonpublic personal information’ about you:
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eInformation about your identity, such as your name, address and social security
number;

eInformation about your transactions with us;

eInformation we receive from you on applications, such as your beneficiaries or income.

‘Nonpublic Personal Information’ is nonpublic information about you that we obtain in
connection with providing a financial product or service to you, such as that described in
the examples above.

What Information We Disclose

We are permitted by law to disclose nonpublic personal information about you to other
third parties in certain circumstances. For example, we may disclose nonpublic personal
information about you to third parties to assist us in servicing your account with us (i.e.,
mailing of fund related materials) and to government entities (e.g., IRS for tax
purposes).

We will continue to adhere to the privacy policies and practices described in this notice
even after your account is closed or becomes inactive.

Business Continuity Plan

Our business continuity plan is available for review at our offices upon request during
normal business hours.
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