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1st Global’s Investment Management Solution Program:
The IMS Due Diligence Process

1st Global Advisors, Inc. (hereafter “1st Global Advisors”) adheres to a highly
standardized due diligence process to maintain the integrity of its investment
philosophy as embodied in its model portfolios and applied through the Investment
Management Solutions (IMS) program. This paper was prepared by members of
the Investment Committee, and reviewed and approved by the entire committee.

This due diligence paper contains various investment terms that may be
unfamiliar to some readers. A description of all technical terms used throughout
can be found in the glossary at the end of this paper. Terms defined in the glossary
while our due diligence process is highly technical ir{.i"t-é"design and execution, our
overall description of the process endeavors to be less so.

This paper is divided into four major sections as follows:
o 1st Global Advisors Investment Committee
o~ Due Diligence Process for 1st Global Advisors Asset Allocation Models
oo IMS Unified Choice: Asset Manager Due Diligence Process
o IMS Select Portfolios: Mutual Fund Due Diligence Process

1st Global Advisors Investment Committee

1st Global Advisors has empowered an Investment Committee to exercise
oversight responsibility for the due diligence process. The Investment
Committee meets on a monthly basis and consists of five voting members, four
of whom are executive officers of 1st Global. The fifth member is the director of
Asset Management and Tax Planning.

By its bylaws, the Investment Committee is charged with eight chief tasks:

1. Asset Allocation Models. The Investment Committee is responsible for
review and approval of the 1st Global Advisors asset allocation models.

2. Asset Managers. The Investment Committee is responsible for hiring,
firing and suspending asset managers.

3. Research Papers. The Investment Committee is responsible for review
and approval of all white papers on topics important to 1st Global
Advisors.

4. IMS Select Portfolios. The Investment Committee is responsible for review
and approval of all investment products in the IMS Select Portfolios.

5. Investment Strategies in Discretionary Accounts. The Investment Committee
is responsible for review and approval of all new investment strategies to
be used in programs where 1st Global Advisors, as Registered Investment
Advisor (RIA), has discretion. This review and approval do not extend to
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investment strategies employed by Investment Advisory Representatives of
1st Global Advisors (IAR) where the IAR is exercising discretion over client
accounts.

6. Strategic Planning. The Investment Committee is responsible for the review
and approval of any strategic plans developed for 1st Global Advisors.

7. Investment of Assets. The Investment Committee, with the advice and
assistance of the non-voting members of the Investment Committee, as
well as any other experts whose advice is sought by the Investment
Committee, is responsible for the prudent investment of 1st Global
Advisors assets. The Investment Committee can authorize the execution
of contracts with asset managers and product sponsors. Such contracts
do not empower asset managers and product sponsors with discretionary
authority over the investment portfolios of 1st Global Advisors.

8. Product Review Committee. The Investment Committee is responsible for
approving any new products pre-approved by lst Global’s Product Review
Committee that are designed for use in 1st Global Advisors’ programs.

Due Diligence Process for 1st Global Advisors Asset Allocation Models

1st Global Advisors implements client accounts according to five multi-asset
class model portfolios, each representing a specific investor profile:

Ultra-Conservative Conservative Moderate Growth Aggressive Growth

US Large Cap Equty - S&P 500 Real Estate - Nationai Association of RE(ITs Index
U.S. Smaill Cap Equity - tbbotson Small Company Indes Alternative Investments - Goldman Sachs Commodity Index
Intemational Equity - MSCI EAFE Index | Fixed Income - Lehman Government/Credit Index

1. Ultra-conservative. This investor profile describes clients who want a
portfolio with a low degree of portfolio value fluctuation and are willing to
accept lower rates of investment return.

2. Conservative. This investor profile describes clients who are concerned
about preserving their investment but still want modest growth and
current income. Clients with this investor profile are willing to accept a
low level of price and income fluctuation to reach their long-term goals.

3. Moderate. This investor profile is appropriate for clients who want the
potential for moderate returns in their portfolio and are willing to accept
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a moderate level of price and income fluctuation to reach their long-term
goals.

4. Growth. This investor profile is appropriate for clients who want their
portfolio to grow and keep ahead of the inflation rate. Clients with this
investor profile are willing to accept a high level of price and income
fluctuation to reach their long-term goals.

5. Aggressive Growth. This investor profile is appropriate for clients who
want to get the most growth out of their long-term investments and
substantially outpace the inflation rate over the long run. These investors
are willing to accept a high level of price and income fluctuation to reach
their long-term goals.

Each model portfolio is comprised of a different mix of six distinct asset
classes:

Fixed Income —~ Lehman Government/Credit Index

U.S. Large Cap Equity — S&P 500

U.S. Small Cap Equity — Ibbotson Small Company Index

International Equity — MSCI EAFE Index

Real Estate — NAREIT Equity Index

Alternative Investments — Goldman Sachs Commodity Index
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The above are unmanaged indexes of common stocks, bonds, or other secunties. The S&P
500 is a market capitalization weighted index of 500 widely held stocks often used as a
proxy for the stock market. The Ibbotson Small Company Index is made up of the smallest
20 percent of publicly traded stocks. The MSCI EAFE is a market capitalization weighted
index of 21 non-U.S., industrialized country indexes. The NAREIT Index includes all REITs
currently trading on the NYSE, NASDAQ and ASE. The Goldman Sachs Commodity Index
is a composite index of commodity sector returns representing an unleveraged long-only
investment in commodity futures that is broadly diversified across the spectrum of
commodities. The Lehman Brothers Government/ Credit Bond Index, includes a
combination of the Lehman Brothers Govermnment Bond Index which tracks returns of U.S.
treasuries, agency bonds and one-to-three year U.S. Government obligations, and the
Lehman Brothers Credit Index, which tracks returns of all publicly issued fixed-rate,
nonconvertible, dollar-denominated, SEC-registered investment-grade corporate debt. An
investment cannot be made directly in an index.

On at least a quarterly basis, the Investment Advisors’ Committee reviews the
performance characteristics of each of 1st Global Advisors asset allocation
models. This review focuses on two key characteristics: the portfolio returns,
both absolute and relative to one another, and portfolio volatility, as measured
by variations in the portfolio’s range of returns.

The Investment Committee expects each model portfolio to exhibit performance
characteristics aligned with the underlying investor profile. In simple terms, a
“conservative” investor’s model portfolio should provide returns within a range
of returns acceptable for a “conservative” investor. In addition, each model
portfolio’s performance characteristics should be proportional to the other four
model portfolios. That is, a “conservative” model portfolio should produce a
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lower range of absolute returns, within a narrower range, than a “moderate” or
“aggressive” model portfolio.

The representative performance characteristics of each model portfolio are the
product of the asset allocations among the six asset classes. If a model portfolio
exhibits non-representative performance or volatility, the Investment
Committee reviews the asset allocation decisions for that model portfolio. In
practice, adjustments to model portfolio asset allocations should be rare, since
the asset allocation decisions are based on a long-term, 20-year, forward-
Short-term variations from expected performance are causes for review, not
necessarily for changes to the models.

The 1st Global Advisors asset allocation models are reviewed periodically. Each
quarter, a rolling 30-year return and standard deviation (calculated from
monthly data points) are generated for each model. This “back-testing” serves
to validate the integrity of each model portfolio, both in relation to the investor
profile and in relation to the other model portfolios.

At least annually, the asset allocation inputs (expected returns, standard
deviations and correlations) are reviewed, as well as the asset class constraints
delineated by 1st Global. A rolling correlation analysis among the six asset
classes is performed over a range of time periods. The purpose of this analysis
is to verify historical diversification contributions among the asset classes. In
addition, the five model portfolios are “stress tested” by performing value at
risk (VAR) calculations on each model portfolio. The purpose of the VAR
analysis is to determine the maximum dollar loss over a certain time period at
a 95 percent probability (two standard deviations) and at a 99 percent
probability (three standard deviations). This form of stress testing helps
confirm the validity of the risk profiles of the five 1st Global model portfolios.

Expected asset class return forecasts are derived from the Ibbotson Building
Block Methodology and are cross checked by the arithmetic mean return of the
six asset classes utilized (for the longest historical time period possible). Other
cross checks include the Three Factor Model (corporate earnings growth,
dividend yield and P/E multiple) and the Black-Litterman Model. Correlations
and standard deviations are calculated applying the longest possible historical
time period.

For a full report on the 1st Global Advisors Asset Allocation Models, see the
white paper “Diversification Through Multi-Class Investing,” available on the
1st Global Financial Advisor Web site.
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IMS Unified Choice: Asset Manager Due Diligence Process

The IMS Unified Choice asset manager due diligence process is broken down
into two distinct processes:

1. Asset manager selection
2. Asset manager monitoring

Asset Manager Selection Process

The first step in the 1st Global Advisors due diligence process is selecting the
proper asset managers to place within the program.

Asset managers and mutual funds are selected to represent the six asset
classes endorsed by 1lst Global. Managers and mutual funds are selected to
provide consistent above average performance on a forward-looking basis.

Initial asset manager inclusion requests are forwarded to the IMS Unified
Choice department before being presented to the Investment Committee. Upon
receiving a request, the IMS Unified Choice department reviews all relevant
SEC filings to determine the current registration status of the asset manager.
Should the asset manager be registered with the SEC without material negative
entries in their filings, the asset manager is contacted to determine the status
of the products being referred to the Investment Committee. Many asset
manager products may be closed to new monies or new relationships, or may
not be available to unified managed account programs. If the asset manager
product is open to new relationships and monies, a five-step process is
initiated to evaluate and approve the asset manager for inclusion on the IMS
Unified Choice platform.

Step 1 — Request Information From Asset Manager

As the first step in the due diligence process, 1st Global Advisors sends the
following documents to the asset manager for review, acceptance and
completion:

................................................................

significant amount of information from asset managers and is widely
recognized as the industry standard for obtaining the information
necessary to conduct a uniform and thorough due diligence process.

2. At this time we also request that the asset manager provide a copy of
member of the IMS Unified Choice department or 1st Global’s
Compliance department also prints and retains a copy of the asset
manager’s Form ADV Part L.
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3. Asset Manager Business Information Form. This form captures certain
operational attributes of the asset manager.

4. Letter of Intent. This form serves to document the asset manager’s desire
to participate in the IMS Unified Choice platform before additional due
diligence resources are expended.

S. Master Sub-Advisory Agreement. This form is the contract between the
asset manager and 1st Global Advisors.

Step 2 — Receive Information From Asset Manager

Once the Letter of Intent, Asset Manager Business Information Form,
completed IMCA Questionnaire, and the asset manager’s Form ADV Part Il and
Schedule F are returned to 1st Global Advisors, the Investment Committee
signed contracts during these initial steps serves as a signed Letter of Intent.
Should 1st Global Advisors receive a signed contract during these early steps,
it does not indicate approval of the manager for the IMS platform. Should the
asset manager fail to complete the due diligence process, 1st Global Advisors
will terminate any signed contracts received from the asset manager.

Step 3 — Perform Initial Quantitative and Qualitative Due Diligence on Asset
Manager

The third step in the initial asset manager due diligence process has two
separate phases. The first phase is to review information that is pertinent to an
initial selection process, while the second phase is to review information that is
pertinent to both the initial selection process as well as the review process.
This portion of the document will focus only on the information pertinent to the
initial selection process, as the specific quantitative elements of the ongoing
review process are described in detail in the next section of this document.

To perform the initial quantitative and qualitative due diligence on asset
manager products, the Investment Committee relies on data from various
sources. These sources of information are:

Form ADV Part I, Part II and Schedule F
Asset Manager Business Information Form
Completed IMCA Questionnaire

aall S Y

This report will be obtained from the Ibbotson software.
5. Ibbotson Quantitative Returns Based Rolling Style Analysis

As a guideline, asset management firms considered for equity asset
management should have in excess of $1 billion in equity assets under
management. Asset management firms considered for fixed income asset
management should have in excess of $1.5 billion dollars in fixed income
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assets under management. Any investment product under consideration for
the IMS Unified Choice program must have $75 million in assets under
management. These assets under management levels serve only as a guideline
and are not policy. Therefore, should an asset manager or investment product
under consideration not meet the assets under management levels described
above, the Investment Committee will delve more deeply into:

1. Firm ownership
2. Cost structure
3. Compensation structure and backgrounds of key investment persons

In addition to assets under management levels, the Investment Committee pays
particular attention to the backgrounds of the asset management firm’s
leadership and staff supporting the investment process. Education, experience
and professional investment credentials (such as Chartered Financial Analyst,
CFA®) are part of the review and approval process for a new asset manager. The
preferred level of investment experience for senior investment persons is a
minimum of 10 years. As above, these criteria serve only as a guideline. The
Investment Committee’s primary review of any asset manager focuses on the
firm’s forward-looking investment process, not on past returns.

To be considered for inclusion in the IMS Unified Choice program, an asset
management firm should have a minimum of 60 months of composite returns
reported to Nelson Information or Mobius, a division of Thomson Financial.
This information is made available to 1st Global Advisors through various
subscription-based analytic and attribution software such as Mobius and
Ibbotson. 1st Global Advisors strives to obtain the composite returns for retail

not available through Nelson Information, the Investment Committee validates
that the quarterly screens of composite performance returns do not reflect any
underlying differences between the management of institutional and retail wrap
accounts. If an asset manager has less than a 60-month record of composite
returns, the attribution analysis performed in the Ibbotson software may not
return statistically significant information. 1st Global may review asset
manager products that have composite return information from prior firms
based on whether the asset manager product has a 60-month record of
composite returns. This prior information must reflect the same investment
process as the current product being considered. Should an asset manager
have less than a 60-month record of composite returns, additional screening
criteria may receive higher scrutiny in an effort to determine if the brevity of
the asset manager’s track record poses predictable fiduciary risk.

Given the recent sunset of AIMR-PPS standards, asset manager composite

an asset manager is in the process of updating their reporting to conform to the
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new GIPS standards, and intends to claim compliance in the near future,
AIMR-PPS compliance through December 31, 2005, may be considered.
Composite returns at prior firms should only be considered if they met all
AIMR-PPS standards at the time.

One material fact the IMCA Questionnaire provides is the performance
composite in the Nelson Information databases, which seeks to reflect a return
and risk pattern that a retail wrap investor would experience “in all material
respects.” An outside due diligence firm (e.g. Prima Capital) strives to evaluate
performance in the composite that represents the performance experience of a
retail wrap investor.

In addition, the IMCA Questionnaire provides the investment benchmark
(index) that best represents the asset manager’s investment process for the
product under review. Ultimately, 1st Global (not the manager) selects the
benchmark that best measures the investment process.

The qualitative and quantitative due diligence processes that occur as part of
both the initial approval and review processes are also performed at this time.
These specific qualitative and quantitative items are discussed in detail at the
conclusion of this section.

Step 4 — Prepare Reporting, Obtain Contract (If Appropriate), Complete Asset
Manager Product Due Diligence File

At this step in the process, a summary report containing the qualitative and
quantitative information analyzed in Step 3 is prepared. This summary report
is called the “Internal Due Diligence Review Report.” A signed contract, if not
yet received from the asset manager, is requested at this time and the process
stops until the contract is received. Once the contract is received, a member of
the Investment Committee completes the Asset Manager Product Due Diligence
File. This file is used throughout the life of the relationship with the asset
manager’s specific product. All information necessary to present the asset
manager product to the Investment Committee should now be complete. This
file contains the following information:

1. Master Sub-Advisory Agreement (contract between the asset manager
and 1st Global Advisors)

IMCA Questionnaire and any supporting documentation

Form ADV Part I, Part II and Schedule F

Letter of Intent

Business Information Form

Nelson Composite Information (from Ibbotson)

Ibbotson Quantitative Due Diligence Report

Internal Due Diligence Review Report

P B L
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Step 5 — 1st Global Advisors Investment Committee Approval

In this final step of the initial asset manager due diligence process, the Internal
Due Diligence Review Report and a summary narrative of the findings are
presented to the Investment Committee for formal approval. A motion is
presented to the Investment Committee by the individual who has prepared the
reporting (this member may or may not be a member of the Investment
Committee). If the motion is seconded, the floor is opened for discussion
regarding the asset manager product.

When faced with a list of managers that meet our screening criteria, the
Investment Committee endeavors to:
1. Identify quality managers that have delivered consistently above-average
performance
2. Differentiate between luck and management skill
3. Select asset managers whose investment management process, in the
Investment Committee’s judgment, has the highest likelihood of being
repeated and sustained in the future
4. Isolate asset managers who have demonstrated a consistent asset
management process over time

Further, we choose managers who, in the Investment Committee’s judgment,
best represent the asset classes contained in the 1st Global Advisors Asset
Allocation Models and also provide adequate exposure, where applicable, to a
range of investment style (growth, value, momentum, core, focus, etc.) within
each asset class.

For example, within the U.S. small cap equity asset class, 1st Global Advisors
seek to provide exposure to both growth and value asset class styles. Within
the U.S. small cap equity 1st Global Advisors might select asset managers that
manage in distinctive ways, utilizing strategies such as Growth at a Reasonable
Price (GARP), relative value, or deep discount/intrinsic value.

At the conclusion of any discussion, the inclusion of the asset manager
product is put to vote, with the motion adopted or lost according to the bylaws
of the Investment Committee. If adopted, a member of the Investment
Committee signs the Internal Due Diligence Review Report, which is then
countersigned by 1lst Global’s RIA Compliance director and returned to the
Asset Manager Due Diligence File. The operational processes to make the
manager available to the IMS Unified Choice program commence at the
conclusion of any approval.
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Asset Manager Review Process

The asset manager review process is conducted by three separate and distinct
parties. First, a member of the Investment Committee prepares a quarterly
quantitative review of all asset manager products offered through the IMS
Unified Choice program. Second, to provide assistance in the asset manager
due diligence process, as well as independent review, 1st Global Advisors has
contracted with an independent due diligence firm, Prima Capital. The role of
Prima Capital is to perform due diligence on each asset manager used in the
IMS Unified Choice program on a quarterly, annual and biennial basis. Prima
Capital’s role includes on-site manager visits and providing a detailed
qualitative information. Finally, to verify that the analyst’s procedures conform
to those defined by the Investment Committee, 1st Global’s Compliance
department provides an additional layer of due diligence by reviewing the due
diligence files at the end of each quarter. 1st Global’s Compliance department
reports any deviations or discrepancies directly to the Investment Committee.
Additional information on the role of the Investment Committee and Prima
Capital is provided below.

Each asset manager’s due diligence items are recorded on a uniform template
along with any notes and reasons for manager’s variance from established
criteria (gathered from manager conference calls or other communications with
1st Global Advisors). The following items are placed in the Asset Manager Due
Diligence File:

Quarterly
o Ibbotson Quantitative Due Diligence Report
oo Updated Internal Due Diligence Review Report
o Prima Capital Asset Manager Product Report Card

Annually
o IMCA Questionnaire Updates
o« Prima Capital Qualitative Review Report

Biennially
o Prima Capital Comprehensive Review Report

As Requested
o Written quarterly statement including manager’s general market
commentary
o Written commentary regarding market analysis and investment
strategy
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Review Performed by 1st Global Advisors

Each quarter, a member of the Investment Committee, using Ibbotson
attribution software, produces a quantitative report on each IMS Unified Choice
asset manager product. The Investment Committee analyst makes appropriate
notes of any extraordinary items evidenced in the asset manager’s quarterly
reports.

For each asset manager product, a member of the Investment Committee will
specifically review and make note of the following quantitative items:

o~ All Asset Manager Products
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o Asset manager information ratio
For each asset manager product, a member of the Investment Committee will
specifically screen for the following quantitative items:

o All Asset Manager Products
o Peer Group Performance

* An asset manager’s performance should be in the top half of
its peer group (as defined by Prima Capital).

= It should be noted that Prima Capital’s peer group ranking
will be utilized as only a guideline, as there is no perfect peer
group to accurately rank managers.

*» An asset manager product’s rolling three-year R-squared to
its benchmark should be 75 percent or higher.

o« Fixed Income Asset Manager Products
o Style Analysis
* Rolling three-year Ibbotson return-based style analysis
should attribute greater than 75 percent to the asset
manager’s stated style (credit quality and maturity range)
with overall R-squared of 75 percent or higher. Graphical
trends in investment style are also noted.
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o Tracking Error
* Annual tracking error to the asset manager’s stated
benchmark should not exceed 4 percent on a rolling three-
year basis.

« U.S. Large Cap Equity Asset Manager Products
o Style Analysis
= Rolling three-year Ibbotson return-based style analysis
should attribute greater than 50 percent to the asset
manager’s stated style with overall R-squared of 75 percent
or higher. Graphical trends in investment style are also
noted.
o Tracking Error
» Annual tracking error to the Russell 1000 Growth, Core,
Value or S&P 500 should not exceed 8 percent on a rolling
three-year basis.

oo U.S. Small Cap Equity Asset Manager Products
o Style Analysis
» Rolling three-year Ibbotson return-based style analysis
should attribute greater than S0 percent to the asset
manager’s stated style with overall R-squared of 75 percent
or higher. Graphical trends in investment style are also
noted.
o Tracking Error
= Annual tracking error to the Russell 2000 Growth or Value
should not exceed 10 percent on a rolling three-year basis.

o International Equity Asset Manager Products
o Style Analysis
* Rolling three-year Ibbotson return-based style analysis
should attribute greater than 70 percent to the asset
manager’s stated style with overall R-squared of 75 percent
or higher. Graphical trends in investment style are also
noted.
o Tracking Error
= Annual tracking error to the MSCI EAFE should not exceed 9
percent on a rolling three-year basis.

o« Real Estate Asset Manager Products
o Tracking Error
= Annual tracking error to the Wilshire REIT Index should not
exceed 3 percent on a rolling three-year basis.
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If an asset manager fails to pass any of the quantitative items screened above,
the Investment Committee takes the following actions:

 For failure to pass any quantitative screening item for two consecutive
quarters, the Investment Committee gathers additional qualitative
information on the asset manager product.

~ For failure to pass any quantitative screening item for four consecutive
quarters, the Investment Committee places the asset manager on a
mandatory watch list.

~ For failure to pass any quantitative screening item for six consecutive
quarters, the Investment Committee hears a motion to suspend or
terminate the asset manager.

A key step in the asset manager product review is the analysis of rolling three-
year tracking error to the corresponding benchmark. The Investment
Committee uses tracking error to evaluate managers against standard asset
class benchmarks. It is important to note that tracking error guidelines vary
among the various asset classes. Asset class-specific tracking error ranges
allow asset managers room to generate Jensen’s Alpha, yet not stray too far
from the overall asset class benchmark return. 1st Global’s tracking error
guidelines state that an asset manager’s average three-year tracking error must
be within one standard deviation of its style-adjusted peer group. This formula
for setting tracking error allows 85 to 90 percent of asset managers in the asset
class peer group to pass. It should be noted that evidence of significant
tracking error provides a useful starting point for a more thorough review, and
is used by the Investment Committee as a risk control guideline only.

In addition to the items described above, the Investment Committee
periodically reviews the percentage of assets under management represented
by each asset manager’s top clients. The Investment Committee reviews
concentrated ownership positions and possible security liquidity constraints.

When performing the quarterly review process, there are specific events that
may occur which would represent high priority alerts to the Investment
Committee. Should any of these events be discovered during the review
process, the Investment Committee begins an immediate investigation with the
intent to determine the significance of the event as it relates to any decision to
hire, fire, suspend or place on watch an asset manager. Some examples of
these events are:

1. Key investment management personnel leave the firm.

2. The asset manager demonstrably and materially abandons investment

3. The asset managé; productdemonstrates significant underperformance
relative to its peers over an extended time period. For purposes of the
due diligence process, the time period is defined as three quarters, as the
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Investment Committee recognizes that even truly skillful asset managers
underperform during certain time periods and market cycles.
4. Change in firm ownership or manager compensation structure.

Review Performed by Prima Capital

On a quarterly basis, Prima Capital provides the Investment Committee with a
report card on each IMS Unified Choice asset manager. This report card details
specific qualitative and quantitative items relevant to each asset manager’s
investment process and becomes a permanent part of the Asset Manager Due
Diligence File. The information contained in this report card is based on both
identify an asset manager’s investment style within the context of the asset
manager’s overall investment process. In addition to other specific items, this
report card contains the asset manager product’s rolling one, three, five and

In addition to a quarterly report card, every year Prima Capital updates its
qualitative review of each asset manager and supplies a one-page memo listing
all significant developments that potentially impact the forward-looking
investment process of the asset manager.

Every two years Prima Capital provides a comprehensive qualitative and
quantitative due diligence report for the Investment Committee. Of specific
note, these biennial reports include findings from on-site visits with each asset
manager.

If Prima Capital’s conclusions about the viability of retaining an asset manager
differ from those reached by the Investment Committee, the Investment
Committee carefully considers the reasons for the differences in opinion,
conducts further investigations, and elicits asset manager feedback on the
Investment Committee’s specific concerns. The Investment Committee can
move to maintain, suspend, or terminate the manager in question.

IMS Select Portfolios: Mutual Fund Due Diligence Process

The Investment Committee makes initial screening, selection and monitoring
decisions with respect to all mutual funds utilized in the IMS Select Portfolios
program. The overall focus for the IMS Select Portfolios due diligence process is
on a mutual fund’s investment discipline, as well as the credentials and
experience of portfolio managers and supporting analysts. The quantitative
criteria for assessing mutual funds are largely the same as those used for
assessing asset managers in the IMS Unified Choice program; however, as
some mutual fund companies may limit on-site access to fund management
staff, some qualitative data may be harder to compile.
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The IMS Select Portfolio mutual fund due diligence process is broken down into
three distinct processes:

1.
2.
3.

Initial Mutual Fund Selection Criteria
Quantitative Mutual Fund Monitoring Process
Qualitative Mutual Fund Monitoring Process

Initial Mutual Fund Selection Criteria

The first step in the IMS Select Portfolios due diligence process is selecting the
proper mutual funds to place within the program. This section will describe the
guidelines and processes used in the initial mutual fund selection process.

To begin, initial screens are run on the universe of mutual funds to include
only the following products:

8

Mutual funds available through National Financial, 1st Global Advisors’
clearing firm

Mutual funds with an initial purchase of less than $5,000

Mutual funds with a high correlation (R-squared of greater than 75
percent) to the style-adjusted asset class benchmark in the 1st Global
Advisors Asset Allocation Models

Mutual funds that have demonstrated three-year performance in the top
half of their appropriate peer group (as defined by Morningstar and with
the understanding that there is no such thing as a perfect peer group)
Mutual funds that have expense ratios in the bottom half of their
appropriate peer group. The exception to this initial screening criterion is
for funds chosen to represent the Alternative Investments asset class due
to their higher intrinsic cost structure.

Mutual funds that have a verifiable three-year track record. It must be
noted that, similar to the due diligence process for IMS Unified Choice
asset manager products, track records from prior mutual funds may be
considered at the discretion of the Investment Committee. If the
Investment Committee can accurately determine whether the investment
team’s prior investment process has been transmitted and replicated
from the prior fund, then its performance and characteristics may serve
as a valid reference point in evaluating the current fund.

Additional attributes used to further refine the list of mutual funds to be
considered may include, but are not limited to:

[oe]

objective)
Sharpe ratio to measure the mutual fund's historical risk-adjusted
performance against its peers and relevant benchmarks
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relation to its benchmark index. It should be noted that excess return is
observed in a series and not in isolation, as individual and isolated
periods of negative excess return are expected and therefore not cause
for removal or exclusion from the IMS Select Portfolios program.

o~ Three-year peer group ranking. A mutual fund’s failure to fall within the
top half of its peer group is not, by itself, a reason for removal or
exclusion from the IMS Select Portfolios program. It does indicate that
closer examination of all the mutual fund’s characteristics is needed

~ Jensen’s Alpha numbers over multiple time periods (combined with the
information ratio) to help identify top managers with a consistent
investment process

Finally, to come up with a final list of mutual funds, the following criteria are
examined:

o Any restrictions on mutual fund share redemption contained in the fund
prospectus.

o« Experience and credentials of portfolio managers and analysts. The
Investment Committee pays special attention to the education,
professional experience and qualifications of professionals running the
mutual funds, and prefers that mutual funds have senior managers with
a minimum of 10 years investment experience. The Investment
Committee gives primary consideration to the forward-looking investment
process (manager’s information advantage) and not on past mutual fund
returns.

e Asset size of the mutual fund. The fund should have at least $125 million
in assets across all share classes.

o~ Asset size of the product family to which the mutual fund belongs. The
product family should have a minimum of $1 billion in total assets under
management if their primary focus is equity management and should
have $1.5 billion in total assets under management if their primary focus
is fixed income management.

Minimum asset levels offer a layer of protection, as the utilization of mutual
funds and mutual fund families with lower assets under management levels
present several risks, including:

« 1st Global business concentration risk

~ Potential impact on 1st Global Advisors clients should owners of greater
than 10 percent of the fund depart (expense ratios could rise, possible
market impact issues in thin-traded securities, transactions costs and
income tax consequences)

o« Funds (or fund companies) with low assets under management may not

be profitable
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