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Item 1 – Cover Page 
 
This Brochure provides information about the qualifications and business practices of 
Herndon Capital Management, LLC (hereinafter “HCM”).  If you have any questions about 
the contents of this Brochure, please contact Annette Marshall, Chief Compliance Officer, at 
(404) 232-8806 or amarshall@herndoncap.com.   The information in this Brochure has not 
been approved or verified by the United States Securities and Exchange Commission (SEC) 
or by any state securities authority. 
 
HCM is an SEC-registered investment adviser.  Registration of an Investment Adviser does 
not imply any level of skill or training.  The oral and written communications of an Adviser 
provide you with information about which you determine to hire or retain an Adviser.  
 
Additional information about HCM is available on the SEC’s website at 
www.adviserinfo.sec.gov. 
 
 
 
 
  

http://www.herndoncap.com/
mailto:amarshall@herndoncap.com
http://www.adviserinfo.sec.gov/
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Item 2 – Material Changes 
 
 
This Brochure dated March 14, 2014 is a document prepared according to the SEC’s 
requirements and rules.     
 
This section entitled “Item 2 – Material Changes” will discuss only specific material changes 
that are made to the Brochure and provide clients with a summary of such changes as of 
the date of the last annual update of our brochure.      
 
No Material Changes have been made to the Brochure since the last annual update. 
 
HCM ensures that clients receive a summary of any material changes to this and 
subsequent Brochures within 120 days of the close of our business’ fiscal year.   
HCM will further provide clients with a new Brochure as necessary based on changes or 
new information, at any time, without charge. 
 
Our Brochure may be requested by contacting Annette Marshall, Chief Compliance Officer 
at (404) 232-8806 or amarshall@herndoncap.com.  Additional information about HCM is 
also available via the SEC’s web site www.adviserinfo.sec.gov.  The SEC’s web site also 
provides information about any persons affiliated with HCM who are registered as 
investment adviser representatives.  

mailto:amarshall@herndoncap.com
http://www.adviserinfo.sec.gov/
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Item 4 – Advisory Business 
 
Herndon Capital Management is an institutional investment management firm with its 
principal place of business located in Atlanta, Georgia.  Founded and registered with the 
SEC in 2001, HCM is organized under the laws of the State of Delaware.  
 
Herndon Capital Management is majority-owned by Atlanta Life Financial Group, Inc.  The 
principal owner of Atlanta Life Financial Group is The Herndon Foundation.  Kenneth 
Holley, CFA, Randell A. Cain, Jr., CFA, and Drake Craig, CFA collectively own the remainder 
of the shares of HCM and are responsible for the day-to day operations of the firm.  
 
While accounts are primarily invested according to the investment strategy selected by the 
client, clients may impose reasonable restrictions on the management of their portfolio 
subject to HCM’s acceptance of those restrictions. 

 
HCM provides discretionary Investment Supervisory Services, defined as giving continuous 
advice to a client or making investments for a client based on the individual needs of the 
client.  HCM manages equity portfolios according to the following strategies:   
 

 Large Capitalization U.S. Growth Equity 

 Large Capitalization U.S. Value Equity 

 Large Capitalization U.S. Core Equity 

 Large Capitalization Core International Equity 

 Mid Capitalization US Value Equity 

 
There is a minimum portfolio size of $5,000,000 required for these services; however, this 
minimum may be negotiable under certain circumstances.  

 
HCM also provides Model Portfolios which replicate its actual portfolio holdings for the 
Large Cap U.S. Value and Mid Cap U.S Value strategies that are utilized by intermediaries 
who market and implement these models on a non-discretionary basis.   HCM has no 
supervisory or oversight responsibilities with regard to the assets invested in the Model 
Portfolio.  HCM does not control who has access to the models and also does not influence if 
and/or when changes in the models are reflected in the intermediaries’ clients’ 
portfolios.  For providing these model portfolios and, if requested, associated 
commentaries, HCM is paid a fee for the total assets associated with the strategy.   HCM 
does not have contact with the intermediaries’ clients and is unaware of who the 
intermediaries’ clients may be.  Information about the amount of assets invested in HCM’s 
strategy through these intermediaries is obtained directly from the intermediaries.  HCM 
has no means to verify the accuracy of this information  
 
HCM participates as a portfolio manager in one or more wrap-fee programs. There is no 
material difference between the management of wrap-fee accounts versus other HCM 
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clients.  In a wrap account, clients pay a single fee to a wrap sponsor which covers some or 
all of the following services: portfolio management; custody; administration; commissions 
for trades executed by the sponsor (or an affiliate of the sponsor); and selection of portfolio 
managers. The fee paid by the client is not based directly upon transactions in client’s 
account.  Wrap fee clients either have a direct contractual relationship with HCM or receive 
HCM’s advisory services through a contract entered into with the sponsor.  Advisory fees 
may be paid to HCM by the wrap sponsor or directly by the client.  Wrap sponsors generally 
instruct the advisor, subject to its duty to seek best execution, to execute transactions 
through their broker-dealer.   
 
HCM relies on wrap sponsors and their financial advisors to fulfill certain responsibilities 
with regard to wrap program clients.  Generally, wrap sponsors assume tasks such as: (1) 
client identification; (2) delivery of HCM’s disclosure documents; (3) delivery of HCM’s 
privacy notice; and, (4) ensuring HCM’s products and services are suitable to the client’s 
investment objectives. 
 
As of December 31, 2013, HCM’s assets under management were as follows: 
 

Discretionary $8,704,040,306 
 

Assets Under Advisement* $1,506,168,179 
 
Total Assets Under Management $10,210,208,485 
 

*Assets Under Advisement include assets in programs where HCM provides Model Portfolios 
but has no discretion to effect trades and no supervisory responsibility over the assets in the 
program.  This number has been derived from the most recent information provided by each 
of the participating Model Portfolio programs and may not be current as of the date stated 
above. 
 
 
Item 5 – Fees and Compensation 
 
Clients pay HCM a fee based on the value of assets in their account.  Fees are charged 
quarterly in arrears based on the market value of the account at the end of the quarter.   
While HCM intends to charge fees in accordance with the standard fee schedule in place at 
the time of executing the investment management agreement, fees are subject to 
negotiation and may vary from the standard schedules to reflect circumstances that apply 
to a specific client account, including eleemosynary accounts.  The fee schedule, and any 
applicable terms and conditions, as it relates to a particular client is detailed in the client’s 
investment management agreement. 
 
The advisory fee covers only the portfolio management and advisory services provided by 
HCM and does not include brokerage commissions, mark-up and mark-downs, exchange 
fees, dealer spreads, other costs associated with the purchase and sale of securities, 
custodian fees, transfer fees, wire fees, interest, taxes, or other account expenses.  Refer to 
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Item 12 for a detailed discussion of brokerage practices, including HCM’s procedures for 
determining the reasonableness of commissions and other transaction costs. 
 
HCM typically sends invoices to clients for payment of advisory fees.  But to the extent that 
HCM is authorized to directly invoice the client’s custodian for payment of its advisory fee, 
HCM is deemed to have custody of the client’s funds.  Clients will receive a statement, 
usually monthly but no less than quarterly, directly from their account custodian.  HCM 
urges clients to review the information on the statement for accuracy and compare the 
information to any reports received directly from HCM.  Please refer to Item 15 of this 
document for additional disclosures relating to Custody. 
 
A client agreement may be canceled at any time, by either party, for any reason upon 
receipt of 30 days written notice, unless stated otherwise in the client agreement.  Upon 
termination of any account, the advisory fee will be prorated for the period for which 
services were rendered.  Any prepaid, unearned fees will be promptly refunded.  
 
HCM’s standard Large Cap Core International Equity investment advisory fee schedule: 
 

Up to $10 million    1.00% 
$10 million – $25 million   0.90% 
$25 million – $50 million   0.75% 
$50 million – $100 million   0.65% 
Above $100 million    0.50% 

 

HCM’s standard Large Capitalization U.S. Equity investment advisory fee schedule: 
 

Up to $10 million 0.85% 
$10 million – $25 million 0.75% 
$25 million – $50 million 0.65% 
$50 million – $100 million 0.45% 
Above $100 million 0.40% 

 
HCM’s standard Mid Capitalization U.S. Equity investment advisory fee schedule: 
 

Up to $10 million 0.95% 
$10 million – $25 million 0.85% 
$25 million – $50 million 0.75% 
$50 million – $100 million 0.55% 
Above $100 million     0.50% 

 
With respect to wrap-fee programs, the program sponsor charges the client a fee based on 
assets under management.  The fee typically includes portfolio management, execution, 
custodial and other services provided by the sponsor. HCM receives fees ranging from 
0.31% to 0.85% per year of the value of accounts participating in a wrap-fee program.  
Wrap-fee clients should review the sponsor’s ADV Part 2A - Appendix 1 for details 
regarding the fees associated with any specific wrap program.    
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Fees for Model Portfolio recommendations are negotiable and HCM does not maintain a 
standard fee schedule for such services.  Fees typically range from .20% to .50% of the 
assets in the program. 
 
 
Item 6 – Performance-Based Fees and Side-By-Side Management 
 
HCM does not market a performance based fee, however under certain circumstances we 
may accept a performance based fee.  This fee is negotiated and may vary from account to 
account, but in all cases is designed to comply with SEC Rule 205-3 and various state and 
federal laws which may apply.   
 
HCM may advise certain accounts with respect to which the advisory fee is based entirely 
or partially on performance that may present a conflict of interest for HCM in that HCM 
may have an incentive to allocate the investment opportunities that HCM believes might be 
the most profitable to such accounts.  HCM has adopted policies and procedures reasonable 
designed to allocate investment opportunities between all accounts on a fair and equitable 
basis over time.  
 
Item 7 – Types of Clients 
 
HCM provides portfolio management to pension and profit sharing plans, state or 
municipal government entities, corporations, associations, foundations, endowments, high 
net worth individuals through wrap programs, a client’s pooled investment vehicle (not 
including hedge funds), a collective investment trust, and registered investment companies.   
 
A minimum account size of $5,000,000 is required for investment advisory services 
provided directly by HCM.  However, this minimum may be negotiable under certain 
circumstances.  Account minimums required through wrap programs or model portfolios 
differ and are available from the sponsor of each respective program. 
 
 
Item 8 – Methods of Analysis, Investment Strategies and Risk of Loss 
 
HCM uses traditional bottom-up fundamental analysis to identify securities for inclusion in 
client portfolios.  HCM attempts to measure the intrinsic value of a security by looking at 
economic and financial factors to determine if the company is underpriced or overpriced 
relative to the market.  HCM employs both quantitative and qualitative screens to 
distinguish attractive, financially sound companies with strong management teams.    
 
Information about the specific investment strategies offered by HCM follows: 
 

Large Capitalization US Growth Equity  
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HCM’s Large Cap Growth strategy is designed to give investors’ exposure to the 
stocks of large cap companies that, on average, offer growth characteristics greater 
than that of the broader market. 
 
HCM’s growth philosophy evolves from the belief that stock price movements are 
greatly influenced by earnings, particularly changes in earnings and quality of 
earnings.  For this reason, a significant portion of HCM’s research effort is devoted to 
the study of corporate earnings.  Earnings quality, earnings surprises, and changes 
in analysts’ earnings estimates move stock prices.  HCM’s objective is to anticipate 
those changes in earnings and position the portfolio accordingly. 
 
HCM’s desire to maintain a growth approach leads to the incorporation of some 
macroeconomic decisions as a part of the investment process. HCM wants the 
portfolio to contain active sector and stock bets without varying too far from the 
benchmark because of a particular sector’s attractiveness.  This way HCM avoids the 
problem that occurs when a large number of stocks in a particular sector are so 
attractive that they crowd out other sectors, and in doing so dominate the portfolio 
and incorporate unwarranted risk. 
 
Large Capitalization US Value Equity 
HCM’s value philosophy equates true value to companies that trade at a discount to 
what their underlying fundamentals merit.  The goal of this strategy  is to 
outperform the Russell 1000 Value Index over a market cycle (3-5 years) with an 
emphasis on quality and liquidity in a portfolio that is fully invested (5% or less 
cash) at all times.  The securities that populate the portfolio maintain a value bias 
creating opportunities with upside potential of at least 30%.  Overall, HCM looks to 
invest in opportunities that have a solid chance of winning while acknowledging the 
commensurate risk associated with the investment.   
 
Large Capitalization US Core Equity 
While either a growth or value strategy may dominate markets for certain periods 
of time, portfolios constructed with complementary elements of both styles will 
produce more dependable results over time.  The objective is to put together a 
portfolio which reflects HCM’s best thinking while still taking into account HCM’s 
desire to maintain a core posture and therefore not to tilt the portfolio inordinately 
far away from the benchmark. 
 
HCM utilizes, what it considers to be, a rigorous and disciplined multi-step 
investment process, which consists of a top-down overlay coupled with the bottom 
up analysis from the Value and Growth products.  HCM’s Core US Equity portfolio is 
made up of components of the Value portfolio and the Growth portfolio mixed in a 
manner that is determined by macroeconomic analysis leading HCM to equal 
weight, overweight or underweight each style to achieve the desired balance.    
 
The goal of the Large Cap US Core Strategy is to outperform the S&P 500 Index over 
a market cycle (3 – 5 years). 



9 
 

 
Large Capitalization Core International Equity 
HCM’s philosophy stems from the belief that the most consistent method for 
producing better risk-adjusted returns than the peer group over time involves the 
use of what HCM believes to be a highly disciplined, risk-managed approach. When 
it comes to style, while either the Growth or Value strategy may dominate for 
certain periods, portfolios constructed with stocks which contain complementary 
elements of both of these styles will produce more dependable long-term results.   
 
The long-term projected return for the international strategy including emerging 
markets is 250 basis points above the benchmark.  The long-term projected return 
for the international strategy excluding emerging markets is 150 basis points above 
the benchmark.   

 
Mid Capitalization US Value Equity 
HCM’s  value philosophy equates true value to  companies that trade at a discount to 
what their underlying fundamentals merit.  The goal of the product is to outperform 
the Russell Mid Cap Value Index over a market cycle (3-5 years) with an emphasis 
on quality and liquidity in a portfolio that is fully invested (5% or less cash) at all 
times.  The securities that populate the portfolio maintain a value bias creating 
opportunities with upside of at least 30%.   Overall, HCM looks to invest in 
opportunities that have a solid chance of winning while acknowledging the 
commensurate risk associated with the investment.   

 
Investing in securities involves risk of loss that clients should be prepared to bear.  HCM 
uses its best judgment and good faith efforts in providing advisory services to clients.  HCM 
cannot warrant or guarantee any particular level of account performance, or that an 
account will be profitable over time.  Not every investment decision or recommendation 
made by HCM will be profitable.  Investments in securities are subject to various market, 
currency, inflation, economic, political and business risks.  HCM attempts to minimize these 
risks by employing what it considers to be a rigorous stock selection process along with 
thorough economic, market and industry analysis.   
 
While exposure to international markets provides diversification that cannot be achieved 
by investing solely in a domestic equity portfolio, foreign investments are subject to 
different risks than U.S. markets.  Risks include: 
 

Changes in currency exchange rates – Fluctuations in exchange rates could materially 
affect the value of a foreign investment. 
 
Political, economic and social events – Stability of foreign governments and 
economies could adversely affect the value of an investment. 
 
Lack of liquidity - Foreign markets may have lower trading volumes and fewer listed 
companies. Some countries limit foreign ownership of securities.  
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Less information – Foreign companies are not required to provide investors with the 
same type of information as U.S. public companies.   
 
Reliance on foreign legal remedies – Legal action against a foreign company may not 
be available to U.S. investors. 
 
Different market operations – Foreign markets operate differently than U.S. markets, 
including different settlement and reporting requirements.  

 
 
Item 9 – Disciplinary Information 
 
Investment advisers are required to disclose all material facts regarding any legal or 
disciplinary events that would be material to a client’s or prospective client’s evaluation of 
the investment adviser’s business or the integrity of the investment adviser’s management.   
HCM has no reportable disciplinary events to disclose.  
 
 
Item 10 – Other Financial Industry Activities and Affiliations 
 
HCM is an affiliate of Atlanta Life Insurance Company (ALIC).  ALIC is under common 
control with HCM, as it is a wholly-owned subsidiary of Atlanta Life Financial Group.  HCM 
manages ALIC assets and does not receive a fee HCM may be introduced to clients or other 
relationships as part of its affiliation with ALIC.  
 
Jackson Securities LLC, a limited liability company with the Georgia Division of 
Corporations, is also under common control with HCM.  Jackson Securities is majority-
owned by Atlanta Life Financial Group.  Jackson Securities LLC is a former broker-dealer 
registered with FINRA. 
 
Item 11 – Code of Ethics 
 
HCM requires all officers, and employees to adhere to HCM’s Code of Ethics.  The purpose 
of the Code of Ethics is to ensure that HCM conducts its business with the highest level of 
ethical standards and fulfills its fiduciary duties to its clients.  HCM has a duty to exercise its 
authority and responsibility for the benefit of its clients, to place the interests of its clients 
first, to refrain from having outside interests that conflict with the interests of its clients, to 
safeguard clients’ personal information, and to comply with all federal securities laws as they 
apply to the business of HCM.  HCM and its employees must avoid any circumstances that 
might adversely affect or appear to affect its duty of loyalty to its clients. 
 
HCM, its employees or other affiliated persons, hereinafter "Access Persons", may buy or 
sell for their personal accounts securities identical to those recommended to clients.  
Additionally, any Access Person may have an interest or position in a certain security or 
securities which are also recommended to clients.  As these situations may represent a 
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potential conflict of interest, HCM established a Code of Ethics pursuant to Rule 204A-1, 
which includes the following restrictions in order to protect the interests of its clients: 
 
The requirements and restrictions apply to all personal securities transactions of the 
Access Person and his/her immediate household.  At the firm’s discretion, exceptions may 
be granted in certain circumstances.  
 

 No Access Person shall prefer his or her own interest to that of an advisory 
client. 

 All personal securities transactions of Access Persons shall be subject to pre-
clearance by a principal of HCM, except those meeting the “de minimus” 
requirement or other securities not required to be reported.  

 Access Persons may not buy or sell securities for their personal accounts where 
their decision is substantially derived, in whole or in part, by reason of their 
employment with HCM.  No Access Person may knowingly purchase any security 
in advance of a transaction being implemented for an advisory account with the 
intention of benefiting from transactions. 

 Access Persons are required to submit personal holdings reports within 10 days 
of becoming and Access Person and annually thereafter. 

 Access Persons are required to submit personal transaction reports at the end of 
each calendar quarter. 

 Duplicate copies of an Access Person’s broker trade confirmations and account 
statements may be utilized for reporting purposes provided that such materials 
provide all information required to be reported.   

 Access Persons are prohibited from buying or selling a security or related 
security if a counter transaction was placed for a client within the previous five 
(5) days (de minimus exemptions apply.) 

 Access Persons’ personal trading may be subject to cancellation should a conflict 
arise. 

 Access Persons are strictly prohibited from acquiring any securities in any initial 
public offering. 

 Access Persons are prohibited from acquiring any securities pursuant to a 
private placement without prior written authorization by a principal of HCM. 

 Access Persons are prohibited from actively engaging in short-term trading for 
profit.  

 Any Access Person not in observance of the above may be subject to termination. 
 

A copy of HCM’s Code of Ethics is available to clients or prospective clients upon request.  
All requests should be directed to Annette Marshall, Chief Compliance Officer, at 
amarshall@herndoncap.com or 404-232-8806. 
 
 
Item 12 – Brokerage Practices  
 

mailto:amarshall@herndoncap.com
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Obtaining best execution is an important aspect of every trade that we place in client 
accounts.  Best execution can be described as seeking the most favorable terms for 
completing client transactions considering all relevant circumstances at the time.  HCM has 
a Best Execution Committee that provides oversight of the trading practices, including 
execution quality, soft dollars, directed brokerage, broker selection, and trade aggregation.  
The goal of the Best Execution Committee is to take a best practices approach to trading to 
ensure transactions are executed in a manner that is most beneficial to our clients.   
 
As a matter of policy, specifically for the Large Cap Value strategy, as an investment advisor 
managing assets for Institutional, WRAP, and external models, we employ a rotation based 
trading strategy amongst our various client types when executing orders.   We believe this 
policy prevents our trading desk from competing against itself in the market place and 
causing stocks to move against us. 
 
Broker Selection 
HCM selects broker/dealers it believes will execute orders promptly at the most favorable 
prices reasonably obtainable and, in doing so, will consider a number of factors, including 
without limitation: 
 

 Quality of execution; 
 Commission rate; 
 Financial strength and stability of the broker; 
 Efficiency with which the transactions effected; 
 Specialization in a particular market; 
 Quality of the research services provided by the broker/dealer; 
 Other products and services available from the broker.  

 
 
The reasonableness of commissions is based on the broker's ability to provide professional 
services, competitive commission rates, research and other services, which will help HCM 
in providing investment management services to clients. HCM may therefore use a broker 
who provides useful research and/or brokerage services even though a different broker 
may charge a lower commission.   
 
Research and Soft Dollar Benefits 
Section 28(e) of the Securities Exchange Act permits advisers to use soft dollars, whereas a 
portion of client commissions is used to purchase research and brokerage services that 
assist the adviser in managing client accounts. Section 28(e) provides a safe-harbor 
permitting an investment adviser to cause an account to pay commission rates in excess of 
those another broker/dealer would have charged for effecting the same transaction, if HCM 
determines in good faith that the commission paid is reasonable in relation to the value of 
the research and brokerage services provided. 
 
Under the soft dollar arrangements, HCM receives both proprietary research created and 
developed by the brokers as well as third party research.  This may cause HCM to select a 
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broker based on the research received rather than on the client’s interest in receiving the 
most favorable execution.  Research services include, among other things, market, 
economic or financial data; a particular aspect of economics or on the economy in general; 
statistical information; data on pricing and availability of securities; financial publications; 
electronic market quotations; analyses concerning specific securities, companies, 
industries or sectors; and, market, economic and financial studies and forecasts.  Although 
research will be used to service all clients, brokerage commissions paid by a client may be 
used to pay for research that is not used in managing the client’s account. 
 
Where HCM receives research products and/or brokerage services that do not directly benefit 
client accounts, HCM makes a good-faith allocation between the administrative benefits and 
the research services received, and the value of any administrative benefits will be borne 
by HCM (and paid for with hard dollars by HCM). In making good faith allocations between 
administrative benefits and research services, a conflict of interest may exist by reason of 
HCM’s allocation of the costs of such benefits and services between those that primarily 
benefit HCM and those that primarily benefit its clients. 
 
Directed Brokerage 
Many clients, when undertaking an advisory relationship, already have a pre-established 
relationship with a broker and they will instruct HCM to execute all transactions through 
that broker.  HCM requires that such instructions be in writing.  In the event that a client 
directs HCM to use a particular broker or dealer, it should be understood that under those 
circumstances HCM would not have the authority to negotiate commissions, obtain volume 
discounts, and best execution may not be achieved. In addition, under these circumstances, 
a disparity in commission charges may exist with respect to the commission charged to 
other clients.  As a result of such brokerage, client may pay a higher brokerage commission 
than might otherwise be paid if HCM had been granted discretion to select a broker to 
handle the client’s account.  In addition, HCM may be unable to bunch, block, or aggregate 
trades with those of other clients.  The inability to bunch trades may result in the client’s 
trades being executed at a price different from trades that are bunched and may be less 
favorable.  
 

Aggregating Trades 
 
HCM will aggregate trades providing that the following conditions are met: 

1. HCM’s policies for the aggregation of transactions shall be fully disclosed in the 
Form ADV, and to the broker/dealers through which such transactions will be 
placed. 

2. HCM will not aggregate transactions unless it believes that aggregation is 
consistent with its duty to seek best execution (which includes the duty to seek 
best price) for its clients, and is consistent with the terms of HCM’s investment 
advisory agreement with each client for which trades are being aggregated. 

3. No advisory client will be favored over any other client; each client that 
participates in an aggregated order will participate at the average share price for 
all HCM’s transactions in a given business day, with transaction costs shared 
pro-rata based on each client’s participation in the transaction 
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4. If the aggregated order is filled in its entirety, it will be allocated among all 
clients included in the order.  If the order is partially filled, it will generally be 
allocated pro-rata, based on the accounts included in the order, or randomly in 
certain circumstances. 

5. Notwithstanding the foregoing, the order may be allocated on a basis different 
from pro-ration if all client accounts receive fair and equitable treatment, and 
the reason for different allocation is explained in writing. 

6. HCM will receive no additional compensation or remuneration of any kind as a 
result of the proposed aggregation. 

 
 
Item 13 – Review of Accounts  
 
Portfolio Managers review and monitor accounts under their management along with 
HCM Compliance at least monthly to ensure that the investment strategy meets the 
objectives of the clients.  The Investment Committee meets weekly or more often if 
necessary, to discuss changes to each strategy.  The Investment Committee consists of the 
following members: 

 
Drake Craig, CFA – President/Chief Operations Officer/Principal/Portfolio Manager 
Kenneth Holley, CFA – Chief Investment Officer/Principal/Portfolio Manager 
Randell A. Cain, Jr., CFA – Principal/Portfolio Manager 
Kenneth Grimes – Deputy Chief Investment Officer  
James Nelson, CFA – Co-Portfolio Manager 
 

Clients will receive account statement directly from the custodian of their account.  To the 
extent that HCM provides reports to clients, the nature and frequency of those reports are 
separately determined for each client.  While reports are typically provided quarterly, 
clients will receive a report no less than annually.  Reports can include information such as 
current holdings, market value, cost basis, transactions and realized or unrealized 
gains/losses.  Wrap accounts or other clients received through an intermediary will receive 
reports directly from their program sponsor. 

 
 

Item 14 – Client Referrals and Other Compensation 
 
From time to time, HCM may agree to pay a referral fee pursuant to a contract to a third 
party or to an affiliate that refers someone as a client.  The referral fee is a percentage of 
the investment advisory fee paid by the client.  Payment of a referral fee does not result in 
additional cost to the client.  Rather, the referral fee simply acts to reduce HCM’s net 
revenue. The details of any such payments to a third party are described to clients as 
required, and acknowledged and accepted by those clients, in a signed Solicitors Disclosure 
Document prior to or at the time the client enters into an investment advisory agreement 
with HCM.  All HCM third party arrangements are consistent with the requirements of Rule 
206(4)-3. 
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Item 15 – Custody 
 
HCM does not take custody of clients’ assets.  However, to the extent that HCM directly 
invoices the custodian for investment advisory fees, HCM is deemed to have custody. This 
practice is done pursuant to authorization provided by each client.  Usually monthly, but no 
less than quarterly, clients receive account statements directly from the custodian of their 
account.  Custodial statements include account holdings, market values and any activity 
that occurred during the period, including the deduction of investment advisory fees.  HCM 
urges clients to compare information contained in reports provided by HCM with the 
account statements received directly from the account custodian.  Differences in portfolio 
value may occur due to various factors, including but not limited to: (1) unsettled trades; 
(2) accrued income; (3) pricing of securities; and, (4) dividends earned but not received. 
 
 
Item 16 – Investment Discretion 
 
HCM manages client portfolios on a discretionary basis.  In very limited circumstances, 
HCM will consider managing client portfolios on a non-discretionary basis.  Clients grant 
HCM discretion over their account by providing authorization in the investment advisory 
agreement.  This discretionary authority authorizes HCM to determine the type and 
amount of securities to be bought or sold, the broker/dealer to be used for transactions as 
well as the commission to be paid for each transaction.  Investment discretion is limited 
only by specific instructions, guidelines and/or mandates provided by clients in writing 
and to which HCM agrees. 
 
 
Item 17 – Voting Client Securities 
 
HCM has a fiduciary obligation to, at all times, place the best interest of advisory clients 
(including plan participants and beneficiaries) as the sole consideration when voting 
proxies of portfolio companies.  HCM retains Glass Lewis & Co. for proxy voting services.  
Glass Lewis will analyze the voting issues and carry out the actual voting process in 
accordance with its guidelines, which have been adopted by HCM’s Proxy Committee, or in 
accordance with the proxy guidelines provided by the client. HCM provides Glass Lewis 
with a list of accounts and holdings each week to ensure that Glass Lewis has accurate 
records of the clients and their respective holdings for proxy purposes.  Proxy issues 
receive consideration based on all relevant facts and circumstances.   
 
Some accounts may wish to retain responsibility for proxy voting or assign that 
responsibility to a third party.  In the case of ERISA accounts, such accounts must either 
provide HCM with a plan document that expressly precludes HCM from voting proxies or 
include in the contract that HCM will not vote proxies on behalf of the client.  In the absence 
of such documentation, HCM has the legal responsibility and obligation to vote on behalf of 
any ERISA accounts. 
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HCM has established a Proxy Committee.  The Proxy Committee meets annually to review 
and adopt proxy voting guidelines for the upcoming year.  The Proxy Committee considers 
its fiduciary responsibility to all clients when addressing proxy issues.  The Proxy 
Committee reviewed and accepted Glass Lewis’ proxy voting guidelines and has instructed 
Glass Lewis to vote on its behalf in accordance with those guidelines for HCM’s clients, or in 
accordance with the clients’ provided custom guidelines.  As Glass Lewis amends its 
guidelines, the Proxy Committee will review the amendments and provide Glass Lewis with 
voting instruction based on the terms of the amended guidelines.  
 
As mandated by the U. S. Department of Labor, the Director of Operations maintains 
applicable records regarding proxy voting for accounts.  The Director of Operations can 
access a report online on any given day.  Any voting decision that may require a deviation 
from the standard policies will be deferred to the Proxy Committee for further analysis and 
a final decision.  In these rare situations, outside legal counsel may be sought for additional 
guidance, and reasons for such action will be noted in the committee’s “special” meeting 
minutes. 
 
Regardless of any material conflict of interest, HCM will, at all times, vote in the best 
interest of the client.  Glass Lewis, on behalf of HCM, votes proxies related to securities held 
by clients in a manner solely in the interest of the client.  Proxy votes generally will be cast 
in favor of proposals that maintain or strengthen the shared interest of shareholders and 
management, increase shareholder value, maintain or increase shareholder influence over 
the issuer’s board of directors and management, and maintain or increase the rights of 
shareholders; proxy votes generally will be cast against proposals having the opposite 
effect.  In voting on each and every issue, Glass Lewis shall vote in the prudent and diligent 
fashion and only after a careful evaluation of the issue presented on the ballot.    
 
Periodically, HCM will:  
 

1. Verify that each proxy received has been voted in a manner consistent with the 
Proxy Voting Policies and Procedures and the guidelines (if any) issued by the client, 
or in the case of an employee benefit plan, the plan’s trustee or other fiduciaries; 

 
2. Provide a proxy voting report to those clients that request it, in a manner consistent 

with the client’s request, which may vary.  
 
It is HCM’s policy not to act on the client’s behalf in any class action or bankruptcy 
proceeding, including providing guidance.  Should client insist, HCM’s Counsel will take 
responsibility of acting on client’s behalf. In the event that proceeds from a Class Action are 
sent to our offices, the check will be promptly forwarded to the client. 
 
 
Item 18 – Financial Information 
 
A registered investment adviser is required to provide clients with certain financial 
information or disclosures about its financial condition.  HCM has no financial commitment 
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that impairs its ability to meet contractual and fiduciary commitments to clients, and has 
not been the subject of a bankruptcy proceeding. 
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ATTACHMENT F to the Compliance Manual 
Proxy Voting Policy 

 
 

Herndon Capital Management, LLC (“HCM”) has a fiduciary obligation to, at all times, place the 
best interest of advisory clients (e.g. plan participants and beneficiaries) as the sole consideration 
when voting proxies of portfolio companies.  HCM has retained Glass Lewis & Co. (“GL”) for 
proxy voting services.  GL will analyze the voting issues and carry out the actual voting process 
in accordance with its guidelines which have been agreed to by HCM’s Proxy Committee.  Proxy 
issues receive consideration based on all relevant facts and circumstances.   
 
Some accounts for which HCM is investment manager may wish to retain responsibility for proxy 
voting or to assign that responsibility to a different investment manager.  Such accounts must 
either provide HCM with a plan document that expressly precludes HCM from voting proxies or 
include in the contract that HCM will not vote their proxies.  In the absence of such 
documentation HCM has the legal responsibility and the obligation to vote for its accounts, and 
will do so through GL. 
 
Proxy Committee. HCM has established a Proxy Committee.  The Proxy Committee considers its 
fiduciary responsibility to all clients when addressing proxy issues.  The Proxy Committee has 
reviewed and agreed with GL’s proxy voting guidelines and instructed them to vote on HCM’s 
behalf in accordance with those guidelines for HCM’s clients.  As GL amends their guidelines the 
Proxy Committee will review and based on the agreement of the terms will provide GL voting 
instruction. 
 
HCM provides GL with the list of accounts and their holdings monthly to ensure that GL has 
record of the clients and their holdings for proxy purposes. 
 
The Proxy Committee meets at least annually to review any guideline changes from GL, should 
any exist. 
  
In compliance with the U. S. Department of Labor, the Director of Operations maintains 
applicable records regarding proxy voting for accounts.  The Director of Operations can access a 
report online on any given day. Any voting decision that may require a deviation from the 
standard policies will be deferred to the Proxy Committee from GL for further analysis and a final 
decision.  In these rare situations, outside legal counsel may be sought for additional guidance, 
and reasons for such action will be noted in the committee’s “special” meeting minutes. 
  
ERISA Accounts. It is HCM’s policy to fully comply with ERISA requirements regarding proxy 
voting.  Some ERISA accounts for which HCM is investment manager may wish to retain 
responsibility for proxy voting or to assign that responsibility to a different investment manager.  
Such accounts must either provide HCM with a plan document that expressly precludes HCM 
from voting proxies or include in the client agreement that HCM will not vote proxies on their 
behalf.  In the absence of such documentation HCM has the legal responsibility and the obligation 
to vote for its ERISA accounts. 
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Material Conflicts. Regardless of material conflict, HCM through GL will, at all times, vote in the 
best interest of the client.   
 
Criteria. GL on behalf of HCM votes proxies related to securities held by clients in a manner 
solely in the interest of the client, which is in accordance with written GL guidelines.  Proxy 
votes generally will be cast in favor of proposals that maintain or strengthen the shared interest of 
shareholders and management, increase shareholder value, maintain or increase shareholder 
influence over the issuer’s board of directors and management, and maintain or increase the rights 
of shareholders; proxy votes generally will be cast against proposals having the opposite effect.  
In voting on each and every issue, GL shall vote in the prudent and diligent fashion and only after 
a careful evaluation of the issue presented on the ballot.    
 
Checks and Balances. Periodically, HCM will:  
 

1. Spot check to verify that proxies received have been voted in a manner consistent with 
the Proxy Voting Policies and Procedures and the guidelines (if any) issued by the client, 
or in the case of an employee benefit plan, the plan’s trustee or other fiduciaries; 

2. Provide a proxy voting report to those clients that request it; in a manner consistent with 
the client’s request, which may vary. 

 
HCM through GL will provide investment company clients with the information necessary to 
comply with filing requirements of Form N-PX on a timely basis. 



 
 

            

ATTACHMENT N to the Compliance Manual 
Privacy 

 Policy and Procedure 
 
 
Introduction 
Regulation S-P, requires advisers to adopt policies and procedures reasonably designed to (a) 
ensure the confidentiality of client records and information; (b) protect against any anticipated 
threats or hazards to the security of client records and information; and (c) protect against 
unauthorized access or use of client records or information that could result in “substantial harm 
or inconvenience” to any client.  The privacy provisions of Regulation S-P apply to information 
that is “nonpublic personal information.”    
 
Nonpublic information, under Regulation S-P, includes “personally identifiable financial 
information” and any list, description, or grouping that is derived from personally identifiable 
financial information. Personally identifiable financial information is defined to include three 
categories of information: 

 Information Supplied by Client. Any information that is provided by a client or 
prospective client to HCM in order to obtain a financial product or service.  This 
would include information or material given to HCM when entering into an 
investment advisory agreement. 

 Information Resulting from Transaction: Any information that results from a 
transaction with the client or any services performed for the client.  This category 
would include information about account balances, securities positions, or financial 
products purchased or sold through a broker/dealer. 

 Information Obtained in Providing Products or Services. Any information obtained 
by HCM from a consumer report or other outside source which is used by HCM to 
verify information that a client or prospective clients has given. 

 
Policy 
As a general policy, HCM will not disclose personal financial information about any client to 
third parties except as necessary to establish and manage the client’s account(s) or as required by 
law which includes any regulatory body such as the Securities and Exchange Commission (SEC).  
In these situations, personal financial information about a client may be provided to the 
broker/dealers maintaining these accounts.  The client or prospective client will acknowledge in 
writing that such information may be provided to the broker/dealer by HCM in establishing 
his/her advisory account.  The client will also acknowledge that disclosure of personal financial 
information to a third party, such as a broker/dealer or other custodian, may be withheld if the 
client or prospective client so requests.  However, a client directing that HCM not provide 
personal financial information to third parties does not relieve the portfolio manager from 
obtaining such information from the client in order to establish an advisory account with HCM.   
 
Procedure 
 Personal financial information about a client may be provided to the broker/dealers executing 

the trades for these accounts on HCM’s behalf.   
 The client or prospective client will acknowledge in writing that such information may be 

provided to the broker/dealer by HCM in establishing his/her advisory account.   



 
 

            

 The client will also acknowledge that disclosure of personal financial information to a third 
party, such as a broker/dealer or other custodian, may be withheld if the client or prospective 
client so requests. 
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