	% Return as of 9/30/2008

	Equity Indexes
	3rd Q
	1 Yr
	3 Yrs

	S&P 500
	-8.37
	-21.98
	0.22

	Russell 2500
	-6.72
	-17.99
	0.91

	MSCI EAFE
	-20.50
	-30.13
	1.58

	Emerging Market
	-26.86
	-33.01
	8.69

	DJ Wilshire REIT
	4.78
	-12.46
	5.18

	Bond Indexes
	
	
	

	TIPS
	-3.54
	6.19
	4.32

	Aggregate
	-0.49
	3.65
	4.15

	Governments
	1.92
	7.90
	5.59

	Mortgages
	1.87
	7.02
	5.52

	Intermediate Credits
	-6.38
	-4.79
	0.86

	Long-Term Credits
	-8.78
	-9.19
	-1.34

	High Yield
	-8.89
	-11.24
	1.04

	Municipals
	-3.21
	-1.87
	1.86

	Cash Equivalents
	
	
	

	3-Month T-Bill
	0.42
	2.34
	4.07


As expected, third quarter performance numbers reflect the current state of the financial markets.  In times of turbulence, we believe it’s important to remain informed but emotionally detached from the hyperbole. The uncertainty has been heightened by the fact that we are in the midst of a presidential election.  While it is human nature to feel we have to react immediately to the market, maintaining a proper perspective is, and has always been, critical to success.  

The late Sir John Templeton once said, “The four most expensive words in the English language are, ‘This time is different.’”  But is it?  

What began as a correction in the commercial real estate markets was exacerbated by the credit constraints that occurred in the residential markets. As poorly underwritten loans with overly generous short-term provisions began to reset their interest charges at higher than normal rates, people began to default on their homes and the snowball began to roll.  Banks reacted by not only tightening consumer credit, but loans to businesses as well, thus limiting their ability to continue to grow and expand.  

While this past quarter has been disconcerting, events of this magnitude are not new.  In fact, they tend to occur every several years. In the past 10 years we have seen several stresses to the financial markets, including the dotcom bust, the Sept. 11, 2001, terrorist attacks, several high profile bankruptcies, and now another upheaval in the financial industry.  Through all of this, the markets have demonstrated long-term resiliency despite short-run volatility.  It’s also interesting to note that this past quarter’s losses, by historical standards, are nowhere close to the worst ever seen for U.S. stocks.  Famed investor Warren Buffett has been quite active, buying large interests in several firms as fears grew. While there is no guarantee Mr. Buffett will be proven correct, we are encouraged by these purchases and his apparent confidence in long-term investment.  

Domestic Equities: Most equity indexes lost ground for the quarter. The S&P 500, an index of 500 large U.S. stocks, declined 8.37%.  For the trailing 12 months the loss was more substantial at 21.98%.  Smaller stocks did a little better but were down as well.  The Russell 2500 index posted a loss of 6.72% for the quarter.  The trailing 12 month performance was a 17.99% loss.

International Equities: Foreign stocks recorded more severe losses than U.S. equities.  The MSCI EAFE index which measures the performance of developed overseas markets slid to a loss of 20.50%.  For the trailing 12 months the international index was down 30.13%.  The emerging markets haven’t fared well either.  The MSCI Emerging Markets index posted a loss of 26.86% for the quarter.  For the past year, the loss was 33.01%. 

Real Estate: Publicly traded real estate bucked the trend and posted a gain for the quarter.  REITs returned 4.78% for the quarter as measured by the Dow Jones REIT index, however, the trailing twelve month return was a negative 12.46%.

Fixed-Income: The fixed income markets were negatively impacted by a flight to quality.  High yield bonds posted a loss of 8.89% for the quarter and a loss of 11.24% for the trailing 12 months.  Higher quality bonds, as measured by the Bond Aggregate Index, held their own, posting a slight loss of 0.49% for the quarter, but up 6.65% for the trailing 12 months.  Governments led the way with a return of 1.92% for the quarter and 7.90% for the trailing 12 months.  The TIPS index declined 3.54% for the quarter but remains up 6.19% for the past 12 months.   

While we certainly understand investor anxiety, it is important to understand that uncertainty of this kind is not uncommon, and may not be “different this time.”  Market cycles, or the constant ebbs and flows of free markets, will occur. We are disappointed with the spreading of the credit crisis and it is possible that we have more pain to endure. However, volatility and other factors were taken into consideration when we structured your portfolio based on sound mathematical principles in conjunction with your personal tolerance for risk.  History has shown us that patient investors have been rewarded, impatient sellers have not.   

Thank you again for your confidence in me. I look forward to meeting with you in the near future to discuss practical steps we may consider for your situation. Until then, please call with any questions you may have.

The content of this material was provided to you by Lincoln Financial Advisors for its representatives and their clients.
Source of data – – *U.S. Department of Commerce; Bureau of Economic Analysis. Wall Street Journal, SEI, Rothschild Market Review, Bureau of Economic Analysis, Lehman, NAREIT, Bloomberg,  mpi Stylus,  Markit ABX indexes. The performance of an unmanaged index is not indicative of the performance of any particular investment.  It is not possible to invest directly in any index.  Past performance is no guarantee of future results.  This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of future results.  Treasury Inflation Protected Securities (TIPS) have principal values that grow with inflation if held to maturity. High yield bonds (lower rated or junk bonds) experience higher volatility and increased credit risk when compared to other fixed income investments.  REITs are subject to real estate risks associated with operating and leasing properties.  Additional risks include changes in economic conditions, interest rates, property values, and supply and demand, as well as possible environmental liabilities, zoning issues and natural disasters.  There can be no assurance that the investment objectives will be met. Stocks can have fluctuating principal and returns based on changing market conditions.  The prices of small company stocks generally are more volatile than those of large company stocks.  International investing involves special risks not found in domestic investing, including political and social differences and currency fluctuations due to economic decisions.  Investing in emerging markets can be riskier than investing in well-established foreign markets. 
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