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he Markets: December 31, 2008

FOURTH QUARTER, 2008 RETURNS

Investors entered the quarter hoping that thingsddcoot get any worse, but they did. The fourtarger was a
bloodbath for most any asset class. Fourth quartatyegsses in the U. S. exceeded 20%. Losses dange
from 30-40% on average across foreign bourses andamimodities, and real estate experienced declines
ranging from 30-50%. In fact, the quarter accodrite at least fifty percent of the year's losse®ss a wide
swath of investments including most U.S. and faredquity strategies. Safe notes, bonds and casided

an anchor to windward, again justifying their useny rational asset allocation. Equities oflai plunged in
October, tried to rally back in November only toipimet to a new low. The markets based and rahiedthe
quarter's close. Ultra safe notes and bonds gignpeaformed inversely to equities. Forced sellatyoss

a number of cascading scenarios drove the actidiisiand starts, all year [Source: Barron's Lipdetual
Fund Quarterly, IDC, MSCI Barra].

In the U.S. "value" marginally outperformed "growtiross market capitalizations while larger comgsni
lost a little less than mid and small caps. Large alue lost 21.72%, while large cap core was ddWwBA9%
and large cap growth fell 23.25%. Midcap valué2dl96% while midcap growth fell 26.97%. Smalpca
value and core fell 25.94% and 25.95% respectiwveiyie small cap growth declined 26.59%. Internagity
the return spread was much tighter but value otdpeaed growth with core fluctuating around the meald|
International large cap value fell 20.95% versusrimational large cap growth's 21.68% loss. Irggonal
smid value declined 23.11% while international sgode lost 22.52% and international smid growthpgexd
24.59%. Convertible arbitrage and distressed seesiprovided no relief, falling 38.11% and 24.28%
respectively. High yield debt lost 18.31% in theager which return includes positive yields apgtoag 10%
[Source: Barron's Lipper Mutual Fund Quarterly, IIMSCI Barra].
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he Markets: December 31, 2008

FOURTH QUARTER, 2008 RETURNS (cont...)

Yes, Virginia there were some bright spots. Dedidahort funds appreciated 4.6 % in the quartelewhsS.
Treasury securities appreciated substantially ardirect proportion to their maturity. Short URBeasuries
appreciated 2.94% while intermediate U.S. Governreeatirities rose 4.58%, both far in excess of ailyu
nonexistent stated yields. Ditto for municipal setesias measured by benchmarks. The Barclays 5-year
Municipal Bond Index climbed 3.93%.

A complete listing of quarter-to-date returns appem page 4.
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he Markets: December 31, 2008

QUARTER-TO-DATE RETURNS

Equity Indices — United States Dow Jones Hedge Fund Indices

Standard & Poor’s 500 Index -21.96% Convertible Arbitrage -38.11%
Dow Jones Industrial Average -18.39% Distressed Securities -24.28%
NASDAQ -24.61% Equity Long/Short (U.S.) -10.40%
Russell 2000 Growth Index -27.45% Equity Market Neutral -4.40%
Russell 2000 Value Index -24.89% Event Driven -20.84%
Russell 3000 Value Index -22.41% Merger Arbitrage -5.16%
Lipper Small Cap Core Funds Index -25.95%

Other Indices

Equity Indices — Foreign

Dow Jones AlG Comm. Futures Index -30.12%

MSCI EAFE + Canada Index* -21.53% Dow Jones AIG Petroleum Index -56.19%
MSCI Emerging Markets -27.94% Dow Jones AIG Precious Metals Index -1.66%
MSCI Europe -23.22% Lipper Real Estate Funds -38.71%
MSCI Latin America -34.80%
MSCI BRIC -30.63%

Fixed Income Indices

Barclays Capital Intermed Gov/Cr Index 4.84%
Barclays Capital 5-Year Muni Bond Index  3.93%

Lipper Intermediate Muni Funds 0.48%
Merrill Lynch Municipal 1-3 Year 2.27%
Merrill Lynch Municipal 3-7 Year 4.22%
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Lipper High Yield Taxable Funds Index  -18.36%  source: MSCI Barra; IDC, Dow Jones, Bridge, LipRinomberg

* MSCI EAFE + Canada Index return does not incluelavested dividends|
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he Markets: December 31, 2008

THE BACKDROP: PUNCH DRUNK

The unwinding of the great global leverage juggetmaoceeded apace. In January the Treasury eedeh8
billion of TARP funds to Chrysler Financial and emtled a loss-sharing agreement with Bank of Amerigya
December the second tranche of TARP funds wereegkeaad a 775 billion stimulus package had beengsexh
In between the relentless drumbeat of novel reatieenpts and acronyms (TARP, TLGP, TALF) was heard.
Each week another corporation, shopping centeraok bit the skids or failed. Names such as AlIG, ikaMae,
Freddie Mac, all three U.S. automakers and Gem@@hth Properties hit the skids. The numerous fagu
included American Home, Bear Stearns, Circuit Gitgymac Bank, Lehman Brothers, and Linens-N-Things

Credit markets seized up and have not thawed mHclusing inventory continues to build as prices cw# to
fall. Leveraged global corporations are dying adigvery day. The government temporarily guaranteeoey
market funds and commercial paper of those deeotetig to fail, temporarily boosted FDIC insurariceits
and arranged shotgun weddings of financial institg to themselves or to Uncle Sam. The Feders¢iRe cut
its key interest rate to a range of 0% - .25%. @lgovernments became serial announcers of novaiees
packages after dusting off and using most remeeiesdrupon in past financial crises to little avalernie
Madoff made Ponzi look like a piker and highlighteé benefits of due diligence and separation ofoclysand
management of assets. Significant world evente wesarfed by the global progression of the delevatag
monster. Barack Obama was elected President aditited States. His message of cohesion appeausngen
and injects rays of hope. Reappraisal of risk ifonger nascent and belated risk-awareness, bakicaward
analyses, and forced liquidation continued to pressgaluations.
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he Markets: December 31, 2008

FULL YEAR, 2008 RETURNS

It was a brutal market year, globally. Accordinggiloomberg T.V. roughly 29 trillion was lost acsaglobal
markets in 2008. Only those with a diverse allmratvhich included safe notes/bonds, money maketsshort
positions and/or nimble strategists survived re&yi unscathed as the asset deflation we havedoedjcted
proceeded apace. The Standard & Poor’s 500 ski8d€3% and the Dow Jones Industrial Average plunged
40.54% which marked both indexes largest losse®€if31 [Source: IDC, The Wall Street Journal]akP®
trough losses were greater. Volatility (as measibsethe VIX and its predecessors) reached histogls
[Source: Stockval]. The dollar fell somewhat ie tfear's first half, but rallied in the second! rOse over 50%
before falling to a 60% loss by year-end [Sourdecval].

In the third quarter FMC | “anticipate[d] continuedlatility in markets globally.” | said that “[w]enay also
experience more fierce bear market rallies. Howetes doubtful that a new long-term bull marketl begin in
the near future.” This observation has proved corrétthe U.S. “value” and “core” strategies had aémn
identical returns across capitalizations and be$gemvth”. Small caps lost the least. Large capecand value
shrank by 37.23% and 37.36% respectively whiledar@p growth plunged 40.70%. Midcap core and viahike
lost more than 38% while mid cap growth plummetéad%. Small cap losses in all three styles rarfiged
25.94% to 26.59% [Source: IDC, Barron's Lipper Muittund Quarterly]. Foreign markets were routstsCl
EAFE plus Canada fell 45.21%, emerging markets subetd 54.48% and the BRIC countries plunged 60.27%.
Hedge fund strategies proved my oft repeated obternvthat they do not perform well in periods adero
distress. Convertible arbitrage fell 49.80% wiltlistressed securities lost 37%. Equity marketnaéanhd merger
arbitrage did hold up well, falling only 8.33% and 3% respectively [Source: Stockvall.

High yield debt fell over 18% as capital value$ &ld markets seized up. The Barclays Capital im¢gliate
Gov/Credit Index rose 5.08% as investors flockegafety. Precious metals had a wild ride but cladkedyear
down only 4.06% [Source: Stockval].

L
>
Q
>
o,
L
=
Q
=
=~
®
—+
n
0
o
=
=)
®
)
—+
£
=
HAN
Q
o
0]
6




he Markets: December 31, 2008

YEAR-TO-DATE RETURNS

Equity Indices — United States Dow Jones Hedge Fund Indices

Standard & Poor’s 500 Index -37.03% Convertible Arbitrage -49.80%
Dow Jones Industrial Average -31.93% Distressed Securities -37.00%
NASDAQ -40.54% Equity Long/Short (U.S.) -18.40%
Russell 2000 Growth Index -38.54% Equity Market Neutral -8.33%
Russell 2000 Value Index -28.92% Event Driven -27.67%
Russell 3000 Value Index -36.25% Merger Arbitrage -7.73%
Lipper Small Cap Core Funds Index -36.21%

Other Indices

Equity Indices — Foreign

Dow Jones AlG Comm. Futures Index -36.61%

MSCI EAFE + Canada Index* -45.21% Dow Jones AIG Petroleum Index -53.67%
MSCI Emerging Markets -54.48% Dow Jones AIG Precious Metals Index -4.06%
MSCI Europe -48.20% Lipper Real Estate Funds -39.92%
MSCI Latin America -52.78%
MSCI BRIC -60.27%

Fixed Income Indices

Barclays Capital Intermed Gov/Cr Index 5.08%
Barclays Capital 5-Year Muni Bond Index  5.78%

Lipper Intermediate Muni Funds -1.31%
Merrill Lynch Municipal 1-3 Year 5.16%
Merrill Lynch Municipal 3-7 Year 5.92%

Lipper High Yield Taxable Funds Index  -26.19%  source: MSCI Barra; IDC, Dow Jones, Bridge, Lipginomberg
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* MSCI EAFE + Canada Index return does not incluelavested dividends|
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he Year to in Review: 2008

HOW DID WE DO?

Our Forecasts

We did very well on the big things and pretty wall the small. The headings for various sectiont®fFourth
Quarter, 2007 FMC really said it all. “Spendind)&and the Economy: The Consumer is Weary, Busisess
Wary and the Government is Too Late to the Rescwas’pvescient and continues to express my view of the
financial and economic times. Ditto for “ResidehRaeal Estate-Still Sinking” and “Commercial Real&is-The
Boat is Listing”. | highlighted the importance @fnfidence to the effective functioning of our finegal system
under the title, “The Storm is Here”. “The finaalcsystem is based upon confidence, the dollagr aft, is a
green piece of paper. We accept it has valuerspds we are confident that it has value. Sinyilensactions
occur with ease in our global financial system liseaall players are confident of the contract, de&lade being
honored on the other side. Liquidity and transpeyeare prerequisites for the global economy. Bwéhin the
nascent stages of reappraisal. In recent yeatsomality has ruled as investors of all ilks trdaef the chance of
tiny return improvements for vastly greater amowitssk. We are witnessing the shakeout of thisrigted
confidence. Asset deflation will proceed, hopeafslowly.” [Fourth Quarter, 2007 FMC pg 17]. The lbering
tanker of mass psychology has finally begun to.turn

Our Strategies and Composites

The All Cap Value and Growth and Value Blend eqgsttategies trounced their benchmarks. The Difrersi
outperformed its hedge fund benchmarks but undienmeed Treasury bills + 3%. The Diversifier is anderful
alternative to hedge funds as it features liqujdiignsparency, and securities held in an indididwavn name.

Most client accounts were broadly diversified aad Bizeable fixed income and money market positidrish
greatly aided performance.
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he Year to come: 2009

Spending, GDP and the U.S. Economy

“It is certain that the United States leverage grggut is slowing. Any resurrection crafted thio@gnergency
measures will only postpone the inevitable andaase its magnitude. There is a 60% probabilityweawill see
a recession within the next six quarters. Two tgrarof negative GDP growth is unpleasant but,fas the only
large problem facing us, eminently surmountatl@fortunately, we see the convergence of severabbi
cahunas which have the potential to prolong and deen the pain. Asset deflation, derivatives accidents, the
great leverage unwind and burgeoning realizatiocoohterparty risk are all wrapped up in one pacKaghis
paragraph appeared in the Fourth Quarter, 2007 FMabk Ahead for 2008 [pg 11]. It was prescientl dithe
big cahunas did converge and the financial sysfgraled downward pausing sporadically to absorlative
rescue attempts. The maelstrom burst into theem@iomy this year. Economic growth slowed at ar ev
increasing pace but fell off a cliff in the fourqmarter [Source: Federal Reserve].

As well, asset deflation accelerated all year, @udting in a 15.3% decline in household net wo8hurce:
Barron’s]. 2.5 million jobs were lost in 2008, tim®st since 1945 [Source: Bureau of Labor Staig®t.S), The
Wall Street Journal]. The unemployment rate rosé.2% while involuntary part-time workers rosedwer 3
million people in 2008, to 8.0 million [Source: BL.SMoreover, continuing unemployment claims rosd
million the highest since December, 1982 [SourcautBrs]. The National Bureau of Economic Research’s
Business Cycle Dating Committee announced in lateelhber 2008 that recession began in the U.S. in
December, 2007 [Source: Barron’s].

The Conference Board Consumer Confidence Indexgeldito 38, a new all-time low, in December. Thesent
Situation Index fell to 29.4 from 42.3 in Novemip8ource: The Conference Board]. Sara Lynn Frabaector
of the Conference Board Consumer Research cemtarked that, “[T]he Confidence Index decline retiéetcthe
rapid and steep descent of economic conditionsoit@irred in the fourth quarter of 2008.” [SourcheT
Conference Board]. Sentiment usually leads spendimthe Second Quarter 2008 FMC we forecast that
“consumer spending (this time) will... be an histokicatlier and will actually decline” and that “[sfie
consumer spending is roughly 60% of the entire €cBnomy it is likely that if we are not alreadyaimecession,
we will be shortly.” [Source: Second Quarter 2008E kY 9].

It is noteworthy that the Consumer Sentiment Ingiggears to be basing. The tricky question is wapplns
when basing sentiment meets a continuously degétimgr economic backdrop? Lower demand translates i
slower buying. Industrial production fell at an3% annualized rate in the fourth quarter [SouRmuters].
Unfortunately, the confluence of wealth destructiememployment and uncertainty about the finarsyatem
seems destined to create a multi-year quagmire.
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he Year to come: 2009

Spending, GDP and the U.S. Economy (cont...)
It is likely that GDP will contract more than 5%time Fourth Quarter.

The situation is no better abroad. The World Bangredicting a decline of 2.1% in global trade 2009. This
would mark the largest synchronized decline sinagltMWVar 1l [Source: The Wall Street Journal]. Newders
plunged to the lowest level in 60 years [Sourcstitate for Supply Management, The Wall Street daljr
Global economies will continue to slow for at letst next two years.
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he Year to Come: 2009
A LOOK AHEAD

*Global economic growth will decline in a raggedhias and remain subdued for at least several yddessive
amounts of stimulus may move the needle temporhutywill not stem the decline.

*Consumers worldwide will spend less on things ttheyot need and will save more. This will be ecoiwally
painful but will build a sustainable foundation tbe future.

*We will continue to focus on the return of money ti@ return on it, in core fixed income. Highesatty
corporate and municipal paper have become temptihgve are only nibbling at this juncture. Higleld paper
will not be attractive until the pace of loomingfadts slackens.

*Residential real estate will remain moribund foange There are significant supply and demand iarizas
which can only be eliminated by further prices dexd of 10-20% and time.

Commercial real estate is destined for a prolorgeshp because businesses everywhere are facing imesdw
and reducing headcount.

*The dollar appreciated in 2008 as investors flddke*quality”. The printing presses are running) bore in an
attempt to pay for promised guarantees and stindégggned to salvage the economy. However thexeigk
that all of the other overleveraged, underfundashtrees in the world will follow our lead resulting
competitive currency debasement. | favor holdifgasket of non-U.S. currencies, some commoditids an
precious metals as a hedge.

*Precious metals are a finite resource. They meisaken from the ground. We have favored thesgiqos for
sometime, adding to or selling pieces opporturafliic We are inclined to add overtime in an attetogtedge
the dollar.

Conclusion

Once-in-a-lifetime opportunities are being created host of asset classes/investments. Howevier, i
impossible to forecast when demand will exceed lsugipas to elevate prices. Hence, the need tuifge
catalyst for value realization before each purchase
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sset Allocation

DIVERSIFIED ALLOCATION EXAMPLE December 31, 2008

Growth Oriented Income Generating

Int’l. Value . /? T Bills
Core 3% 25%

Large Cap Quiality Municipal,
Growth Corporate, or
All Cap Value Government Bonds

35% 45%
Precious Money
Metals Market
10% 15% Global Fixed
Short Funds Income
10%

5%

These Asset Allocation Wheels are examples of allocations that may be appropriate for some
investors. An investor’'s particular goals, circumstances, and risk tolerance will dictate the
appropriate allocation for that investor. The Allocation Wheels are presented here only to
reflect how diversification may look under a given set of circumstances. All investments have
some risk. Some of these strategies have more risk than traditional investments.
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sset Class Returns

Twenty-Two Year View of Asset Class Returns
Annual Returns Relative to Key Indices (1987-2008) Ranked in Order of Performance (Best to Waorst)

1987

Small
Cap
Value
T1.11%
Small
Cap
Growth
-10.48%

1988
Small
Cap
Value
29.47%
Intl

28.27%
Large
Cap
Value
21.67%
Small
Cap
Growth
20.37%

11.95%
Fixed
Income

7.89%

1989
Large
Cap
Growth
36.40%
Large
Cap
Core
31.69%
Large
Cap
Value
26.13%
Small
Cap
Growth
2017%
Fixed
Income

14.53%
Small
Cap
Value
12.43%
Int'l

1990
Fixed
Income

8.96%
Large
Cap
Growth
0.20%
Large
Cap
Core
3.10%
Large
Cap
Value
-6.85%
Small
Cap
Growth

A7.41%
Small
Cap
Value
21.71%
Int'l

-23.45%

1991
Small
Cap
Growth
51.19%
Small
Cap
Value
41.70%
Large
Cap
Growth
38.37%

12.13%

1992
Small
Cap
Value
29.14%
Large
Cap
Value
10.53%
Small
Cap
Growth
1.71%
Large
Cap
Core
7.62%
Fixed
Income

T.40%
Large
Cap
Growth
5.07%
Int1

-12.17%

1993
Int’l

32.56%
Small
Cap
Value
23.84%
Large
Cap
Value
18.60%
Small
Cap
Growth
1336%
Large
Cap
Core

10.08%
Fixed
Income

9.75%

Large
Cap

1994
Inf’l

1995
Large
&)
Growth
38.13%
Large
Cap
Core
37.58%
Large
Cap
Value
37.00%
Small
Cap
Growth
31.04%
Small
Cap
Value
25.75%
Fixed
Income

1996
Large
Cap
Growth
23.98%
Large
Cap
Core
22.96%
Large
Cap
Value
21.99%
Small
Cap
Value
21.37%
Smail
Cap
Growth
11.26%
Intl

1997
Large
Cap
Growth
36.52%
Large
Cap
Core
33.36%
Small
Cap
Value
31.78%
Large
Cap
Value
29.99%
Small
Cap
Growih
12.95%
Fixed
Income

1998

1999

Income

-0.82%
Small
Cap
Value
-1.49%

2000
Small
Cap
Value
22.83%
Fixed
Income

11.63%
Large
Cap
Value
6.08%
Large
Cap
Core
9.11%
Intl

A4.17%
Large
Cap
Growth
22.08%
Small
Cap
Growth
22.43%

2001
Small
Cap
Value
14.03%
Fixed
Income

8.44%
Small
Cap
Growth
5.23%
Large
Cap
Value
11.71%
Large
Cap
Core
-11.88%
Large
Cap
Growth
12.73%
Int’l

-21.44%

2002
Fixed
Income

10.26%
Small
Cap
Value
-11.43%
Int'l

Large
Cap
Growth
23.59%
Small
Cap
Growth
-30.26%

2003

39.17%
Large
Cap
Value
INTT%
Large
Cap
Core
28.67%
Large
Cap
Growth

2004
Small
Cap
Value
22.25%
Int'l

20.69%
Large
Cap
Value
15.71%
Small
Cap
Growth
1431%
Large
Cap
Core
10.88%
Large
Cap
Growth
6.13%
Fixed
Income

4.33%

2005
Int’l

2.43%

2006

Small
Cap

Value
23.48'
Int1

23.47%
Large
Cap
Value
22.24%
Large
Cap
Core
15.77%
Small
Cap
Growth
13.35%
Large
Cap
Growth
9.07%
Fixed
Income

4.33%

2007
Large
Cap
Growth
11.81%
Intl

Income

6.97%
Large
Cap
Core
5.48%
Large
Cap
Value
0.17%
Small
Cap
Value
9.78%
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Index Descriptions

. The Lehman Aggregate Index is the Lehman Brothers
Aggregate Bond Index, an unmanaged market-weighted
index that consists of U5, Government and agency

it {xfls ities issued by the
Government Mational Mortgage Association, the Federal
Homea Loan Morigage Corporation or the Federal .
HMational Mortgage iafion and i grad
{rated BEB or better) corporate bonds, all of which will
mature within 30 years.

The Morgan Stanley Capital International (MSC1) EAFE
Index is an unmanaged index that measuras the total refurns
of developed foreign stock markets in Evrope, Asia, and the
Far East.

The S5&F 500 Index is an unmanaged index that consists of the
commen stocks of 500 large-capitalization companies, within
warious industral sectors, most of which are listed on the New
‘York Stock Exchange.

The Russel 2000 Growth Index consists of those small-cap
companies that have higher price-to-book ratios and higher
forecasted growth value.

The Russell 1000 Growth Index consists of companies that have
higher price-to-baok ratios and i tential. *

Arejuswiwo) s1axIe\ e

The Russell 1000 Value index consists of companies that have
lower price-to-book ratios and eamings potential. *

The Russel 2000 Value Index consists of those small-cap
companies that have lower price-to-book ratios and lower
forecasted growth values

Source: IDC; Morgan Stanley; Russell; Standard & Poor's Corp.; Bloomberg

8001

* As of 1/1/08, the Russell 1000 Growth and the Russell 1000 Value replaced the S&P/Barra Growth and the SEP/Barra Value
respactively. Through 2004 on this chart, the S&F/Barra indices were used for Large Cap Growth and Large Cap Values.
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