September 30", 2008
Relax. Close your eyes. And breathe.

Based on the volume of phone calls and emails we have received over the past several weeks, you guys
are nervous. And understandably so. The gyrations in the stock market during the third quarter of 2008
have been difficult for even the most unemotional investor to stomach. Each day seems to bring more
bad news, further deterioration in the markets, and declining portfolio balances. It is time to step back
and take a healthy dose of perspective regarding the concerns we have been addressing recently:

(1) I am losing money!

We all still own the same number of shares that we owned a year ago. True, these shares are
temporarily worth less than they once were. But the only way the current temporary price fluctuations can
turn into permanent real dollar losses is if we sell shares. The logic is simple: No panic, No sell. No sell,
no loss. Therefore, we will not sell.

(2) My year to date returns are awful!

Unlike the 2000-2002 Bear Market, our equity portfolios have fallen about in line with the overall market
this year. Even so, any client that has been with us for any appreciable length of time has achieved
impressive gains since inception. Ironically, your Investment Returns will not ultimately determine how
much money you accumulate over your lifetime. Instead, it will be your Investor Behavior during times
like these. Abandoning a disciplined investment approach at the wrong time during a Bear Market has
the potential of derailing your Lifetime Financial Plan.

(3) The S&P 500 has fallen roughly 30% over the course of the past twelve months!

The US Stock Market has endured no fewer than twelve Bear Markets since the end of World War Il. The
average decline has been 30% over the course of 380 days. Despite that, one dollar invested in the S&P
500 in 1945 is now worth over $900. Yes, 900 time higher. This is not the first, nor will it be the last Bear
Market we will experience. History will prove the current downturn to be just another blip on the long-term
chart.

(4) But the current crisis in the credit markets is unprecedented!

From 1980-1990, several hundred banks failed in the US. During the same time period, the US economy
thrived while the S&P 500 almost quintupled. The US has experienced Wars, Recessions, Hyper-
Inflation, Oil Shocks, Assassinations, and many other “Crises” in the past. Each one was unprecedented.
But the US economy has emerged stronger and better from every single one of them.

(5) Can’t we get out of stocks for a while until things settle down?

No. Stock market recoveries tend to occur very rapidly and in very large spurts. We have already seen
multiple days where the Dow has lost 500 points in a single day. At some point the markets will begin
recovering. Being out of the market during just a handful of these days could be very expensive. The
only way we can guarantee 100% participation in the inevitable recovery is to remain fully invested.

(6) There is nothing on the horizon that will pull us out of this!

Oddly enough, the Great Recovery cannot begin until everyone is convinced there is no end in sight. As
we outlined last quarter in our “Anatomy of a Recession”, only once pessimism rules the streets can the
markets begin to recover.

(7) Declining stock prices will make it impossible for me to achieve my long-term goals!

Actually, the opposite is true. Those of us who methodically purchase shares of our globally diversified
portfolios on a regular basis are actually cheering the market lower. For us, declining prices are a
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blessing, not a curse. Every dollar we invest at these levels buys us more and more shares. Fortunes
are made by Accumulators during Bear Markets.

(8) My portfolio is my sole source of income. Declining stock prices will force me back to work!

Our Personal Endowment approach to financial independence means our portfolios are designed to fund
our clients’ lifestyles for decades through multiple Bear Markets. We adhere to three fundamental tenets:

¢ We maintain a healthy exposure to stocks to provide inflation-beating returns over the course of
several decades

e We limit our annual distributions to 4% - 5% of the initial portfolio value

e We maintain two years worth of cash reserves to prevent us from having to liquidate shares
during Bear Markets

Consider the following example of a 60 year old who retired with an initial portfolio of $5,000,000 who
began withdrawing $200,000 per year in 1973, right before the 1973-74 Bear Market. After his first two
years, his portfolio was down over 50%. However, during the course of a normal 35 year retirement, his
$200,000 annual withdrawal grew to almost $1,000,000 and his Personal Endowment grew to over
$60,000,000.

(9) Why aren’t we changing our strategy?!

Markets like these are precisely the reason we developed our approach in the first place. It completely
removes the detrimental emotional element of investing and forces us to invest wisely at all times. One
look at the long term chart shows how foolish it would have been to abandon stocks during any of the
prior Bear Markets.

(10) What do we do now?

As painful as this period has been, the markets may very well get worse before they get better. None of
us can control the day to day movements in the stock market. As such, we urge you to stop fretting over
the news. Focus on the things you can control: your job, your business, your personal cashflow, your
relationships with the people you love, etc. For those of you who are able, we will increase your
contributions to your account to take full advantage of this opportunity. If that is not practical for you, we
will stay the course.

Please feel free to contact us at (904) 222-0280 or ddavey@demgt.com with any of your questions or
concerns.

Don Davey
Senior Portfolio Manager
Disciplined Equity Management, Inc.
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Major Index Returns Sept 30th, 2008

Symbol Index *2008 YTD Return
SPX Standard and Poor's 500 Index -19.29%
RUT Russell 2000 -10.38%
EFA EAFE Index -29.26%
WRT Wilshire REIT Index 1.25%

LBBI Lehman Brothers Treasury Bond Inde» 4.28%

*Taken from DFA Returns 2.0 Program, a source believed to be reliable
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Growth of Wealth
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Stock Strategy

V7
Retired Investor in 100% Equity Strategy Using

Diversified Portfolio of US Large, US Small, International Large, and International Small

Year Open Withdraw Invested *Return Balance **Inflation
1973 $ 5,000,000 $ 200,000 $ 4,800,000 -22.50% $ 3,720,000 8.78%
1974 $ 3,720,000 $ 217,550 $ 3,502,450 -27.68% $ 2,532,902 12.20%
1975 $ 2,532,902 $ 244,091 $ 2,288,811 47.97% $ 3,386,707 7.01%
1976 $ 3,386,707 $ 261,209 $ 3,125,498 26.53% $ 3,954,630 4.82%
1977 $ 3,954,630 $ 273,805 $ 3,680,826 15.89% $ 4,265,525 6.77%
1978 $ 4,265,525 $ 292,339 $ 3,973,186 22.07% $ 4,850,108 9.03%
1979 $ 4,850,108 $ 318,743 $ 4,531,366 21.08% $ 5,486,396 13.32%
1980 $ 5,486,396 $ 361,196 $ 5,125,200 36.08% $ 6,974,424 12.41%
1981 $ 6,974,424 $ 406,006 $ 6,568,418 -1.79% $ 6,450,843 8.94%
1982 $ 6,450,843 $ 442,311 $ 6,008,532 18.05% $ 7,092,952 3.87%
1983 $ 7,092,952 $ 459,406 $ 6,633,546 27.89% $ 8,483,907 3.80%
1984 $ 8,483,907 $ 476,873 $ 8,007,035 3.09% $ 8,254,292 4.02%
1985 $ 8,254,292 $ 496,048 $ 7,758,244 37.99% $ 10,705,678 3.77%
1986 $ 10,705,678 $ 514,764 $ 10,190,915 24.39% $ 12,676,580 1.14%
1987 $ 12,676,580 $ 520,637 $ 12,155,943 7.60% $ 13,080,038 4.42%
1988 $ 13,080,038 $ 543,623 $ 12,536,415 21.19% $ 15,192,630 4.42%
1989 $ 15,192,630 $ 567,630 $ 14,625,000 23.98% $ 18,131,490 4.64%
1990 $ 18,131,490 $ 593,991 $ 17,537,500 -12.28% $ 15,384,070 6.10%
1991 $ 15,384,070 $ 630,218 $ 14,753,852 30.81% $ 19,299,367 3.07%
1992 $ 19,299,367 $ 649,572 $ 18,649,795 551% $ 19,677,398 3.03%
1993 $ 19,677,398 $ 669,254 $ 19,008,144 18.52% $ 22,528,073 2.75%
1994 $ 22,528,073 $ 687,679 $ 21,840,394 2.14% $ 22,307,123 2.67%
1995 $ 22,307,123 $ 706,046 $ 21,601,077 28.80% $ 27,821,755 2.67%
1996 $ 27,821,755 $ 724,898 $ 27,096,857 17.21% $ 31,759,955 3.33%
1997 $ 31,759,955 $ 737,236 $ 31,022,719 19.01% $ 36,920,759 1.70%
1998 $ 36,920,759 $ 749,039 $ 36,171,720 15.47% $ 41,768,570 1.60%
1999 $ 41,768,570 $ 769,113 $ 40,999,457 2757% $ 52,301,367 2.68%
2000 $ 52,301,367 $ 795,086 $ 51,506,281 -8.50% $ 47,129,792 3.38%
2001 $ 47,129,792 $ 807,442 $ 46,322,351 -7.69% $ 42,761,088 1.55%
2002 $ 42,761,088 $ 826,764 $ 41,934,325 -17.68% $ 34,519,497 2.39%
2003 $ 34,519,497 $ 842,299 $ 33,677,199 42.81% $ 48,094,408 1.88%
2004 $ 48,094,408 $ 869,690 $ 47,224,717 16.62% $ 55,073,465 3.25%
2005 $ 55,073,465 $ 899,399 $ 54,174,067 9.25% $ 59,183,001 3.42%
2006 $ 59,183,001 $ 922,324 $ 58,260,676 18.48% $ 69,024,336 2.55%
2007 $ 69,024,336 $ 960,001 $ 68,064,335 3.87% $ 70,695,021 4.09%
2008 $ 70,695,021 $ 992,795 $ 69,702,226 -11.79% $ 61,484,334 3.42%

*Listed returns are for a hypothetical simulated portfolio consisting of:
50% DFA US Large Cap Index
25% DFA US Micro Cap Index
12.5% DFA Developed International Large Cap Index
12.5% DFA International Small Cap Index
**Inflation numbers are for US Consumer Price Index
All data taken from DFA Returns 2.0 Program, a source believed to be reliable
Simulated returns do not reflect the effects of trading costs, management fees, nor taxes
It is impossible to invest directly into an index portfolio without incurring trading costs and/or management fees

Page 1



	q32008.pdf
	q3-2008-newsletter.pdf
	q3-2008-retired-simulation.pdf
	q3-2008-ytd-returns.pdf




