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With apologies to Gilbert and Sullivan, the investment tenor of
these past three months has generally not been entertaining.

Notwithstanding very respectable returns overall, it's been an
unsettling period, with both fear and greed gripping large
segments of the investing public at different times. Performance
diverged widely from one investment category to another, with
large shifts in sentiment among categories at different points
during the period.

This impresses us, consequently, as a market under consider-
able stress, where any purely opportunistic investment
placement is susceptible to substantial risk of failure. Instead,
consistent adherence to a long term strategy remains the most
appropriate approach. As a result, we are still reluctant to
inaugurate any special commitments to additional technology-
focused placements beyond the 20-40% weights already
embedded in most clients' portfolios.

For the second quarter in a row, small cap stocks and overseas
holdings have generally outperformed the broad large cap
domestic averages. This once again rewarded the persever-
ance of clients who had suffered the many preceding quarters
when it appeared that anything other than the large cap
domestic market was doomed to permanent weakness. There
still is a lot of catching up to do and we believe further
perseverance will continue to be rewarded.
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Is VALUE FINALLY COMING TO THE FORE?
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The final weeks of this past quarter may have marked the long-
awaited turn in favor of the value investing style. As we have
anticipated, the very real earnings streams of low PIE stocks
have begun to get the market's attention as the pace of
mergers, acquisitions, and management buybacks has picked
up. March 2000 saw turnarounds in virtually all "value"
measures, especially in small cap.
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So, even though famed value investors such as Julian
Robertson have decided to step aside and Warren Buffet
(up slightly for the quarter) seems to feel the need to defend his
portfolio of mostly "old economy" holdings, we expect to maintain
our present tilt toward value in our fund choices. In an up mar-
ket, we're convinced that this is where the greater opportunity
lies, especially now. In a bear market, we see much less risk in
value than in growth.

way ahead. ..of themselves and that a substantial
breathing period was in order. Here, for example, are perfor-
mance statistics for a sampling of the most attractive tech-
nology-focused funds and a look at their recent retreats.

Returns
From

NASDAQ
High

(3/11/00
to 4/4/00)

Dresdner Tech -26%

Northern Tech -26%

Nicholas Applegate
Global Tech 494% 19.1% 2.7% -33%

Amerindo Tech D 249% -0.7% -13.5% -28%

Van Wagoner Tech 224% 13.5% -0.9% -300;0

Meanwhile, in our last Commenta'Yi we highlighted how
much technology exposure already exists in a diversified
equity portfolio and ended that article with some questions
about the appropriate role of technology in clients' proper
asset allocation. Here are answers to some of those

questions:

DOES AN ACTIVE OR A PASSIVE (INDEX-ORIENTED)

APPROACH MAKE SENSE FOR TECHNOLOGY INVESTING?
This is an easy question to answer both on the available
results and on the logic of this market segment: active
management is the way to go. We believe the tech sector is
relatively inefficient because of the proliferation of new
companies, new business models, dynamically changing
technology, and significant price volatility. Managers who
stay on top of their companies, accurately assess new
information and developments, and figure out (at least better
than most of their competition) a company's true economic
opportunity can do a better job picking the winners from the
losers. Of course that's easier said than done. Experience,
curiosity, and a lot of hard work are essential. But the reward
can be to add a great deal of value. The results bear this out.
A number of experienced tech managers have built perfor-
mance records that beat the returns from passive exposures
such as the Hambrecht & Quist Technology Index.
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In the articles that follow, we continue to explore the merits of a
greater investment focus on stocks of the "new economy", and
the definition of relevant sectors and how much weight may
already be present in clients' holdings. Of one thing we're
convinced: most broadly diversified portfolios have a lot more
"new" and a lot less "old" than most people think.

RATE RISES OR REVENUE REALIllES

Even though Chairman Greenspan is quick to deny it, the Fed
seems intent on doing its part to deflate what it views as excess
valuations in certain parts of the stock market. He makes no
apology for the Fed's attempt to slow economic growth rates.
Still, two small rate increases this past quarter, seemed to have
no impact on the "wealth effecf' as markets, anticipating these
moves and relieved that they weren't larger, advanced in
response. Instead, the very recent downturns seem to reflect
that reality has begun to set in for investors in many of the very
high-priced darlings of the last several quarters. Some revenue
projections are being missed, secondary financings are
receiving a cold reception, and large volumes of insider shares,
initially "Iocked-up", are now hitting the market.

INDIVIDUAL STOCKS VS. MUTUAL FUNDS

As in prior editions of this Commentary; we will conclude with

specific comments on a number of mutual funds in our repertoire
of preferred selections for our clients' portfolios. We remain con-

vinced that mutual funds are, overall, the vehicle of choice. ..for

most placements ...for most clients. Net inflows to stock

mutual funds in February, for example, broke all monthly records,

totaling more than $39 billion, suggesting that the reports of the
death of this kind of investment vehicle are, like Mark Twain's,

much exaggerated.

Tim Kochis, Editor
DOES STYLE ORIENTATION (VALUE VS. GROWTH)

MATTER IN TECH INVESTING? The short answer is
probably not that much. Knowing the companies and
grasping the true scope of their business opportunity and the
durability of their business models counts for much more.
Right now, the underlying business fundamentals for many
technology companies are very strong and their price
earnings (PIE) and price-to-book (PIB) ratios are quite high.
The upshot is that Morningstar classifies virtually every tech
fund as a "growth" fund. That growth classification is likely to
persist for the foreseeable future. Even when tech stocks
have been out of favor, their percentage allocation in value in-
dexes has not been nearly as great--only about a third as
much--as their percentage allocation in growth indexes when

TECHNOLOGY TUMBLES

The recent sharp sell-off in technology shares highlights the
near-term price risk that remains our chief concern about the
tech sector. As of the first week of April, the Nasdaq had
plunged 900 points (17.8%) from its high of 5049 and at least
some of the froth in the technology sector had been reduced.
Whether this correction represents yet another buying
opportunity or is the harbinger of a more fundamental
reassessment by investors of how much they are willing to
pay for growth in this area remains to be seen. What seems
clear to us is that tech stocks had gotten ahead. ..perhaps
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technology is hot. We think that going forward most tech-
nology funds will remain growth-oriented and that a
prolonged and severe slump in technology business
fundamentals and share prices will need to occur before
you'll see a tech fund positioned as a "deep" value exposure.

Is A TECH-FOCUSED FUND APPROPRIATE FOR ALL

LONG-TERM INVESTORS OR ONLY CERTAIN ONES? The
shor1 answer to this question, which is a lot harder to answer
than you might think, is that most investors obtain enough
exposure just through a diversified por1folio. Technology
funds' extreme volatility undoubtedly makes them especially
problematic for very risk adverse or shor1 term investors.
Even more aggressive investors may reasonably conclude
that the technology exposure provided by a broadly
diversified equity por1folio is quite enough and that the extra
return potential is not wor1h the risk.

also minimizing the impact of oil prices on inflation, as
evidenced by the trucker's protest in Washington, D.C. last
month. They were protesting not only higher gas prices but
also their inability to pass those costs along to customers.
And finally, at its March meeting, OPEC decided to
increase oil production in an effort to bring oil prices down
from recent highs. While the US economy has lessened its
reliance on energy as it has continued its shift from
manufacturing to a services and information industry base,
many developing nations have increased energy needs.
Out of control oil prices would stifle their growth.

Enough people, it seems, believed that prices would not
get out of control. Nonchalance appears to be the best
description of most people's response to what in earlier
times would have produced near panic. Consequently, we
anticipate that the energy-price driven inflation debacle of
the 70'5 will not be repeated.

Nevertheless, some very risk tolerant investors who believe
we are in the early to middle stages of a technology
revolution (that will continue to create real opportunity for
capital growth and better than average returns) may
conclude that some relatively long-term specific allocation to
technology is a reasonable risk/return proposition. Our chief
concern with that line of thought has been the significant
valuation risk. Despite the severe recent retrenchment in the
NASDAQ, we still think valuations are problematic.

The Federal Reserve's interest rate increases have not had
the same chilling effect on the stock and bond market that
they have had in past economic cycles. The Federal Open
Market Committee has now raised interest rates on federal
funds five times since June 1999 in an attempt to dampen
the pace of economic growth. The stock market's
response was, at best, a yawn even though banks reacted
to the move by increasing the prime-Iending rate.

Consequently, for those few who still insist on more tech, we
think a dollar cost averaging approach is the best way to
build an additional technology position. And, to do even that,
one doesn't have to pursue a wholly tech-oriented fund.
Adding to existing aggressive growth exposures, with
significant but not exclusive tech allocations (like Navellier
Aggressive Growth) would be one good way, if you must, to
beef up the tech commitment.

Thomas Tracy

Rates on corporate and Treasury bonds, priced by
investors in the bond market, have continued to decline
over the past few weeks, taking little guidance from
regulated short-term rates but continuing to respond to
shrinking bond supply as government surpluses
unavoidably reduce net borrowing needs. Rates on
30-year Treasury bonds declined from a high of 6.7% in
mid-January to 5.8% at quarter's end.

Still, we believe that the Federal Reserve is likely to con-
tinue to raise short-term rates in coming months. At some
point it will succeed in suppressing the economic growth
rate and dampen demand for imports. This economic
growth cycle has generated unprecedented wealth, which
has driven the very high demand for relatively inexpen5ive
imported goods. As evidence, the US trade-deficit sur-
passed $28 billion in January, a record. This deficit has
been exacerbated by the increasing purchasing power of
the dollar. In the last twelve months, only the Taiwanese
dollar, Indonesian rupiah, and the Japanese yen have im-
proved significantly again the greenback. Most surprising
to us has been the further decline (about 4%) in the the
value of the euro. It could have been worse. The average
foreign currency deterioration has been about 10%.

INTEREST RATES & OIL PRICES UP

INFLATION DOWN?!?!

Once the economic results of the first quarter were
tallied,we were struck by the changes that had occurred in
the usual suspects among the forces associated with
inflation: oil prices and interest rates. The once perceived
"front-seaf' drivers appear now to have been relegated to
the "back-seat".

The failure of the three-fold increase in oil prices over the
past year to significantly impact inflation (the CPI was up
only an estimated 3.1% during the same period) was
surprising by historical standards. During the oil price
mania of the 70's, mounting price increases became
embedded in other areas of the economy, resulting in
generalized inflation. The situation is fundamentally
different now as oil expenditures have declined sharply as
a percentage of total economic output. Price competition is

So, a healthier pace of domestic growth, the prospect for
real, after-inflation corporate earnings, and the prospects
for improving foreign currency performance argue for no
great fear about current equity commitments, especially
those overseas.

Jane Zaloudek
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S&P 500 (February, 1980)IT'S NOT ALL ABOUT TECH

TeleconYrunicalions

5% CorTTrercial
-Services

1%

Technology dominates the investment news and currently
accounts for nearly a third of the market's value. What
about the other two thirds of the market? Consider the
proxy for the largest representation (90% ) of the domestic
market: the S&P 500. Its thirteen sectors are intended to
encompass all elements of the market.

The February 2000 pie chart below shows that nearly half
of the S&P 500 is in two sectors: technology (software and
hardware) and financial services (banks and insurance
companies). Three "old economy" sectors were only about
6% together (industrials, utilities, and transportation), while
the remaining 9 sectors held between 4% and 9% of the
market with health care (which includes biotech) leading at
9%. Sometimes the S&P 500 is recast as either Growth or
Value. Health care, for example, is 13.5% of the S&P
500/Barra Growth Index but only 3.6% of its Value Index.
We use this S&P 500/Barra Value Index as a benchmark
for the large cap value selections in our clients' portfolios.

S&P 500 (February, 1990)

S&P 500 (February, 2000)

CorTYrercial

Services 4%

8lergy
5% Basic ~terials

4%

Technology

32%

Teleconm.Jnications
7%

Health Care
9% ~

Transportation ""'

Utilities 1 %

2% Industrials

3%

Consumer Services
5%

Consumer Cyclicals
7%

Consumer Non-

Cyclicals
7%

Rnancial Services

14% In 1980, energy had all the attention, following a decade
when oil prices soared while inflation and interest rates at-
tained record levels. The future of equity investment,
generally, looked so dismal to some respected observers
that they advised readers to leave the stock market
entirely and to buy bonds.

In any event, these sector weights then are duplicated by
all S&P 500 index funds, including those selected for our

clients. By early 1990, however, big cap investors had experienced
a long bull market that had included the wrenching 1987
correction and the then stunning 1989 return of 31 %. The
1990 display shows no one sector dominating. Energy was
still largest, but now only by a small percentage and less
than half of its weight ten years earlier.

Unavoidably captured in the present, as behavioral finance
theorists have observed, people tend to believe that today's
strength will be tomorrow's. But consider the sector allo-
cations from two other February's: 1980 and 1990.
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An investor in 1980, observing the rise of energy in the 70's
might presage a tech junkie today, expecting the next
decade to be like the last. The factors that drove energy
prices upward toward 1980 are of course different from
those that have driven the demand for technology stocks in
our recent past; but the lesson remains "The only constant
is change".

way reduces the opportunity for the future. For this reason,
we routinely recommend interest-only mortgages to our
clients because these types of loans do not require
principal amoritizaion; the original loan balance remains
intact. Beyond that $1 million ceiling, interest paid on up to
$100,000 of a loan secured by the equity in your home is
also deductible for income tax purposes. There are no
restrictions on how you spend those proceeds but lenders
generally charge higher interest rates on equity loans than
they do on conventional mortgages.

Linda Fitz and Michael Fitzhugh

MARGIN BORROWING. When you use loan proceeds to
purchase or hold investments, you can deduct the interest
you pay on that loan, as "investment interest expense,"
Similar to a mortgage this deduction is subject to
limitations. First, your deduction cannot exceed your in-
vestment income (i.e., interest, dividends, and, generally,
realized gains) from your entire portfolio (leveraged and un-
leveraged) for the year. Any investment interest that you
can't deduct in the current tax year would carry forward, in-
definitely, for deduction in future tax years. (See the
illustration below.) The type of investment you purchase
with the loan proceeds can also limit your investment inter-
est expense deduction because you're not allowed a de-
duction if you use the loan proceeds to purchase securities
that do not yield taxable income (i.e., municipal bonds).

THE BENEFITS OF LEVERAGE

The New York Times reports that margin debt on the New
York Stock Exchange has surged 75% in the last twelve
months and now exceeds $265 billion, a record high. To
many people, "debt" is a threatening four-letter
word. ..something to be avoided forever. ..or, if present,
something to be extinguished as quickly as possible.
Contrary to these common reactions, you can use debt as
a prudent device in your financial planning and its related
investment management strategy. Specifically, residential
mortgage and margin loans are two tax-deductible types of
leverage that can help you achieve your financial goals at
a reduced cost.

Scenario 1 Scenario 2

Deduction Carry-
Forward

$100.000

No Limitation

$100,000

$500,000 $500.000

Our main objective is to identify and help you accomplish
your financial goals. We often use debt to improve the
probability of that result for many clients. For instance,
clients commonly use mortgage loans to finance a home
purchase when they do not currently have sufficient liquid
resources available for an outright purchase.

Less commonly, but still wisely, clients use mortgages
when their liquid resources are or can be invested at at-
tractive investment returns. Debt is often even more help-
ful when resources are substantial and capable of being in-
vested at attractive rates of return. For instance, a client
with a large concentration of a particular stock with very low
cost basis (or constrained by corporate political considera-
tions) might decide to use debt to diversify the portfolio.

$600,000 $600.000

$7,500

$18,000 N/A

N/A
RESIDENTIAL FINANCING. Generally, interest you pay on loan
proceeds used to purchase a home, to purchase
investments, or to cover business expenses are deductible
for income tax purposes. This tax deduction substantially
reduces the overall cost of leverage and is the key to
making leverage attractive.

$7,500 $6,000

Loan Amount

Portfolio Before
Leverage

Total Investment
$100,000 Portfolio
with leverage

Interest Expense Paid
on Loan @7.5%

Investment Income
(Realized @3%)

Investment Income
(Realized @1%)

Deductible Interest
Expense -Current

Investment Interest
Expense Carry-forward N/A $1,500

Interest you pay on up to the first $1 million of borrowing
used to purchase a home or make capital improvements to
your existing home is deductible, as long as the loan is se-
cured by the home. The $1 million cap applies to the ag-
gregate balance of all loans on your principal residence
and a second residence. Interest you pay on this "home
acquisition" indebtedness continues to be deductible if you
later refinance the loan. However, your deductible interest
is based on the balance of your original loan just prior to
refinancing, so every dollar of loan amortization along the

Where we determine with our clients that leverage is pru-
dent to augment the investment portfolio, clients generally
use margin loans, which are made by brokerage firms and
are secured by the client's brokerage investments.
However, since your deduction is governed by your use of
the loan, rather than the source of the loan or how it is se-
cured, you can deduct interest you pay on any loan as long
as the proceeds are used to purchase or hold investments.

Like all good things, you should manage your leverage so
that your commitment to margin debt is at a level that is
both financially affordable and psychologically comfortable.
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Investors, by law, can initially borrow up to 50% of the value
of an equity portfolio. Once the purchase occurs, however,
the subsequent equity -the current value of the holding
less the margin loan -can decline to often as little as 35%
of the current market value of the holding. If your equity
slips below that level due to falling asset prices, the broker
will give you a margin call that requires you to put up cash
or sell assets to restore the equity percentage. Since there
has been so much volatility recently in some segments of
the market, brokerage firms have begun to enforce higher
margin requirements for very volatile. ..generally technolo-
gy. ..stocks. You can avoid margin calls by self-imposing
an initial margin limit which is well below the 50% permis-
sible initial margin limit -such as 25% of the resulting gross
portfolio -and thus protect against a market decline of more
than 70%, a virtually inconceivable event for a broadly
diversified portfolio.

of which had been down nearly 10% during the quarter, to
only modest losses of 3.4% and 2%, respectively.

After bottoming in early March, Berkshire Hathaway also
joined the party, advancing 40% off its low price. Even with
this recent recovery, Berkshire is more than 28% off its high
set in June 1998. Demonstrating his confidence in the ex-
traordinary value of his own company, Buffett hinted in a
recent letter to shareholders that Berkshire might soon
implement its first stock buyback program.

DOMESTiC SMALL CAP

After being closed to new investments for over two years,
Barr Rosenberg US Small Cap reopened late this quarter,
offering an exciting opportunity to increase our clients'
exposure to a very well managed small cap value fund.
After Barr US closed its doors in 1998, we selected
Oakmark Small Cap as an alternative or as a supplement
to existing Barr US positions. Oakmark's performance over
the last 15 months has been disappointing (-1.5% this past
quarter) while Barr U.S. has continued to produce very re-
spectable returns in a difficult asset class. Consequently,
we decided to sell Oakmark in all accounts and purchase
Barr Rosenberg US Small Cap in its place.

Your overall decision about whether to use leverage in any
situation will be a function how much the debt will cost you
relative to the cost of missing other likely financial opportu-
nities. The cost of leverage will depend not only on what
interest rate the lender is charging, but also on whether or
not you are able to deduct the cost of that debt for income
tax purposes. For instance, the after-tax cost of a 7.5%
margin loan for an investor paying a 45% marginal tax rate
is 4.05%. This cost is very attractive if you are targeting a
6% or greater after-tax equity rate of return, as the spread,
approximately 2% on the amount borrowed, is a fully addi-
tional return.

Since the cost of funds has been relatively low over the
past several years and investment performance has been
so strong during the same period, many persons, including
quite a few of our clients, have reaped the benefits of
leverage within their portfolios. It's no wonder that margin
debt has reached a new high. As long as debt is cheap and
returns are strong, we expect this trend to continue.
However, the relationship doesn't have to be nearly so
dramatic as in the recent past to warrant the use of
leverage. Even if interest rates go up somewhat and long-
term returns fall back to long-term averages, the impact for
enhanced investment performance can still be very
worthwhile over the long term.

Barr Rosenberg pioneered an especially quantitative ver-
sion of fundamental analysis, largely replacing the subjec-
tive judgment of a human manager with disciplined logic of
mathematical models. Funds pursuing quantitative
strategies have become increasingly widespread as
increased computer power has improved managers' ability
to efficiently sift through enormous volumes of data. (Other
quantitatively managed funds in our clients' portfolios
include Navellier Aggressive Growth, all DFA funds, and

SSgA Emerging Markets.)

While all "quants" rely on computer-driven models in some
fashion, no two models are the same. Rosenberg's are
designed with the objective of exploiting temporary price in-
efficiencies in small cap stocks, while holding risk to a
minimum. The results have been compelling, as Barr US
Small Cap has posted five and ten year returns that put it
in the top 10% of all small cap value funds, while suffering
only average volatility. We described the fund's strategy in
more detail in our Third Quarter 1999 Investment
Commentary (available to clients online at

www.KochisFitz.com).

Sandi Bragar

FUND WATCH

Given the technical rigor of Rosenberg's approach and his
long track record as a very capable manager, we are
pleased that we can again purchase the fund in client
accounts. The Rosenberg organization is mindful of keep-
ing the fund's asset base manageable, so we suspect that
the fund may close to the public again within the year. We
are speaking with Barr Rosenberg about options for keep-
ing this opportunity open to Kochis Fitz clients.

DOMESTiC LARGE CAP

The tech frenzy that closed 1999 carried over into the first
quarter of 2000, driving the NASDAQ index ever higher,
while financial and industrial stocks continued to wither in
the face of higher interest rates. We began to see some
signs of life in these battered "value" stocks late in the quar-
ter, however, as investors rotated out of technology and
communications stocks and into Dow bellwethers such as
3M and American Express. This rotation help pull DFA

Large Company Value and DFA Marketwide Value, both

CONTINUED ON PAGE 8
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Value Style Benchmark Index: S&P 500/BARRA Value
Benchmark Fund: Vanguard Value Index Fund 0.2% 9.7% 18.2%

Berkshire Hathaway 1.2% -19.9% 16.5%
* DFA Large Cap Value -3.4% -1.3% 12.9%
* DFA Tax Managed Marketwide Value -2.0% 2.9% N/A

Guardian Stock Fund (Annuity) 10.2% 40.0% 31.0%
~ A~!/~~ C~ntu~y In~.-&.Gro~~ ~~~~~tI~ .--0.3% 18.1% 16.9%
Growth Style Benchmark Index: S&P 500/BARRA Growth

Benchmark Fund: Vanguard Growth Index Fund 4.0% 25.3% 35.9%
AST/JanCap Growth (Annuity) 11.0% 40.7% 52.9%
Value Line Centurion (Annuity) 6.8% 26.7% 29.2%

DOMESTIC SMALL CAP
Growth Style Benchmark Index: S&P Small Cap 600/BARRA Growth

Benchmark Fund: Vanguard Small Cap Growth Index Fund 9.1% 42.6% 20.0%
Brazos/JMIC Small Cap Growth 6.0% 46.8% 35.7%

~, N~vellier A!:~re~sive. ~ro.wth- ..-~~~ 3.5% 50.9% 28.6%
Blend Benchmark Index: Russell 2000

Benchmark Fund: Vanguard Small Cap Index Fund 6.9% 39.4% 18.9%
Gabelli Capital Asset Fund (Annuity) 1.1% 19.0% 22.1 %
Guardian Small Cap Stock (Annuity) 14.3% 69.1% N/A

Value Style Benchmark Index: S&P Small Cap 600/BARRA Value
Benchmark Fund: Vanguard Small Cap Value Index Fund 2.9% 17.5% 11.0%

* Barr Rosenberg US Small Cap [Re-opened] 4.0% 31.4% 14.8%
* DFA Tax Managed 5-10 Value 7.8% 29.7% N/A
* DFA US 6-10 Value 8.8% 34.5% 14.3%
* LongleafPartners Small-Cap[Closed] -5.0% 1.8% 10.4%

AST/T. Rowe Price Small Co. Value (Annuity) 7.8% 28.8% N/A

DEVELOPED OVERSEAS MARKETSI
Large Cap Benchmark Index: MSCI EAFE

Benchmark Fund: Vanguard Total International Stock Fund -0.2% 27.0% 14.4%
Artisan International 17.6% 91.7% 40.4%

* Deutsche International Equity 0.4% 39.3% 21.9%
* Janus Overseas [Closed] 14.6% 104.5% 39.7%

BaiUie Gifford International (Annuity) 0.8% 39.5% 22.5%
n..~ -..~. -~.. i
Small Cap Benchmark Index: N/A

Benchmark Fund: DFA International Small Stock Fund 3.9% 25.8% 2.5%
Acorn International 12.1% 98.6% 31.5%

EMERGING MARKETS i
Benchmark Index: MSCI Select Emerging Markets Free
Benchmark Fund: Vanguard Emerging Markets Index Fund -2.4% 42.2% 0.8%

* Pilgrim Emerging Countries 5.1% 72.2% 13.7%
* SSgA Emerging Markets 1.3% 51.4% 5.1%
* Templeton Developing Markets -7.1% 29.8% -1.4%

Baillie GitTord Emerging Markets (Annuity) 9.2% 75.1% 8.4%
Montgomery Emerging Markets (Annuity) 3.3% 57.3% -2.4%

* PREFERENTIAL ACCESS THROUGH KOCHIS Fm
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1 st Quarter 12 Months Annualized

2000 to 3131100 to 3131100~ ~~ -~~ CLASSIC HEDGE i

* Kochis Global Diversified Investors, L.P. Not Yet Available

DOMESTIC LARGE CAP I

Index Benchmark Index: S&P 500
Benchmark Fund: Vanguard Index 500 2.2% 17.9% 27.4%

* Schwab 500 2.3% 17.7% 26.8%
* Schwab 1000 3.6% 20.3% 27.5%
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CONTINUED FROM PAGE 6

DEVELOPED OVERSEAS MARKETS
So far, Yockey has found the most compelling opportunities
in Europe, where he sees a massive fundamental shift in
how companies are managed. In response to an increas-
ingly competitive business environment, companies are be-
ginning to focus on creating shareholder value.
Companies are aggressively cutting costs, buying back
stock, shedding unrelated businesses, and merging with
former rivals -in Yockey's opinion a recipe for strong profit
growth. Also contributing to Yockey's enthusiasm for
Europe is a budding equity culture, with an increasing use
of stock options for senior executives. Yockey thinks that
all of these positive changes are just beginning, and are
likely to accelerate in the future.

Markets in developed overseas economies, on a tear since
late 1998, slowed down somewhat in early 2000. While the
overseas large cap benchmark declined slightly for the
quarter, Janus Overseas and Acorn International were
strongly positive, with both funds posting returns over 12%
for the quarter and over 98% (!) for the past twelve months.

Deutsche Bank, which acquired Bankers Trust in 1999, re-
cently completed the integration of BT's mutual funds, and
changed the name of BT International Equity to Deutsche
International Equity. The fund's management team, in-
vestment process, and expenses are expected to remain
the same. However, we will watch for any turnover among
the fund's management team or change in strategy. WHY WE LIKE THIS FUND. Yockey's results speak for the ef-

fectiveness of his strategy. He has guided Artisan
International to the top 5% of all international equity funds
over the last three years, beating the EAFE benchmark by
over 12% annually. His record was similarly impressive
during his six-year tenure managing the United
International Growth fund. Yockey often commits a signifi-
cant percentage of the portfolio to smaller companies and
emerging markets, making his fund more volatile than
many of its peers. He mitigates some of this risk by pur-
chasing stocks with adequate liquidity, paying attention to
valuation, and running a relatively large portfolio (currently,
about 100 stocks). Adding to the appeal, Artisan has reg-
ularly reduced the fund's annual expense charge as the
fund has grown.

In recent issues of this Commentary, we have reported on
our concerns about Ivy International (or its sister fund,
Harbor International, for some very long-tenured clients)
and its manager, Hakan Castegran. Ivy significantly under-
performed its benchmark during the last two years despite
generally strong investment markets overseas, and the
weak performance continued through this quarter (-3.5%)
Mr. Castegran's long-term track record as an international
manager remains very enviable, but we have concerns
about the continued efficacy of his style as he may be ap-
proaching the end of his career. Meanwhile, other man-
agers offer more compelling opportunities for client portfo-
lios. Except in a few special situations, we sold Ivy
International (Harbor) in client portfolios in March.

EMERGING MARKETS

The world's emerging markets also took a break from last
year's torrid pace, with the benchmark falling by 2.4% in the
first quarter. Tech-heavy Pilgrim Emerging Countries
continued to ride global enthusiasm for technology and
telecommunications stocks, earning a 5.1% return. In con-
trast, Templeton Developing Markets' value orientation
resulted in a 7.1 % decline.

We selected Artisan International, managed by Mark

Yockey, to take their place. We have been watching Mr.

Yockey for some time now, and continue to be impressed

with his flexible, individualistic style, and the results it has

produced.

INVESTMENT STRATEGY AND PROCESS. Yockey begins the in-

vestment selection process by defining broad macroeco-

nomic portfolio themes such as demographics, technology,

deregulation and privatization. These themes help Yockey

identify growth markets and areas undergoing rapid

change (read: opportunity). Once he has identified growth
markets, he selects companies he feels are most likely to

capitalize on that growth. Specifically, he looks for compa-
nies with a dominant or increasing market share, a focused

and properly incented management, and an identifiable

catalyst for future growth. Yockey's selection process (as
well as a strong contrarian streak) often leads him to un-

cover companies that others have missed.

Templeton's recent underperformance is concerning, but
we remain comfortable with Templeton's history of superior
performance and the stability provided by its large asset
base. This stability was particularly important during the
emerging markets crisis in 1997 and 1998, when investor
redemptions at many smaller fund families forced several
portfolios to liquidate and close. Nevertheless, we are
reevaluating our policy of giving Templeton greater weight-
ing vis-a-vis our other emerging markets selections and will
report on this further in subsequent Commentaries.

Gregory Schick
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