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After several strong quarters (including scarily rapid growth
in the technology sector), almost all market segments
retrenched this past quarter.  April and May were especially
weak, with some healthy recoveries in June.  Still, with few
exceptions, major market indexes are negative for the
quarter and for the first half of 2000.  Results over the past
twelve months, however, remain exceptionally good by any
historical standard.

Diversification paid-off this period.  Most client portfolios
suffered only small declines compared to the severe drops
in values in the technology/internet sectors.  We had been
expecting this vulnerability and were careful to discipline
clients' exposure to this near term risk.  As we discuss
further below, we're not convinced that we've seen the end
of this localized pain and have no plans to change our
generally cautious stance regarding additions to technology
exposure.

Day to day volatility continues to be high.  This was
especially the case at the very end of the quarter as the
companies comprising several important indexes (S&P
500, Russell 2000) changed at June 30th and huge fund
volumes had to scramble to replicate, in actual holdings,
the composition of these measures.  The good news is that
the investing public seems to becoming accustomed to the
large and rapid market changes and reacts with less fear or
greed than seemed to be the case not long ago.

A HEALTHY DOMESTIC ECONOMY

We are even more optimistic about the domestic economy
now that some of the recent excesses have begun to
moderate.  The Fed's interest rate increases have
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succeeded in slowing the pace of economic growth to levels
more consistent with capacity and productivity increases.
Inflation indicators are better behaved, thanks in part to
OPEC-engineered declines in energy prices.

As we observed some months ago, we continue to expect
the coming election to further support a comfortably strong
economy.  It’s in every politician’s interest to keep the good
times rolling.  Those good times are rolling so well that the
resulting tax revenue surpluses are supporting plans for big
new spending and/or big tax reductions.  Failing those
options, the national debt inexorably declines.  In any of
these three scenarios, the results for the economy - and for
investment portfolios - is positive, at least in the near term.

WHAT WOULD WE DO WITHOUT TREASURY DEBT?

The debt reduction that unspent surpluses are forcing to
occur raises the chilling question of what would happen if
we did actually fully repay the debt.  We would have to raise
government spending and/or reduce taxes in major ways...
or come-up with something else for the government to buy,
a tantalizing irony of private capitalism's success forcing
eventual communal ownership of the nation's resources.

A further issue is what could replace the effectively limitless,
risk-free reservoir of investment opportunity that Treasury
debt has provided, both for US and overseas investors, for
as long as anyone can remember?  Municipal securities?
Well, maybe, but states are running big surpluses too, so
that opportunity may also vanish.  Corporate debt?  Foreign
sovereign debt, for the Euro zone, for example?  Perhaps
the optimal result is for the US Treasury to always maintain
some level of debt -- not because it can't repay it but
because the world needs some always available debtor,
demonstrably capable of repaying the debt, but never
actually doing so… “thank you very much”.

Tim Kochis, Editor

DIAMONDS AND SPIDERS AND QUBES - OH MY!
A new breed of mutual fund - the so-called "exchange
traded fund" (ETF) - is roiling the normally staid world of
index fund investing.  Often brandishing colorful names
such as Spiders, Webs, Diamonds and Qubes, these funds,
which combine the broad diversification of index mutual
funds with the instant marketability of individual stocks,
have grown dramatically both in number and notoriety
during recent months.  Here is an introduction to ETFs, with
some of our thoughts on their role in client portfolios.

ETFs, like all index funds, attempt to replicate the
performance of an index, such as the S&P 500 or the Dow
Jones Industrial Average.  Standard & Poors 500 Depository
Receipts (SPDRs, or more affectionately known simply as
"Spiders") were introduced in 1993 as the first ETF.  Spiders

were immediately controversial, as critics correctly claimed
that their trading flexibility defeats the whole purpose of
pursuing an index strategy, which relies on long holding
periods to reduce the drag of transaction costs and taxes.
Nevertheless, Spiders were a hit with many traders and
were soon followed by ETFs based on the Dow, the Nasdaq
100, various foreign indexes, and even individual sub-
sectors of the S&P 500.

ETFs appealed primarily to market timers and short-term
traders for several years after their introduction.  However,
as the products matured and competition among ETF
sponsors intensified, it became clear that ETFs can hold
advantages for long-term investors, too.  In particular, ETFs'
unique structure can provide some expense and tax
advantages compared to standard mutual funds. 

No-load mutual fund sponsors, without a commission -
compensated sales force, typically work directly with
individual investors or through fund supermarkets, often
incurring substantial "distribution" expenses that are
ultimately passed on to retail fund shareholders.  We
purchase “institutionally priced” mutual funds for our clients
at considerably lower cost.  ETFs, in any event, are
purchased or sold only through institutions (i.e., brokerage
firms) so ETF sponsors do not bear the costs associated
with dealing directly with investors.  Consequently, ETFs
can charge operating expenses even less than
“institutional” open-ended index funds.  For example,
Barclay's Global Investors charges an annual fee of .0945%
of assets to manage its S&P 500 iShares ETF, compared to
a 0.15% annual expense charge on Charles Schwab &
Co.'s Institutional S&P 500 fund.  This expense advantage,
although small, can make a large enough difference in
return over long investment horizons.  Investors in ETFs do
bear the brokerage costs of the purchase and sale
transactions, but even these can be very small (usually $30
or less per transaction).

The most compelling advantage of ETFs over standard
mutual funds is their prospect of improved tax efficiency.
Unlike standard open-end funds, which sell stocks in the
portfolio in response to investor redemptions, ETFs limit the
creation and redemption of shares to large "in-kind"
transactions.  Brokerage firms and other institutions can
create ETF shares (Spiders, for example) by giving the ETF
sponsor a portfolio of securities that matches the
composition of the S&P 500.  Likewise, institutions can
redeem shares with the fund sponsor only in return for a
basket of stocks matching the S&P 500.  These in-kind
transactions between institutions, which are not a taxable
transaction for the fund, give ETFs their tax advantage over
standard index funds.

Open-end index funds, with their large unrealized capital
gains, are often considered ticking tax time bombs.  In
theory, massive shareholder withdrawals could force the
fund to liquidate highly appreciated stocks to meet the
redemptions, creating large taxable capital gain distributions



for shareholders who remain.  ETFs' in-kind redemption
process prevents the fund from having to sell securities and
realize taxable gains in the portfolio due to investors’
transactions.

Nevertheless, occasionally, all funds pursuing an index
strategy are obliged to sell securities in the fund due to
composition changes in the target index.  Consequently,
the typical index mutual fund is forced into selling low basis
stock that has been in the portfolio for years, potentially
creating large capital gain distributions.  ETFs take
advantage of their frequent in-kind transactions with
institutions to continuously prune the portfolio of low cost
securities. The result is that ETF taxable distributions are
low or, at times nonexistent, even when stocks must be
sold.

Still, as with any stock, ETF shareholders must eventually
pay capital gains taxes if they sell the ETF at a capital gain.
But the investor controls the timing of that transaction.

While ETFs' structure provides some tangible benefits over
traditional mutual funds, we do have an important
reservation about ETFs’ pricing mechanism that prevents
us from fully endorsing ETFs at this time.  Standard mutual
funds are priced only once a day, and that price reflects the
exact "net asset value", or NAV, of the assets in the mutual
fund.  ETFs, like stocks, are priced continuously throughout
the day, leading to the possibility that the price investors
buy or sell at may be lower or higher than the shares' true
NAV.  ETF sponsors make it easy for large institutions to
profit from small price discrepancies between the fund's
NAV and market value, so most ETFs trade very close to
their NAV.  However, buying the fund at even a small
premium to NAV could offset the incremental cost and tax
advantages that ETFs have over standard funds.  The key
to solving this issue is finding ETFs that enjoy sufficient
interest among investors to trade heavily throughout the
day so that premiums or discounts are infinitesimal.  

Consequently, we are investigating what role, if any, ETFs
should play in client portfolios.  The only ETF we now
expect to consider using would be one matching the S&P
500 index since we typically do not use index funds as a
part of client exposure to asset classes other than domestic
large cap

We anticipate that our continued research will satisfy our
primary concern about the efficiency of ETF pricing.
Consequently, we are optimistic that ETFs will make a
suitable investment for many clients for new investments,
especially in taxable accounts.  We don't expect that it will
be worthwhile to sell an existing position, at a taxable gain,
to substitute an ETF.  We are continuing to research the
various ETF choices and anticipate making decisions in the
coming months.

Gregory R. Schick

ESTATE TAX - IS REPEAL A GOOD THING?

In recent years, the prospect of Congress repealing the
unified estate and gift tax has generated a modest level of
excitement.  This year, Congress has gone pretty far in that
direction; it's time to pay some serious attention.  Getting
rid of any tax feels good.  Let's take a careful look.

HISTORY AND RATIONALE

The history of western civilization is filled with death taxes
all the way back to ancient Egypt, and up through the
Roman Empire and into medieval England.  In an engaging
article on this subject, “Why Civilization Needs Inheritance”,
Barbara Hauser writing in the Summer, 1999 issue of the
ABA Real Property, Probate & Trust Journal, discusses
several reasons for and against the estate tax.

Influenced by the ideas of the Calvinists, Adam Smith, and
Andrew Carnegie, the electorate and the politicians have
adopted reasons for the estate tax that centered on the
idea that fortunes should not be able to move from one
generation to the next.  One argument for preventing
dynastic wealth is that without the estate tax, the second
and third! and fourth! and so on-generation would have little
incentive to achieve and might fall into wasteful lives.
Moreover, even if wealthy beneficiaries do work, their
inherited wealth is inappropriate in a meritocracy like the
US; the power that goes with money should only accrue to
those who actually earn it.  At death, then, the excess
wealth--the amount not consumed during life--flows,
through taxation, to the common weal.  So the argument
goes.

The counter argument is that the estate tax reduces the
family's ability to continue the prominence that derived from
the wealth, thus diminishing the motivation of the current
generation to work and achieve.  Further, if the estate tax
were too large an absolute burden, sufficient assets
wouldn't be available, even to help needy family members
or to leave remembrances.  And, in the face of any estate
tax, parents would lose leverage over their children since
threats of disinheritance would ring more hollow.  But the
bottom line for most people is a conviction that, at death,
they should be able to pass all of their assets to others of
their choosing without paying the government a tariff.

CURRENT TAX

Broadly, all transfers of estates and gifts, during life and at
death, are included in the calculation of the US federal
unified estate and gift tax.  In calculating the tax, some
items are excluded:  all transfers to spouses (if citizens)-
"the marital deduction"; the first $675,000 per donor (in life
or as decedent)-indexing to $1,000,000 by the year 2006-
"the exempt transfer amount"; and annual gifts of $10,000
per donee per donor.  The rate starts near 40% for the first
dollar actually subject to estate tax; the brackets ratchet up
from there, topping out at 55% on taxable estate assets
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over $3 million.

There are many special rules to ease the tax burden; the
most well known are for farmers and small business
owners, and for families who want to skip generations to
get money to grandchildren.

Over our lifetimes, many changes have been made to the
estate tax:  there have been different brackets, different
rates, limited amounts a spouse could receive tax-free,
different lifetime exempt transfer amounts, and different
annual per donee per donor "free" transfer amounts (only
$3,000 as recently as 1981 instead of the current $10,000).
All of these elements remind us of the variety of ways the
estate tax can be changed again, even if it's not repealed.

IMPLICATIONS OF REPEAL

For government revenue:  Repeal would decrease tax
revenues by a very small amount--less than 2%.  In these
days of large surpluses, it's difficult to justify continuing the
tax from the standpoint of revenue necessity.  But that's
never really been its purpose.  Even this little revenue
impact would be lessened or outweighed if Congress
eliminated income tax basis step-up on appreciated assets
at death, thus causing capital gains tax either at death or at
later sale.  (Recall that one of the rationales for basis step-
up is to avoid "double taxation" on capital assets at death).

For politicians:  Demonstrating the highly political nature
of this tax, some politicians, voting for repeal, will reap the
rewards of those happy to be rid of the tax.  Others, voting
against, will remain the champions of "the little guy", trying
to achieve a "fairer" distribution of the nation's wealth.

For charities:  Without a deduction for charitable gifts of as
much as 55%, the cost of philanthropy goes way up.  True
charitable intentions will have to drive much more of the
nation's largesse.

For planners:  Sophisticated arrangements to reduce or
eliminate estate taxes are the primary professional focus of
many planners.  Eliminating the tax could free up a large
pool of talent for other purposes.  Very importantly, some of
the most significant wealth transfer planning has very little
to do with taxes, but rather with how assets are to be
transferred, to whom, and when.  The most crucial issues
are usually how best to manage and enjoy wealth, not how
to minimize taxes on it.

For our clients:  Without the specter of estate tax, lifetime
behavior might change.  With no tax incentives to act early,
you might decide to pass nothing to your eventual
beneficiaries until your own death, or the death of your
surviving spouse.  Or, you might pass amounts (large or
small) to beneficiaries only for certain purposes, ignoring
the amount orientation of the seeming current limitation on
gifts (or invitation to make gifts, depending on your point of
view) of the exempt transfer amount ($675,000 in 2000,

increasing to $1 million by 2006) as well as the lockstep
annual gifts currently motivated by the "use it or lose it"
nature of the $10,000 annual per donee per donor rule.
You might be less inclined to participate in family wealth
sharing devices (that have facilitated valuation discounts)
such as family limited partnerships, personal residence
trusts (QPRT's), or discounted transfers of stock options,
since you wouldn't need to minimize transfer value.

In non-community property states, where assets are often
heavily in the name of one spouse, there will be little
motivation to get at least the $1 million exempt transfer
amount during life to the "low-asset" spouse.

Basis Step-up:  If Congress were to decide that a quid pro
quo for repealing estate tax is to also repeal basis step-up
at death (and dual basis step-up in community property
states), elderly taxpayers might be more inclined to sell
very long held, highly appreciated stock positions and
principal residences.  This could free-up large amounts of
wealth for repositioning in other, more "modern" assets.
However, recalling the confusion and annoyance (even to
the IRS) caused in the mid-70's when Congress last
repealed (and then quickly reinstated) the basis step-up
provisions, we think it is unlikely that Congress will actually
try it again.  Besides, there isn't much political constituency
for repeal of basis step-up.  For the only modestly affluent,
the impact would be regressive were it to apply to all
assets, even those below the current exempt transfer
amount.  Under the current law, everybody gets basis step-
up but only a few actually pay estate tax.   We can’t imagine
that large estate tax-free majority knowingly giving up basis
step-up. And, clearly, the currently tax-exposed, rich
minority wouldn’t like to have it repealed.

Tax Deferred Plans:  So, if basis step-up survives while
the estate tax goes away, there will be somewhat less
incentive to invest in tax-deferred plans (no basis step-up
anyway) and more incentive to invest for capital growth
outside of such plans.  

Life Insurance:  Insurance to "replace" the estate tax
burden on assets, a questionable idea to begin with, would
become truly extraneous.  

Qualified Domestic Trusts:  Non-citizen spouses might
no longer need to bear the limitations imposed by the
special QDT or to become citizens to be able to receive the
deceased spouse's assets without triggering estate tax.
So, repeal would reduce the motivation for a non-citizen
spouse to become a citizen; it could also reduce the
motivation for capital flight since there would be no tax to
flee.

NEXT STEPS?

We will be watching these development very closely so we
can anticipate and plan for changes once the specifics
begin to emerge.  On balance, we believe that society is



probably well-served, overall, by some form of estate tax.
However, we also believe that those societal benefits can
be achieved at tax thresholds that are very much higher
than today's, such that many fewer people would be
subject to the tax.  The bills currently in Congress vary as
to degree of repeal, rates, considerations of valuation
discounts, treatment of basis step-up, and so forth.  Any
eventual legislation could take any or all of these forms.
We believe that this tinkering with the elements is much
more likely than outright repeal.  Whatever happens, be
clear that you, our clients, will still need to engage in
planning for the effective transfer of your estate, during life
and at your death, whether or not any tax would ever apply.

Linda J. Fitz

ACCOUNT LOGISTICS:  A FEW REMINDERS

TRANSFERS

We're very eager to meet your expectations about various
account transfers, so here are some deadlines for
communicating your instructions to us:

Implementation
Deadline: Date

Wire Transfer 2:00P.M. Next Day

Journal from one Schwab
account to another 12:00P.M. Next Day

Gift Transfer to 
non-Schwab account 10:00A.M. Next Day

PROXIES AND OTHER SHAREHOLDER VOTING MATERIALS

When you opened your brokerage account, for your
convenience, we recommended that you decline to
receive proxies and related materials from the mutual
funds and other investments in your account.  

The broker is required to send them somewhere, so they
are sent to us.  As a matter of policy, Kochis Fitz has
decided not to vote any of these materials.  Consequently,
if you do want to vote them, we must change your initial
choice to have those materials directed to you.  Please let
us know.  However, we do not encourage you to do this.
You may be inundated with paper that has no
consequence for you.  

Meanwhile, of course, Kochis Fitz very closely watches
the performance and operations of the investments it
makes on your behalf; and we "vote with our feet" for or
against what we believe is in your best interest.

Young S. Kim
Supervisor, Investment Operations

TECHNOLOGY REVALUED!

The extreme bull market in technology through early 2000
and the deep plunge in values in April and May continue to
raise many questions.

In recent editions of this Commentary, we detailed our point
of view on several matters:

Most of our clients' portfolios already have adequate
exposure to technology (20% or more, on average,
we estimated), and that additional exposure is war-
ranted only in exceptional cases;

Investors will reap the economic benefits of the New
Economy, in any event, by owning a portfolio of well
managed, but not necessarily high tech, companies;

The tech sector is quite volatile and tends to test the
conviction of all but the truly committed tech
investors; and

Market prices in the tech sector have seemed much
too high, on average, and were likely to come down.

They did.  While June saw some healthy recoveries from
the recent depths, the NASDAQ composite is still down
23% from its March high, as of July 11th.  Serious invest-
ment analysts and the popular financial press have begun
to question the validity of the business models of compa-
nies which, only yesterday, were media darlings (Amazon,
Yahoo!, ICGI).  What's an investor to do?

Remain skeptical, we believe, of business valuation
models which suggest that cash flow and profits don't
matter.  Not only is it possible to overpay… even for good
companies… in robust times, it's easy to do so.  At the end
of 1999, we felt that the tech sector was overpriced, and
that hasn't changed.  At mid-year, the NASDAQ Composite
was almost exactly where it began the year, at 4,000.
Consequently, we remain committed to broadly diversified
portfolios and feel no generalized need to add to client's
technology exposures.  Where additional exposure is
appropriate, it continues to be the exceptional case.

Michael P. Fitzhugh

CHARITABLE GIFT TRUSTS

"Charitable gift trusts" are relatively new vehicles that allow
individuals the opportunity to consolidate charitable giving
into one account.  There is usually a minimum contribution
of $10,000 or more that must be irrevocable.  Once made,
the contribution is deductible for tax purposes… even
though decisions about when and to whom the funds are
distributed can be postponed.  Actual distributions from the
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account are initiated when the donor nominates specific
charity recipients and designates the distribution amount.  

This is also a helpful approach if you want to remain
anonymous to the ultimate recipient.  Acknowledgement of
your being the donor is not required.  

Charitable gift trusts provide great flexibility.  Contributions
can be in the form of cash, publicly traded securities,
including stocks and most mutual fund shares, and bonds.
Restricted stock may also be accepted subject to the
approval of the issuer.  Once assets are donated, the gift is
irrevocable, making the donation immediately tax-
deductible.  At this point, the donor can elect to make a
distribution to charity in the same year or delay to future
years.  This feature allows the donor the opportunity to
optimize tax deductibility in a year when AGI may be higher
than future years while preserving the right to make actual
gifts over time.  In the interim, the funds made available
with the liquidation of the assets can be invested in
investment pools (usually mutual funds) that have the
potential to grow over time to support even more generous
gifts.  

Once established, this trust can be maintained indefinitely
with typically a small minimum balance ($2,500 at Schwab,
for example).  This gives the donor a low cost, ongoing,
convenient means for subsequent charitable gifts.  That
ongoing convenience is very helpful toward year-end.
Then, donors often want to transfer assets to a designated
charity with little time left before the year closes.  With an
existing gift trust account, the logistics and timing urgency
for a particular charity's gift becomes unimportant.  But the
benefits aren't all on your side.  For most charities, the
charitable gift trust minimizes their administrative costs as
well.

An occasional additional convenience of this trust is that
you are no longer responsible for determining whether an
organization qualifies as a tax-exempt charity.  The
charitable gift trust custodian, such as Schwab or Fidelity,
assumes this investigative role.  If qualified, the trust issues
a check for the amount of the donation you choose.  

There are, of course, limitations and associated expenses.
Minimum nominations to each charity must meet some
threshold ($500 at Schwab, for example).  The donor also
receives some number of free charitable transfers annually
depending on the account's size.  Beyond that number,
transaction costs of $10 per transfer are usually charged.
Total administrative expenses can approximate 1% of the
average account balance, so this isn't a place where you'd
want to house very large charitable transfer amounts… for
very long.

We believe that this vehicle will be very attractive for many
clients, so we urge you to avoid the year-end rush.  We'll
provide a reminder again in early October.  

Jane Zaloudek

FUND WATCH

The downturn in the equities markets was shared across
the board in the second quarter of the year.  The steep
decline in the NASDAQ made the most headlines, falling
more than 40% from a high of 5132 on March 10th to a low
of 3042 on May 24th before recovering somewhat in June
and finishing at 3966 on June 30th.  Large cap stocks, both
domestically and overseas, also declined, as did the
overseas small cap and emerging markets.  For the
quarter, domestic small cap stocks were a mixed bag with
both of the benchmarks slightly positive and our funds
faring slightly worse, in the aggregate.  In the longer term
view of the preceding 12 and 36 months, our selections
show far superior results.

DOMESTIC LARGE CAP

The benchmark S&P 500 fund finished the quarter down
less than 3% (minus 2.6%), as did the Schwab S&P 500 ,
while the broader Schwab 1000 trailed by another 1%
(down 3.7%).  The end of the last quarter gave rise to
speculation that value funds were returning to the forefront.
The rally was short-lived and large cap value funds were
down more than the broader indices.  The benchmark fund
was down 4.3% matching the performance of DFA Large
Cap Value (minus 4.4%); its tax-managed counterpart DFA
TM Marketwide was slightly lower at minus 4.9%.
Berkshire Hathaway was also down for the quarter, but at
negative 3.6%, it slightly outperformed the large cap value
benchmark.  

DOMESTIC SMALL CAP

As discussed in last quarter's commentary, we decided to
sell Oakmark Small Cap in favor of Barr Rosenberg US
Small Cap which reopened to investors late in the 1st
quarter of this year.  We completed the implementation of
this decision on a staged basis throughout the second
quarter to avoid costs that would have occurred under
Oakmark's policy of charging a 2% fee on redemptions
within 90 days of purchase.  

Although both the Value and Growth benchmark funds had
positive returns, some of the funds in our clients' portfolios
had a more difficult time this quarter.  The small cap value
benchmark returned 2.1% for the quarter-the only solidly
positive asset class for the period.  Longleaf Partners
Small Cap soundly bested that at 6.8%.  At a meeting in
the last week of June, the managers told us that the price
to value ratio of their holdings reached the lowest level in
five years in March based on their own stock valuations.
The ratio increased in the second quarter as the stock
prices rose, but they are still well below their averages,
indicating to them an excellent buying opportunity.  

CONTINUED ON PAGE 8
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QUARTERLY RESULTS: 2nd QUARTER 2000
3 Years

2nd Quarter 12 Months Annualized
2000 to 6/30/00 to 6/30/00

CLASSIC HEDGE
* Kochis Global Diversified Investors, L.P. -3.4% 12.9% 9.9%

DOMESTIC LARGE CAP
Index Benchmark Index: S&P 500

Benchmark Fund: Vanguard Index 500 -2.6% 7.3% 19.7%
* Schwab 500 -2.7% 7.1% 19.4%
* Schwab 1000 -3.7% 8.4% 19.7%

Value Style Benchmark Index: S&P 500/BARRA Value
Benchmark Fund: Vanguard Value Index Fund -4.3% -5.2% 11.3%

Berkshire Hathaway -5.9% -21.9% 4.5%
* DFA Large Cap Value -4.4% -16.0% 6.3%
* DFA Tax Managed Marketwide Value                                 Corrected -4.9% -15.9% N/A

Guardian Stock Fund (Annuity) -6.8% 23.5% 21.4%
AST/Am Century Inc. & Growth (Annuity) -4.7% 2.0% 10.9%

Growth Style Benchmark Index: S&P 500/BARRA Growth
Benchmark Fund: Vanguard Growth Index Fund -1.4% 18.9% 27.2%

AST/JanCap Growth (Annuity) -17.0% 19.3% 35.9%
Value Line Centurion (Annuity) -4.3% 17.6% 21.5%

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

Benchmark Fund: Vanguard Small Cap Growth Index Fund 0.3% 29.0% 13.2%
Brazos/JMIC Small Cap Growth -2.8% 29.6% 24.8%
Navellier Aggressive Growth 2.1% 27.6% 24.4%

Blend Benchmark Index: Russell 2000
Benchmark Fund: Vanguard Small Cap Index Fund -3.0% 15.4% 11.5%

Gabelli Capital Asset Fund (Annuity) 1.5% 7.4% 16.2%
Guardian Small Cap Stock (Annuity) -2.9% 49.4% N/A

Value Style Benchmark Index: S&P Small Cap 600/BARRA Value
Benchmark Fund: Vanguard Small Cap Value Index Fund 2.0% 0.0% 6.1%

Barr Rosenberg US Small Cap -3.1% 10.9% 8.0%
* DFA Tax Managed 5-10 Value                                              Corrected -2.5% 2.8% N/A
* DFA US 6-10 Value -2.9% 6.2% 7.8%
* Longleaf Partners Small-Cap [Closed] 6.8% -4.5% 9.4%

AST/T. Rowe Price Small Co. Value (Annuity) 6.2% 5.9% 3.9%

DEVELOPED OVERSEAS MARKETS
Large Cap Benchmark Index: MSCI EAFE

Benchmark Fund: Vanguard Total International Stock Fund -4.0% 17.0% 8.5%
Artisan International -10.0% 65.7% 34.1%

* Deutsche International Equity -7.3% 24.2% 14.0%
* Janus Overseas [Closed] -11.4% 70.4% 29.7%
Baillie Gifford International (Annuity)                                      Corrected -9.4% 21.9% 13.5%
Small Cap Benchmark Index: N/A

Benchmark Fund: DFA International Small Stock Fund -0.1% 7.7% 0.3%
Acorn International -14.2% 47.6% 22.6%

EMERGING MARKETS
Benchmark Index: MSCI Select Emerging Markets Free
Benchmark Fund: Vanguard Emerging Markets Index Fund -7.0% 10.8% -3.7%

* Pilgrim Emerging Countries -12.7% 20.9% 3.2%
* SSgA Emerging Markets -8.1% 15.3% -0.5%
* Templeton Developing Markets -9.1% -6.0% -7.6%

Baillie Gifford Emerging Markets (Annuity) -13.0% 25.7% -0.5%
Montgomery Emerging Markets (Annuity) -9.4% 16.7% -8.5%

* PREFERENTIAL ACCESS THROUGH KOCHIS FITZ
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In contrast to Longleaf's good results, the quantitative
analysis utilized by Barr Rosenberg (discussed in last
quarter's commentary) produced returns (negative 3.1%)
below the benchmark.  The DFA funds were only slightly
better, showing losses at minus 2.9% and minus 2.5% for
the US 6-10 Value and Tax-Managed 5-10 Value
respectively. 

On the growth side, Navellier Aggressive Growth
delivered a return of 2.1%, beating the barely positive
benchmark return of .3%.  That was still better than the
minus 2.8% return from Brazos/JMIC.  

DEVELOPED OVERSEAS

The same heavy weighting in technology stocks by our
overseas managers that led to their outstanding
performance in 1999 came back to bite them in the second
quarter.  The entire asset class was down for the quarter as
evidenced by the benchmark fund's negative 4.0% return.
Our managers suffered larger declines, lead by Janus
Overseas (negative 11.4%), Artisan International
(negative 10.0%) and Deutsche International (negative
7.3%).

Kansas City Southern Railway has received approval from
its board of directors and regulators to spin-off Janus
Capital (parent company for Janus Overseas) along with its
other financial services, which include Berger Funds and
several other interests.  Although top management at
Janus Capital has been very public about their
disappointment at not being spun-off separately, they are
much happier now that they no longer report to railroad
executives and it appears that no fund manager departures
(e.g. Helen Young Hayes for Janus Overseas) are in the
offing.  We will continue to monitor the situation for other
impacts of this change.

In the small cap arena, Acorn International also gave
back some of the huge returns it has earned in the previous
nine months, declining by 14.2% during the second quarter.
With its 12-month return now around 48%, there's still
plenty to cheer about.  Perhaps most significantly, on June
12th, Wanger Asset Management, Acorn's investment
advisor, announced that it was being purchased by Liberty

Financial Companies.  Plans to change the fund to a loaded
fund should not impact current investors, and the fact that
all portfolio managers have signed 5-year contracts to stay
on at Wanger should quell some concerns over the short
term.  But we've seen these kinds of transitions before and
they don't all work-out as planned.  Moreover, we are wary
of the fact that management will receive an additional $170
million over the next five years if they reach unspecified
performance objectives.  This could cause the managers to
alter their typical long-term perspective in favor of reaching
short-term performance targets.  We will continue to
monitor developments surrounding this sale (expected to
close in October) and do our best to anticipate its
aftermath.  We are hopeful that Acorn will remain one of our
favorites.

EMERGING MARKETS

As we discussed in last quarter's Commentary,
Templeton's relative underperformance over recent history
was a source of concern because it made up almost half of
most clients' emerging market portfolios.  We made the
decision early in the second quarter to equally weight all
three emerging market funds for newly investable funds
and to achieve the equal weighting at the present time
wherever we could do it without generating any significant
capital gains.  Most of that rebalancing was completed
during this past quarter.

Meanwhile, performance in the emerging markets,
generally, was very weak, consistent with the recent
performance of other overseas investments.  The
benchmark index lost 7.0% during the quarter, better than
all three of our selected funds: SSgA (minus 8.1%),
Templeton (minus 9.7%), and Pilgrim Emerging Markets
(minus 12.7%).  The 12-month returns for these funds still
look very good, but one regrets giving up a part of the gains
already recorded.

Kacy Gott

FUND WATCH
CONTINUED FROM PAGE 6


