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This third quarter of 2001 ranks as the worst period for
investors since the crash of 1987.  Sadly, the first quarter of
this year was nearly as bad.  The terrorist attacks of
September 11th and their aftermath of course vastly
outweigh--in emotional impact--the other problems that
were already severely tormenting investment markets.  In
articles to follow, we offer our thoughts on the impacts of
these recent tragic events.  The short term--now--is
especially difficult to call.  Will there be more attacks?  Will
the campaign against terrorism, including the current
shooting war, create more fear, disrupt mid-East oil

supplies, or worse?  Or, will the near universal alliance
against terrorism combine with fiscal and monetary
stimulus, here and abroad, to restore confidence?  There
are many risks and no clear precedent for where we go
from here.

THE OPTIMISTIC CASE

The immediate damage to investment portfolios, post
attack, was actually well-contained.  In the first week of re-
opened trading in the US, the S&P 500, for example, was
down only 11.6%, better than the immediate responses to
prior major disasters.  Four days of market closing clearly
helped, giving the immediate temptation to panic time to
subside.  An off-schedule half point interest rate reduction,
just as markets were about to open on September 17th,
was also a major factor in keeping the response under
control.  Through the first weeks of October, markets
reversed and have substantially recovered.

K o c h i s  F i t z
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

S&P 500: Daily Performance
September 10 - October 12

900

950

1,000

1,050

1,100

1,150

9/1
0

9/1
4

9/1
8

9/2
2

9/2
6

9/3
0

10
/4

10
/8

10/
12

$

A TIME FOR GRIEVING

Our clients have hired us to deal with the broad
scope of their financial affairs, perhaps especially at
times of great stress such as this.  Still, we cannot
escape (and do not choose to escape) the human
toll that the tragic events of September 11th have
exacted of our staff and our clients, especially those
clients who live or work in the greater New York City
area.

We urge our clients not to hesitate to continue our
conversations about any way we can assist them in
coping with their own grief.

As one way of dealing with ours, Kochis Fitz has
made substantial contributions to the American Red
Cross and to the relief fund for families of New York
police and firefighters.  Through our involvements
with the Financial Planning Association and the
Foundation for Financial Planning, we are also
participating in nationwide pro-bono efforts to assist
the families of the victims.
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Does this mean we have seen the worst?  We wish we
could say.  One thing is clear:  the fiscal and monetary
authorities are doing their parts.  A significant level of new
government spending will soon find its way into the
economy.  Tax rebates and further tax reductions already on
schedule (and perhaps more to come) must be either saved
or spent and either way can strengthen the economy.  Yet
another half-point interest rate drop on October 2nd (the
ninth this year) should eventually cause businesses and
consumers to feel more expansive.

THE PESSIMISTIC CASE

It may be that the terrorist attacks and the "new war" in
response are only a small part of the problem--a dramatic
confirmation of very negative market sentiment that already
reflected a much bigger array of troubles.  For the past
eighteen months, the overall news for portfolios was mostly
bad, especially so in this third quarter of 2001, even before
September 11th.

Insert Graph Here

12-Month Results to 9/30/2001

While we won't know for sure until early next year, (recall
that, technically, a recession is two, consecutive quarters of
negative GDP growth), a recession probably began in the

third quarter, and many commentators expect it to last
perhaps well into 2002.  Certainly, recent large layoff
announcements are not encouraging and, while valuation
reductions should have brought P/E ratios down
significantly, simultaneous earnings reductions have kept
them well above historical levels.  It's not clear when
corporate earnings will materialize to justify the robust
expectations still built into those ratios.

Nevertheless, there is no safe alternative with any
significant return opportunity.  "Cash" yields are now very
low and longer term fixed income placements carry the
unavoidable risk of significant value erosion if interest rates
increase.  Certainly, few realistically expect any further
significant interest rate reductions from their now very low
levels and the risk of loss is especially strong when interest
rates are already low:  a 1% rate increase is a very big
change from a base of 3%, for example, but not so much
from a base of, let's say, 8%.

Consequently, we believe the near term is likely to be very
volatile.  We won't be surprised to see the US market, for
example, move by hundreds of Dow Jones points in either
direction, from one day to the next, for perhaps many
months to come.  However, we remain quite convinced that
the long term results for broadly diversified equity portfolios
will be good.  Recoveries always do occur.

We are very gratified that our clients have taken our
guidance in sharing that conviction.  The worst move
anyone could make at this juncture, we believe, would be to
abandon otherwise appropriate long-term equity investment
strategies.  Not one of our clients has done so, and several
have taken the now much reduced valuation levels as a
prompt to add new cash, or margin, to augment plans
already in place.  The optimists have taken a lead.  We are
confident that they are fundamentally correct.

Tim Kochis, Editor

THE AFTERMATH:  PROSPECTS FOR DOMESTIC

AND OVERSEAS INVESTMENTS

The unprecedented terrorist attacks of September 11 have
dramatically altered the near-term global political and
economic landscape.  The shock of the attacks jolted an
already fragile global economy, and significantly increased
the likelihood of a recession in the United States and
perhaps worldwide.

The direct monetary damage from the terrorist attacks, in
the form of destroyed property and lost revenues, while
unparalleled in US history, is unlikely to itself push the US
into a significant decline.  History shows that the devastating
economic losses caused by other recent catastrophes, such
as hurricane Andrew and the Northridge earthquake, do not
generally have a notable long-term impact on the economy.
In this case, less than one-half percent of the nation’s office
space was lost, and the cleanup and rebuilding effort--which
will no doubt cost tens of billions of dollars, itself stimulative-
-represents a minor expense when measured against the
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colossal scope of the US economy.  The economy’s ability
to supply goods and services has not been materially
impaired by this attack.

Of far greater concern, now, are the adverse effects that
fear and uncertainty will have on the demand consumers
and businesses have for those products and services.  The
attacks raise the possibility that households and
businesses, already cautious due to the slowing economy,
will “hunker down” and severely curtail their spending and
investment activities, resulting in a vicious cycle of
increasing unemployment and low corporate profitability.
Of such self-reinforcing behaviors are depressions made.
Economic indicators showed steep declines in consumer
and business sentiment and consumer spending
immediately after the attacks.  Whether these trends persist
and turn into a prolonged economic decline will be
determined by a number of factors, most notably the
governments’ responses and the continuing evolution of
the geopolitical situation.

A LOOK ON THE BRIGHT SIDE

Amidst the uncertainty and gloom, we should not ignore
several important positives that mitigate the damage to the
world’s economy:

Despite the loss of a potent symbol of American
financial muscle, the world financial system remains
intact and continues to function efficiently and
smoothly.  The Federal Reserve and central banks
in Europe and Japan were quick to take aggressive
measures to ensure that global commerce did not
grind to a halt in the wake of the attacks.

The Federal Reserve, which was slowing the pace
of interest rate cuts before the attack, has
aggressively lowered interest rates by another
whole percent since September 11, bringing interest
rates down to their lowest level in nearly 40 years,
with even more rate reductions possible in the
months to come.  

The US Congress has for the most part set aside its
partisan bickering and united behind the need to
provide fiscal stimulus in the form of increased
defense and law enforcement spending, aid to the
airline industry, and assistance with the cleanup of
sites in New York, Washington, and Pennsylvania.
Congress is debating the merits of numerous other
spending and tax cut proposals that could, if
properly designed, coax consumers and businesses
to increase their spending.  Some economists
project that total federal relief spending over the next
year could exceed $150 billion (about 1.5% of GDP),
providing substantial stimulus to the economy.  Of
course, all of this government spending means that
the budget surplus (not to mention the Social
Security “lockbox”) is at least temporarily gone.  We
believe that this is an appropriate time for the

government to violate normal fiscal discipline as long
as the new spending levels do not become
permanent.

The insurance industry will provide further stimulus,
as many billions formerly held in reserves will be
spent on direct reconstruction efforts. 

Ironically, oil prices have plunged since the attack as
OPEC has held its production levels steady despite
a steep decline in the use of fuels, especially by the
airlines.  This generates real savings for consumers
and cushions the bottom lines of many industrial and
service companies.

Inventory levels in most manufacturing industries
were declining to low levels even before September
11, meaning many companies would have had to
begin to ramp up production in anticipation of
increased demand in the not-too-distant future.
Increased industrial production, of course, leads to
more jobs and more economic activity.  (The glaring
exception to this trend is the information technology
sector, which continues to face a glut of unsold
merchandise and low demand from companies that
overspent on IT gear in the late 1990s.)  

The uncertainty plaguing, especially, the US markets
is being reflected in an increase in the value of the
euro (from about 85 cents at the start of the quarter
to just under 92 cents at the end), providing some
solace to clients’ overseas investments.  This
diversification benefit is part of the design of globally
balanced portfolios.

The pronounced near-term weakening of economic
activity will continue the unwinding of some of the
excesses of the late 1990s boom (e.g., excessive
equity valuations, low savings rate, high debt levels),
thus paving the way for higher sustainable growth
rates and a more robust recovery...albeit from a
lower base...once the stimulus kicks in and
uncertainty recedes.

Nevertheless, the US is, in all likelihood, experiencing a
recession right now.  The abrupt slowdown in consumer
spending in September may result in a decline in GDP
extending even over the next couple of quarters.  Many
economists forecast, and we agree, that the fundamental
health of the economy and the stimulus now working its
way through the economy are likely to ensure that the
decline will be both shallow and short-lived.  Indeed, with
so much fiscal and monetary prodding in the pipeline, we
are somewhat concerned that much more will result in an
overheating economy later next year or in 2003.  The
resulting pressure on labor and product markets could
cause a rise in inflation and interest rates.  The Federal
Reserve did an admirable job of controlling domestic
inflation pressures in the 1990’s.  We hope it’s prepared for
a second act.
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A DARKER SCENARIO

Of course, a very big unknown remains the geopolitical
situation.  While the US economy is fundamentally healthy
and able to produce, that matters little if consumers and
businesses are too frightened to spend.  A prolonged and
full-scale war in Central Asia and/or additional terrorist
attacks would likely result in further consumer and business
entrenchment, significantly higher oil prices, higher
unemployment and generally more uncertainty.  These
factors could turn a mild recession into a prolonged and/or
deep downturn that even strenuous fiscal and monetary
efforts would find difficult to prevent.  

In the near-term, at least, we expect that the financial
markets will remain unusually volatile as investors come to
terms with how the war against terrorism will impact the
economy.  Numerous comparisons have been made
between the current situation and Pearl Harbor, the Gulf
War and other watershed events in US history in an attempt
to foretell how the market may play out.  While these events
serve as examples in some limited respects, we think that
we are sailing in largely uncharted waters.  However, we
are confident that the fundamental strengths that underlie
capitalist economies around the world will ultimately, and
very handsomely, reward continued investment.

Gregory Schick

SHORT-TERM INTEREST RATES:  
THE LIGHT AT THE END OF THE TUNNEL?

During the first week of October, the Federal Reserve cut
short-term interest 1/2 percent.  This quickly followed a half
point drop on September 17th and was the ninth cut this
year.  The Fed’s purpose for these haircuts is to incent
America to spend and invest in the hope of restoring
growth: consumption triggers production, creating
employment opportunities, spurring further demand.  There
is some danger in all of this: if the cycle moves too quickly,
we could see an acceleration in inflation.  But the Fed
seems unconcerned about that now.  Some commentators
in fact lay part of the blame for the current economic
weakness at the Fed’s doorstep for being overly concerned
about inflation before and being too slow and too stingy in
its initial efforts to loosen the money supply.

All of that said, the current upward sloping government
yield curve implies investor optimism going forward.  Notice
how far the short-term rates have fallen in the last year
relative to the longer-term rates, which have also declined,
but not nearly so much.  The short-term rates directly
reflect the Fed’s actions.  Long-term rates are not directly
controlled by the Fed but are driven by how market players
foresee the economic future. In today’s case:  growing!

In addition to this encouraging investment signal from the
yield curve, there is good news for most clients in their
personal cash flow circumstances.  We encourage clients

to take advantage of this lower interest rate environment
while it lasts.  For example, this is a great time to refinance
mortgages to a lower fixed rate or, in many cases,
adjustable rate product.  Keep in mind that since long-term
rates have not declined as much as short-term rates, the
rate decline is most easily captured by shorter-term fixed
period (i.e. 5 years or 10 years) loans and adjustable loans.  

Lowered borrowing costs are also reflected in current
margin rates.  As you recall from “The Benefits of
Leverage” article in our 1st Quarter 2000 Investment
Commentary (available for reference in the clients-only
section of our web-site), for clients with appropriate risk
tolerance, a durable margin position can be an effective
way to augment a portfolio’s long-term performance.  The
costs and benefits of doing so now could be exceptionally
advantageous.

We do not expect the current benign interest rate
environment to significantly deteriorate during the 4th
quarter of this year, leaving plenty of time to explore
advantageous borrowing opportunities.

Sandi Bragar

MANAGER WATCH

This quarter, we discuss a subset of our domestic small
capitalization stock managers--those following a “value”
discipline.  As a reminder, we tend to tilt toward the value
style of investing, especially so in the less efficient small
cap arena.  In most client portfolios, we try to maintain a
value-to-growth weighting of 3:1.  This value bias has
resulted in significantly higher returns for clients in the past
couple of years.  We expect that advantage to prevail over
the longer haul.  Recall that while the definition of “value” is
idiosyncratic to each manager, the styles are usually
readily distinguishable from those of “growth” managers.

Our three selected small cap value managers pursue
similar objectives through very different means.  Longleaf
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YEAR-END TO-DO LIST:  FOR YOU AND FOR US

It is that time of the year again where we need to plan for wrapping up the year.  In order to help you focus on the
more fun year-end events…like holidays…we wanted to remind you--early--of some financial deadlines that fall on
December 31, 2001:

RETIREMENT PLANS

Keoghs and Defined Benefits Plans.  Clients who plan to contribute to a Keogh or Defined Benefit plan for the first
time in 2001 must establish an account by December 31st.  However, your actual contribution to the plan can be
deferred until you file your tax return in 2002.

Roth IRA Conversions.  Clients who choose to convert their Traditional IRA to a Roth IRA must do so by December
31st.  The converted balance will be included in your taxable income for year 2001.  Unfortunately, under present law,
clients with adjusted gross income over $100,000 and married clients who file their tax returns separately are
precluded from converting their IRAs.

Required Retirement Plan Distributions.  Clients who turn 70 ½ this calendar year are required by law to take
minimum annual distributions from their IRA accounts.  These first distributions can be postponed to next April but it
is almost always best to get this done by December 31st of this year.  We will be in contact with clients in this situation
in November to coordinate these distributions.  

INCOME TAXES

Charitable Contributions.  You can deduct charitable contributions you make before December 31st on your 2001
income tax return.  Appreciated long-term capital gain property, such as stock or mutual fund shares you've owned for
more than one year, is the ideal type of property to contribute to charities because you can deduct these items at fair
market value without paying tax on the built-up appreciation.  If you have charitable intentions, but have not identified
the charity (or charities) you wish to benefit, you can donate securities to a charitable gift fund, like the one available
at Charles Schwab & Co.  By doing this before December 31st, you can secure your charitable deduction for this year
and direct the gift(s) at a later, more convenient time for you.

Year-End Portfolio Transactions.  During the 4th quarter, we will be in close communication with the managers of
our selected mutual funds in order to understand their expectations about year-end distributions.  We can then make
any special transactions (including, of course, harvesting any material tax losses) in your portfolio before year-end to
minimize your overall taxable income, while still maintaining the integrity of your portfolio's asset allocation.

Year-End Tax Planning.  Upon request, we will provide your accountant or tax preparer with year-to-date summaries
of taxable income, gains, and any tax deductions generated by your investment portfolio in order to assist with any
year-end tax projections.  Also, as they become available, we can provide a summary schedule of mutual fund
distribution expectations that should be included in these tax calculations.

If you are a new client or if you've changed accountants or tax preparers during the year, please provide us with the
contact information if you have not already done so. 

Don't Wait Until December!
Please let us know as soon as possible if we can help you with any of these matters.  We receive a large number of
client requests as the year draws to a close and we want to be sure to handle each one promptly and flawlessly.

Young S. Kim 
Investment Operations Supervisor

The tragedies of September 11th brought out the best in Americans as seen by the long lines at Blood
Banks and the hundreds of millions of dollars raised for victims and their families.  As individuals and
as a firm, we at Kochis Fitz joined many of you in making financial contributions in our search for some
way to help out.  We remind ourselves and our clients that as devastating as these events were, they
did not diminish the ongoing needs of charities that we contribute to on a more routine basis.  In fact,
the economic downturn, exacerbated by these tragedies, will create even greater needs.  We urge you
to join us in maintaining and, if possible, even increasing charitable commitments.  Now, more than
ever, all of our contributions matter.



Partners Small Cap builds a portfolio from only a handful
of carefully selected companies which it strives to know
inside and out.  In the jargon, they are an active manager
using fundamental research.  In contrast, DFA Small Cap
funds pursue a passive strategy.  Their portfolio managers
do not visit any of the companies in their funds.  The
companies are purchased solely on the basis of
quantitative characteristics.  They are sold when those
characteristics change, but with an eye to minimizing short-
term capital gains.  DFA portfolios are extremely well
diversified, owning the hundreds of companies that fit their
criteria.  If those two funds mark opposite ends of a
continuum, the AXA Rosenberg U.S. Small Cap
Institutional fund lies somewhere in between, though
closer to the DFA funds.  Like DFA, Rosenberg selects
investments based on quantitative screening, not on
company visits.  But, like Longleaf, it is an actively
managed fund.  Unlike both of them, it doesn’t set out to be
a “value” fund; but its process produces a value “tilt”.

What the funds have in common are very clearly articulated
strategies (though distinct from one another), seasoned
and stable investment teams, and sophisticated, investor-
friendly orientations. They are familiar names to our long-
time clients, as we have employed each of them for several
years.

LONGLEAF PARTNERS SMALL CAP: Three year
annualized return:  10.1%

Investment Strategy and Process.  The following
conversation may sound familiar, since we described the
Longleaf Partners International Fund last quarter.  Both
Longleaf funds pursue their mandates with the same
disciplined methodology of classic bargain hunters.  The
managers of the Small Cap fund scour the universe of
small companies for over-looked gems that trade at
discounts of at least 40% to their “intrinsic value” (as
calculated by their experienced team of analysts).  They
seek out companies that demonstrate attractive future
business prospects, shareholder-oriented management,
evidence of financial strength, and, most importantly,
intrinsic worth which the market is, for the present,
dramatically undervaluing.  When they find a company they
like, they tend to own it for quite some time, making the
fund more tax efficient than many.

Using a disciplined “bottom up” research methodology,
Longleaf Small Cap typically holds a very concentrated
portfolio of only 25 to 30 companies (in contrast, our two
other small cap value funds hold between 600 and 2,000
stocks.)  The fund’s preference for holding large positions
in a relatively small number of companies often results in its
performing out of step with its small cap value brethren.
And the hoped-for results can sometimes be a long time in
coming.  The fund’s investment in the Pioneer Group, for
instance, took four years to come to fruition.  During that
period, the stock’s price failed to approach the fund’s

estimate of intrinsic value.  In early 2000, with the stock
trading at less than $13/share, the fund began to take a
more active role in assisting the company’s management.
The company was ultimately sold at $41/share in May,
2000, resulting in a handsome long-term capital gain
(12.4% annualized) for the fund.

Because of their highly selective stock selection process,
the fund managers are not reluctant to hold cash when they
can’t find stocks which meet their value criteria.  At the end
of the second quarter, for instance, nearly 25% of the fund’s
assets were in cash.  (The highest allocation to cash in the
fund’s history was 39% in July, 1997.)

Importantly, Longleaf has long demonstrated its
commitment to the interests of investors.  The fund was
closed to the retail public in August 1997 and is now
available only through institutional advisors such as Kochis
Fitz.  

Why We Like This Fund.  We believe that the fund’s great
track record is no accident, but rather the result of a great
investment team following a disciplined strategy.  Two of
the managers, Mason Hawkins and Staley Cates, have
been with the fund for a decade, and the newest manager,
John Buford, brought over 20 years of experience to the
fund when he joined in 1999.  The fund’s concentrated
portfolio provides a counterbalance to the highly diversified
portfolios managed by the other two domestic small cap
managers we use.  Finally, the team’s own commitment
(employees of Longleaf Partners can invest their personal
wealth only in the Longleaf funds) gives us confidence that
they are unlikely to lose the focus for which we have hired
them.

DFA U.S. SMALL CAP VALUE (formerly “6-10 Value”):
Three year annualized return:  12.3% (used in clients’ tax-
deferred accounts) and

DFA TAX MANAGED U.S. SMALL CAP VALUE
(formerly “Tax Managed US 5-10 Value”):  Annualized
return since inception (January, 1999): 7.92% (used in
clients’ taxable accounts)

Investment Strategy and Process.  Dimensional Fund
Advisors (DFA) board members and consultants include
such distinguished academic theorists as Eugene Fama,
Kenneth French, Roger Ibbotson, Donald Keim, and Nobel
laureate Myron Scholes (yes, the same of the Long Term
Capital debacle).  It should come as no surprise, then, that
DFA applies in-depth academic research to investing.
Specifically, the investment strategy for all DFA funds (we
also use DFA’s domestic large cap value funds) is based on
the pioneering research by Eugene Fama and Kenneth
French, which has extended the Capital Asset Pricing
Model developed by another Nobel Prize winner, Bill
Sharpe.

According to this theory, stock returns have three
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“dimensions”:

1. Market factor:  Stocks in general have higher
expected returns than fixed income.

2. Size factor:  Small stocks have higher expected
returns than large stocks.

3. Book-to-Market (BtM) factor:  High BtM (or “value”)
stocks have higher expected returns than low BtM
(or “growth”) stocks.

Fama and French posit that increasing exposure to each of
these dimensions increases a portfolio’s return (and risk).
Building on this research, DFA uses a quantitative
methodology to divide the entire U.S. equity universe (all
NYSE, AMEX, and NASDAQ national market stocks) into
groupings based on their exposure to the size and value
dimensions.  Their “small” cap universe then is made up of
those companies whose market value falls into the smallest
8% of the total market.  To this group, they then apply value
screens, selecting only those companies whose BtM ratio
is in the top four deciles.   To maintain consistency of book
values across their universe of small companies, DFA
adjusts each company’s book value based on its
assessment of how accounting charges may affect “real”
book value.  DFA then isolates those companies with BtM
ratios in the upper quartile.  The fund’s portfolio is then built
to reflect this subset:  the highest value quarter of the
smallest 8% of the total market by capitalization weight.
This is still a very large number of companies since it takes
very many small companies to fill up that bottom 8%.

After considerable research, DFA launched a tax sensitive
version of the U.S. Small Cap Value fund in December
1998.  To lessen the bite that taxes take from the return,
DFA modifies its usual strategy in subtle ways.  Whereas it
will sell a position in the Small Cap Value fund when the
stock’s market cap grows (or when the BtM decreases)
beyond the limits held by the fund, in the Tax Managed
fund, the sale can be delayed until it is tax optimal.  Thus,
loss lots are harvested to offset gains, but gain lots are
generally not sold until they are long-term gains.  The fund
also tries to minimize exposure to dividend paying stocks.  

In contrast to Longleaf’s concentrated portfolio, the DFA
portfolios are highly diversified...minimizing the danger that
the risk dimensions of individual companies will distort the
portfolio’s results.  The DFA Tax-Managed Small Cap Value
fund currently holds approximately 1,500 stocks while the
DFA Small Cap Value fund invests in almost 2,000
companies.

Why we like these funds.  It can be difficult to be a value
manager, buying and holding stocks that few others like.
DFA keeps emotions out of the equation, using a
quantitative methodology to provide a consistent, passive
exposure to small value stocks.  The company provides
access to its funds only to institutional investors, avoiding
the hot money and marketing expenses that sometimes
come with the retail market.  Further, by often functioning

as the buyer of last resort for large block sellers, its small
cap funds have turned trading costs into another source of
return for shareholders, adding upwards of 100 basis
points of additional return per year, on average.

AXA Rosenberg U.S. Small Cap Institutional:
Three year annualized return:  9.3%

Investment Strategy and Process.  Barr Rosenberg is
one of the grandfathers of quantitative investing:  first as a
theoretician on the UC Berkeley faculty (he founded
Berkeley’s graduate finance department), then as founder
of a very successful investment consultancy (Barra), and
finally as a money manager himself.  The AXA Rosenberg
U.S. Small Cap fund relies on computer models which
evaluate financial information (fundamental criteria) and
market trends (quantitative criteria) to determine which
securities to buy and sell.  The team of Dr. Rosenberg, Dr.
Kenneth Reid and Floyd Coleman, the portfolio manager,
have been responsible for the day-to-day management of

CONTINUED ON PAGE 8

HEIGHTENED TRADING ACTIVITY

You may notice a higher volume of trades in your
investment accounts over the last several months of
this year.  We want you to know that these
transactions do not reflect any general change in
long-term strategy nor any attempt to seize short-
term market timing opportunities.  

Instead, these transactions reflect our strenuous
efforts to capture available tax losses while keeping
your intended investment strategy intact and
uninterrupted.  This “tax loss harvesting” will reduce
current or future years’ taxes, as Karen Damato
quoted Linda Fitz in the October 15th Wall Street
Journal.

This often means purchasing one asset or fund--with
very similar characteristics--to replace one that we
have sold…and then often reversing the
transactions later after the requisite 30 day rule
imposed by tax law.

You should note that we are very sensitive to
minimizing the totality of clients' investment costs.
Most of these tax optimization transactions occur at
zero or very small transactions costs.  Where
transactions costs do apply, we have negotiated
them to well below retail rates and, of course, we
have no financial interest in those costs.  Most
importantly, we only cause our clients to incur them
when the tax savings opportunity amply
compensates for those third party charges.



3 Years
3rd Quarter 12 Months Annualized

2001 to 9/30/01 to 9/30/01

* Kochis Global Diversified Investors, L.P. -3.7% -12.9% 5.6%

Index Benchmark Index: S&P 500
Benchmark Fund: Vanguard Index 500 -14.7% -26.7% 2.1%

iShares -14.7% -26.6% N/A
* Schwab 500 -14.7% -26.7% 1.9%

Schwab 1000 -15.4% -27.7% 2.3%
SPDR -14.6% -26.6% 2.0%

Value Style Benchmark Index: S&P 500/BARRA Value
Benchmark Fund: Vanguard Value Index Fund -16.3% -16.9% 4.7%

Berkshire Hathaway 0.9% 8.7% 5.5%
* DFA Large Cap Value -15.1% 1.9% 7.8%
* DFA Tax Managed Marketwide Value -18.6% -3.1% N/A

Benchmark Index: MSCI EAFE
Benchmark Fund: Vanguard Total International Stock Fund -14.9% -29.0% -0.8%

Growth Style
Artisan International -14.1% -27.2% 15.8%

* Janus Overseas [Closed] -20.8% -42.4% 6.0%

Value Style
Longleaf Partners International -7.7% 9.2% N/A

Growth Style Benchmark Index: S&P Small Cap 600/BARRA Growth
Benchmark Fund: Vanguard Small Cap Growth Index Fund -17.5% -22.8% 7.1%

* Brazos/JMIC Small Cap Growth -14.1% -21.1% 12.8%
Navellier Aggressive Growth -12.1% -29.1% 15.1%

Value Style Benchmark Index: S&P Small Cap 600/BARRA Value
Benchmark Fund: Vanguard Small Cap Value Index Fund -16.6% 0.8% 10.3%

* AXA Rosenberg US Small Cap Institutional -11.7% -0.1% 9.3%
* DFA Tax Managed US Small Cap Value -19.3% -1.6% N/A
* DFA US Small Cap Value -17.1% 0.3% 12.3%
* Longleaf Partners Small Cap [Closed] -9.3% 5.3% 10.1%

Benchmark Index: MSCI Small Cap Emerging Markets
Benchmark Fund: DFA International Small Company Portfolio -13.0% -16.0% 4.3%

* Liberty Acorn International -18.8% -39.3% 4.6%

Benchmark Index: MSCI Select Emerging Markets Free
Benchmark Fund: Vanguard Emerging Markets Index Fund -22.0% -31.7% 2.6%

* Oppenheimer Developing Markets -23.2% -28.3% 14.3%
* SSgA Emerging Markets -22.1% -30.9% 3.6%

T. Rowe Price Emerging Markets -24.5% -36.8% 4.9%

* PREFERENTIAL ACCESS THROUGH KOCHIS FITZ Sources: Wall Street Journal, SSgA, Barclays Global Investors
Returns are stated net of managers’ fees, but before Kochis Fitz fees.

QUARTERLY RESULTS: 3RD QUARTER 2001

CLASSIC HEDGE

LARGE CAP: DOMESTIC

SMALL CAP: DOMESTIC

SMALL CAP: DEVELOPED OVERSEAS

LARGE CAP: DEVELOPED OVERSEAS
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the fund since its inception in 1989.

Fundamental.  Rosenberg uses an “appraisal model” to
identify stocks that have price-to-earnings and price-to-
book ratios that are lower than those of other companies in
the same industry.  Each company is broken down into
industry, or business, segments and compared with
companies in similar segments...generally in the same
geographical market. The model appraises the company’s
assets, operating earnings and sales within each segment,
then puts the segment appraisals together to create
balance sheet, income statement, and sales valuation
models for the total company.  That amalgam is then
adjusted to reflect variables which apply only to the total
company, as a whole, such as taxes, capital structure, and
pension funding.

Quantitative.  Rosenberg’s “near-term prospects” model is
used to predict earnings changes over a one-year period. It
examines measures of company profitability, operational
efficiency, analysts’ earnings estimates, and investor
sentiment, including broker recommendations, earnings
surprises, and prior market performance.  The model, for
instance, identified deteriorating fundamentals--with
increasing inventories relative to sales--in the technology
sector in early 2000.  As a result, the fund reduced its
technology weighting and performed well compared to
other small cap funds.

The AXA Rosenberg U.S. Small Cap fund currently invests
in approximately 600 companies.  Because the fund is
relatively tax inefficient, we prefer to hold the fund in tax-
deferred accounts, where possible.

Why we like this fund.  We continue to have great respect
for the strength of Rosenberg’s quantitative models and the
thoroughness of its overall investment process.
Rosenberg’s long and admirable track record gives us
confidence that this approach to small cap investing is
likely to produce superior returns.  The fund is also investor
friendly, as demonstrated by its willingness to stop
accepting new accounts, from time to time, when assets
swell.

Andrew Chou, Michael Fitzhugh,
and Brett Gookin
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