
* The overnight, inter-bank borrowing rate.

January 1996

MARKET COMMENTARY
FOURTH QUARTER 1995

1995 - A GOOD YEAR FOR BONDS, BUT A GREAT YEAR FOR STOCKS

During 1995, the Fed continued its efforts to engineer a solid growth, low inflation economy with slight adjustments
in the Fed Funds rate*.  In February 1995, the Fed raised the rate by half a point to guard against an overheating
economy.  Concerns about a stagnant economy then lead it to lower the rate in July and again in December (each
decrease was a quarter point).  The market responded favorably in both situations and in late December and early
January, rose again in anticipation of yet another decrease.  Stalled budget negotiations, government shutdowns,
and some encouraging signs of renewed corporate earnings strength have reduced this hope for the near term.

For now, one can expect little change in short-term interest rates; but the next move, whenever it does come, seems to
us more likely to be down than up as an eventual budget resolution is achieved.  Meanwhile, long-term rates are
close to historic lows relative to inflation (somewhat more than a 3% spread).  Consequently, we’re doubtful of any
significant reduction in long rates any time soon.  Certainly, we do not expect anything like the 200 basis point
reduction that occurred in 1995 (30-year bonds yielded 7.9% in January ‘95 and 5.9% in December ‘95) and caused the
handsome bond returns of 30.1% for the year.  If anything soon, we would anticipate a small increase in long rates --
even if short rates declined -- causing a small but real risk of principal erosion in long bond portfolios.  So even if one
were now afraid of future stock market performance, long bonds are, in our judgment, not the place to be.  We have
no plans to retreat from equity positions to take up a defensive stance in bonds.

Stocks performed at extraordinarily high rates during 1995.  The S&P 500 index was up a rare 37.4% for the year, the
greatest calendar year return since 1958!  Small stocks, measured by the Russell 2000 index, were up 28.45%.  The
technology sector was especially strong, accounting for much of the performance in “small stock” and growth funds
-- measured for the year.  The fourth quarter, however, saw quite a bit of weakness in that sector as some of the
faddish interest waned in response to disappointing earnings in some of the more notorious tech stocks.

We do not and have not made any strong sector commitments.  Instead, we remain convinced that staying committed
to asset allocations in broadly diversified stocks makes the most sense for the long term.  Moreover, apropros of our
comments above regarding bonds as an alternative, even at historic highs we believe that diversified stocks are
probably the better bet . . . even in the near term.
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Fund Watch

During the past quarter, we continued to implement the changes to our group of domestic small capitalization equity
managers that we discussed in our third quarter 1995 market commentary.  To recap, we intend to limit ourselves
primarily to the following small cap managers:

Growth Orientation Value Orientation
Brandywine DFA Small Cap Value
Navellier Aggressive Small Cap Equity Heartland Value

Mutual Discovery

Consequently, we sold Berger Small Company Growth and Meridian out of several client accounts during the fourth
quarter and, where there were gains, after the first of the year.

We’ve written in the past of the problem of small cap value funds closing to new accounts once their asset base
grows too large.  We are happy to report that we’ve negotiated permanent access to Heartland Value even though
the fund is otherwise closed to new investors.  This agreement will provide our clients continuous access to a proven
manager who is no longer accessible to the general public or to most other investment managers.

Another recent positive development was the reopening of Acorn International, an international small company fund
run by Ralph Wanger, the star manager of the successful Acorn fund.  We think Acorn International provides the
most attractive available exposure to the international small cap asset class.  Therefore, we plan to purchase Acorn
International for all accounts where the investment plan specifies an international equity allocation.

The purchase of Acorn International will be combined with the sale of Tweedy Brown Global Value and Montgomery
International Small Cap.  Our rationale for these moves is, as we explained in the third quarter 1995 commentary, to
concentrate our commitments, in less efficient markets, to the best managers to improve our chance of earning
superior investment returns over the long term.

Lastly, we are purchasing a closed-end fund, Quest for Value Capital Shares, at a discount, in select client tax-
deferred accounts such as IRA’s or Keogh plans.  The fund will either liquidate or “open up” in early 1997.  This
eventually will ensure that the mid-January discount of 6.7% will go away.  Consequently, we anticipate closing out
these positions some time before early 1997 in order to take advantage of this extra 6.7% of value or its equivalent
amount of downside risk protection.  This trade is being used in tax deferred accounts only in order to eliminate any
negative tax impacts from this short-term opportunity.

Fourth Quarter Fund Performance

The following average returns for equity funds in the principle asset classes we invest in were reported in Barron’s
for the fourth quarter (in U.S.$).

Large Cap (S&P 500 Objective) 5.8%
Small Company Growth 1.7%
International 1.9%
International Small Company -0.3%
International Emerging Markets -3.4%

Clearly the fourth quarter belonged to large company stocks, continuing the dominant trend of 1995.  Small company
funds cooled off -- in part due to the correction that took place in the technology sector.  Overall, it was a great year
for U.S. domestic investors while being a good year for international stocks, excluding emerging markets.  Going
forward, we expect international equities, including emerging markets, to perform better on a relative basis.  As
always, we advise staying the course and maintaining a long-term perspective.
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The following table summarizes the performance of the most commonly used mutual funds and annuity sub-accounts
in our client portfolios.

12  Months 3 Years
4th Quarter to Annualized to

1995 12/31/95 12/31/95
Large Cap Domestic
Berkshire Hathaway 6.4% 57.4% 39.8%
Guardian Stock Fund (Annuity) 0.9 33.1 15.5
Janus 3.0 29.4 12.4
Neuberger & Berman Guardian -0.9 32.1 15.0
Schwab 1000 5.3 36.6 14.4
Vanguard Index 500 6.0 37.5 15.2

Small to Medium Cap Domestic
    Growth and Earnings Momentum
Berger Small Co. Growth 5.3 33.8 N/A
Brandywine 6.0 35.8 18.5
Meridian 1.3 22.4 11.7
Navellier Aggressive -0.5 43.9 N/A
Value Line Centurion (Annuity) -0.4 38.5 13.1

    Value Orientation
DFA Small Co. Value 0.3 29.3 N/A
Heartland Value [Closed; open to new -0.6 29.8 16.2
                              investors through K&F]
Mutual Discovery 2.2 28.6 21.9

Core International
Baillie Gifford (Annuity) 3.5 10.0 13.3
Harbor International [Closed] 4.3 16.1 21.2
Ivy International 3.0 12.6 20.2
T. Rowe Price International Stock 2.7 11.4 15.7
Warburg Pincus International Equity 2.5 10.4 18.7

Emerging Markets and
International Small Cap
Acorn International -0.7 8.9 16.0
Montgomery Emerging Markets -3.5 -9.1 10.0
Montgomery International Small Cap 2.2 11.7 N/A
Morgan Stanley Emerging Markets 1.8 -16.8 14.5
Tweedy Brown Global Value 3.6 10.7 N/A

The Year Ahead

While the performance of 1995 will be hard to match, we see lots of room for optimism in 1996 in the equities markets,
perhaps especially overseas.

Domestically, the conventional factors of market success seem to be well in place: very little inflation, stable or
declining short-term interest rates, good corporate earnings, and an increasingly large group of people looking to
fund their retirement.  Importantly, they’ve just had a strong confirmation of the wisdom of equity investment.  We
believe that they are likely to stay committed, looking for more of those high returns.
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We would add to that the prospect of a real plan for deficit reduction and a revised tax environment more favorable to
capital formation, with both parties highly motivated to be able to take the credit for a good economy come the
November election.

The even better story may occur overseas.  This asset class had a fine year in 1995 (the average international mutual
fund was up 9.4%).  Nevertheless, it has lagged in recent years and could now be poised to excel as investors
throughout the world are tempted to capture recent U.S. market profits for redeployment elsewhere.  More
fundamentally, however, while the major economies of Japan, Germany, and France are not in great shape, there are
signs of improvement and at least some level of political commitment to address structural inefficiencies.  That
prospect of a better investment climate in major markets could attract substantial capital flows.  Most significantly,
emerging overseas markets are coming off a very bad year.  We believe that there is a large upside potential there.

Meanwhile, the near-term scenario on exchange rates should favor U.S. investors overseas as well.  The dollar’s
current strength makes this a good buying opportunity.  If U.S. interest rates remain stable or decline while rates in
Europe and Japan rise in response to economic growth, the dollar’s consequent depreciation should translate into
premium returns on investments denominated in overseas currencies.

Consequently, where it is consistent with a client’s overall investment plan, we may give added emphasis to the
overseas components of portfolios.  Moreover, since we have chosen funds and managers who either rarely hedge or
do so only opportunistically, we expect our clients to achieve a positive exchange rate effect as well.


