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Fund Watch

First 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 first quarter (in U.S.$).

Large Cap (S&P 500 Objective) %
Small Company Growth %
International %
International Small Company %
International Emerging Markets %



3

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
1st Quarter to Annualized to

1996 3/31/96 3/31/96
Large Cap Domestic
Berkshire Hathaway % % %
Guardian Stock Fund (Annuity) 4.8 28.4 14.0
Janus 8.3 31.0 13.5
Neuberger & Berman Guardian 3.6 24.6 14.6
Schwab 1000 5.4 31.7 14.9
Vanguard Index 500 5.3 32.0 15.6

Small to Medium Cap Domestic
    Growth and Earnings Momentum
Berger Small Co. Growth 6.3 37.9 N/A
Brandywine 6.2 33.4 20.3
Navellier Aggressive 9.6 54.5 N/A
Value Line Centurion (Annuity) 5.0 34.9 14.2

    Value Orientation
DFA Small Co. Value 4.6 27.9 16.2
Heartland Value [Closed; open to new 5.9 26.5 15.6
                              investors through K&F]
Mutual Discovery 8.7 32.0 20.6

Core International
Baillie Gifford (Annuity) 5.7 19.2 13.6
Harbor International [Closed] 3.6 18.6 18.9
Ivy International 3.9 16.3 17.6
T. Rowe Price International Stock 5.7 19.0 15.1
Warburg Pincus International Equity 4.1 20.1 16.0

Emerging Markets and
International Small Cap
Acorn International 9.0 22.9 14.9
Montgomery Emerging Markets 6.1 8.1 10.6
Montgomery International Small Cap 6.2 25.5 N/A
Morgan Stanley Emerging Markets 8.2 16.4 N/A
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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.

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.


