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October 18, 2000 
 
Dear Client,  
 
Enclosed are five investment reports for the quarter ending September 30, 2000.  The first is titled 
“Portfolio Position Analysis”.  It lists your investments that I manage and shows how each has 
performed.  The second report is “Portfolio Performance Summary”.  It shows the rate of return on 
your investments since I have started to manage them.  The third is the “Portfolio Performance 
History”.  It shows the monthly and cumulative rate of return on your portfolio.   
The fourth report, Position Performance Summary, is included for the first time.  It provides an 
analysis by position since January 1, 2000.  The fifth report, “Realized Gains and Losses”, is 
included only for taxable accounts.  It lists the investment gains and losses that have been realized 
so far this year.   
 
 

Stock Market Performance 
 
The third quarter of 2000 continued this year’s volatility.  After declining in July, the markets 
recovered in August and then fell back in September.  For the quarter the S & P 500 fell 1.24% to 
1436.51, the Nasdaq Composite fell 7.39% to 3672.82 and the Russell 2000 rose 0.80% to 521.37.  
For the first six months of 2000, the S & P 500 fell 2.23%, the Nasdaq composite fell 9.74% and 
the Russell 2000 rose 3.29%.  
 
The Nasdaq Composite has been particularly volatile this year.  It started the year at 4069.  It 
climbed steadily during the first quarter until it peaked on March 10th at 5049.  It fell sharply for 
the next two months until it hit 3200 in Mid-May.  It recovered to about 4200 in July and then 
dropped to 3673 at the end of September.  The sharp drop in September accelerated in October due 
to earnings warnings, the impact of high oil prices, and tensions in the Middle East when it hit a 
new year’s low of 3075 on October 12th.  Friday the 13th resulted in a dramatic rise of 242 points 
or 7.9%.  This volatility will probably continue through at least the end of the year. 
 
 

MAM Performance 
 
I have been pleased with the investment results of my clients relative to the market.  Most of the 
MAM portfolios have continued to outperform the S & P 500 and most of them rose in the third 
quarter.  Almost all portfolios that were fully invested from the start of the year have risen in 
value.  The only exceptions are those portfolios that contain individual stocks.  Although I  
generally do not purchase individual stocks, some portfolios that I manage already contained  
existing positions and other clients requested that I purchased certain individual stocks.   
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The MAM portfolio with the longest track record is a fairly aggressive $50,000 portfolio that was 
fully invested in mutual funds on September 13, 1999.  As of September 30, 2000 the original 
$50,000 had grown to $70,506 for a return of 41.0%.  During that time the S & P 5000 rose 9.3%.  
For the quarter ended September 30, 2000 this portfolio rose 3.3% while for the first nine months 
of 2000 it rose 14.0%. 
 
Why have most of the MAM portfolios outperformed the market this year?  The following are 
three reasons: 
 

1. Large weighting in small & mid-cap stocks:  I have emphasized mutual funds that 
invest in small and mid-cap stocks.  For most MAM portfolios the weighting in small 
and mid-cap companies equals or exceeds that of large cap companies.  For many 
years the best performance in the stock market was in large U.S. stocks (i.e. the S & P 
500).  This changed in 1999 and I think it will continue because small and mid-cap 
U.S. companies are reasonably valued relative to the larger U.S. companies. 

 
2. Small, undiscovered funds:  I am emphasizing mutual funds that have a relatively 

small asset base.  Size does matter in a negative way.  When a fund becomes large, it 
is difficult for it to move in and out of stocks without impacting prices.  Therefore I 
look for funds before they have become “discovered”.  For instance most MAM 
portfolios own Artisan Small Cap.  The fund, which was created in 1997, is a small 
cap value fund with very minimal technology exposure.  Although it lost 5.76% in 
1998 and returned only 15.42% in 1999, its performance relative to other small cap 
value funds has been good.  In addition, management said they would close the fund 
to new investors when assets hit $250 million.  This relatively low level of assets was 
reached in May of 2000 and the fund closed.  Fortunately MAM clients have over $1 
million invested with Artisan, so I am still able to purchase it for new clients. 

 
Two other relatively obscure funds that are in most MAM portfolios recently received 
good publicity.  Enclosed is the first Morningstar report on Red Oak Technology 
(issued July 6, 2000).  This aggressive, large cap technology fund was started late in 
1998 and had only $362 million in assets at the end of 1999.  It is the third fund 
started by Oak Associates and I discovered it when I researched the other funds 
offered by the White Oak Growth fund family (Oak Associates).   The fund has been 
phenomenal.  Although it is 100% invested in technology stocks, year to date through 
October 17th it has returned 47.5%.   

 
The other fund is T.C.W. Galileo Select Equities.  This is also a relatively obscure 
fund.  It is not covered by Morningstar and recently its asset size was only $500 
million.  The manager of the fund is Glen Bickerstaff.  If you combine his track 
record with his previous record at Transamerica Premier Equity, he has beaten the S 
& P 500 every year for the last ten.  Year-to-date through October 17, 2000 it is up 
1.4%.  Enclosed is an article from the October 2000 issue of Kiplinger’s Personal 
Finance titled “Head of the Class” which describes an interview with the fund 
manager.   

 
 
 
It is likely that the strong relative performance and recent publicity of Red Oak 
Technology and T.C.W. Galileo Select Equities will cause assets in the funds to 



swell.  I will monitor that to see if performance suffers.  Rest assured I will continue 
to search for additional undiscovered funds. 

 
3. Reduced exposure to technology:  In July and August of this year I rebalanced most 

MAM portfolios by reducing the amount invested in technology funds and 
reinvesting the proceeds into non-technology funds (Artisan Small Cap, Cohen & 
Steers Realty, Oakmark Select, UAM Clipper Focus and Weitz Partners).  I did this 
because I was concerned that the Nasdaq was vulnerable to another meltdown.  I am 
not a market timer so I did not liquidate positions and reinvest in cash.  Instead I 
reduced the volatility of the portfolios by reducing the technology weighting.  
Although I still believe that in the long-term technology stocks are the best growth 
sector, for my most aggressive portfolios I am now investing only 35% of assets in 
technology stocks.    

 
 

Increase in Minimum Asset Size 
 
As mentioned with last quarter’s letter, effective August of 2000 I raised the minimum amount to 
invest through MAM to $100,000.  I anticipate an increase to $150,000 effective January 1, 2001.  
These increases are only for new clients, as I will still manage lesser amounts for existing clients.  
I am raising this minimum to limit the number of investment clients (currently about 115) to no 
more than 200.  In addition, next month I will identify and contact approximately 200 tax clients 
that will be referred to another CPA.  This should reduce my tax clientele next year to about 300.  
The tax clients that I will not be retaining are ones that do not utilize the services of MAM.   
 
 

Your Performance 
 
 
 
Also enclosed is the invoice that shows my asset management fees for the quarter.  Charles 
Schwab will automatically deduct these fees from your account. 
 
Please call me if you have any questions or if you want to discuss your portfolio. 
 
 
Very truly yours, 
 
 
Stephen P. McCarthy, CPA 


