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Financial Communications LLC

DESIGN AND TEXT EXAMPLE

The following four pages are pulled from a document that outlines
many of the improvements in organization, language, and design
that Firehouse made in the course of simplifying the shareholder
reports for SchwabFunds.



SchwabFunds® Shareholder Report

Redesign Highlights

Intro/TOC

Aok sht

Market Overview

Front Cover Market Overview

Covers are built on SchwabFunds design standards and use
the same colors and photos as other materials for each fund.

The Market Overview is divided top and bottom, with a “text
track” and a “data track.” Each chart includes educational lan-
guage about its traditional significance to investors. The text
section focuses on presenting overall concepts and analysis.
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Includes a summary of factors that affected performance and

shows how the report is organized, with all fund-specific information
in one section (rather than in five sections throughout the report)
and general financial notes that apply to all funds in the back.
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Anillustrated guide to the financials, along
with a glossary.




Fund Module
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Performance

Fund performance is shown graphically, including tracking differ-
ential (for index funds) and after-tax performance (for equity
index funds). Wherever possible, each fund’s performance is
shown next to one or more indices as well as a peer group.
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Performance: Investor Shares
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This chart compares performance of the fund’s Investor
Shares with the index and the Morningstar Large-Cap
Blend Fund category.

1vear 5Years

-5%
-10%
r(Oﬁ%)—‘ r(ﬂji%)j
Total Return® ~ 8.34% 8.58% 8.70%  2098%  21.41%
% of Return Lost o Taxes ~ 3.36% — 19.77% 2.34% —
After-Tax Return® ~ 8.06% — 6.98%  20.49% —

The after-tax figures above reflect several assumptions:

« federal income tax was dedlucted from distributions before reinvestment

« the tax rates used were the highest in effect at the time the distribution
was made—currently 39.6% on dividends and short-term capital gains
and 20.0% on long-term capital gains

« no allowance was made for the effects of any state or local taxes, or of
any shareholder activities (such as selling fund shares)

Your own tax rates may be different. Keep in mind that aftertax returns

aren'tafactor for shares held in tax-deferred accounts such as an IRA

or 401(k).

= Investor Shares = Schwab 1000 Index®
=1 %ofreturnlost (o axes w peer Group Average'
« Tracking differential % of return lost to taxes
between share class
and index
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' Source: Morningstar, Inc. As of 10/31/00, there were 2,620 funds in the
Large-Cap Blend Fund category that had track records of at least one
year. These funds may or may not use tax-efficient strategies.

# Fund returns reflect expense reductions by the fund's investment
adviser (CSIM) and Schwab. Without these redluctions, the fund's
yield and returns would have been lower.

Fund Facts

The new reports use graphics for information that can be commu-
nicated more effectively that way, and generally avoid repeating
this information in the text.

Before After

Index Composition by Industry

These charts show the size of the tenlargest industries
in the index. As the charts show, the aggregate portion
represented by these industries has been growing over
the past five years.

0. How have the indusiry sectors in the S&P 500
Index changed over the last five years?

A. The graph on the next page shows the top ten
industry sectors of the S&P 500 Index as of 4/30/00 as
well as the historical weightings of these sectors since
4/30/96. Since 1996, the Index has become more
concentrated, with the top ten sectors currently
representing approximately 76% of the total versus

10/31/00

13.1% Business Machines/

Softws
approximately 53% in 1996. The sectors with the 10.9% Hia.‘sré'a,emmgs/
largest gains during the period were Business Medicine

Machines (from 5.9% to 16.5%) and Electronics (from
4.8% to 12.2%). The sectors with the largest declines

9.3% Telephone
8.1% Electronics

during the period were International Oil (from 6.6% 6.7% Banks
10 3.8%) and Banks (from 7.1% to 4.7%). 6.3% Retail
8P 500° Index 5.6% Miscellaneous Finance
" 5.4% Producer Goods/
B0 Manufacturing
70 4.2% Oil: International
& 4.0% Food/Agriculture
i 5 10/31/99
g 40
0 —— 11.0% Business Machines/
k] Software
#® 20 7.9% Health Care/Drugs/
10 Medicine
7.2% Telephone
7.1% Electronics.
5.7% Banks
5.3% Retail

4.6% Miscellaneous Finance

4.4% Producer Goods/
Manufacturing

3.2% Oil: International
2.9% Food/Agriculture

10/30/95

[ 10% Business Macines/
Software
———  7.9% Health Care/Drugs/
Medicine
——  5.2% Telephone
—— 4.1% Electronics
——  4.7% Banks
——  4.3% Retail

—— 3.6% Miscellaneous Finance
3.4% Producer Goods/

Manufacturing

2.2% Oil: International

2.9% Food/Agriculture

50.7%

Other I

“After” charts on this page show styles developed for the forthcoming Equity Index Funds report. Figures shown are hypothetical and are for illustration only.



Financials

Changos n Not Assots

Financials—
Now Simplified

Formerly called the “Schedule
of Investments,” this table has
a new Plain-English name as
well as introductory copy for
first-time readers.

A key to symbols is provided
at the beginning of each fund’s
holdings. Formerly, the key
was up to 70 pages after the
symbols were first used.

Subtotals by investment type
are gathered together and
graphed.

Each fund’s financials are now
part of the fund module.
Financials are grouped together
and indicated by a page-top
color band.

Math signs show the relation-
ships among numbers in the
tables.

PLUS FUND™

Portfolio Holdings

As of August 31, 2000.

This table shows all the securities in the fund's portfolio
and their market value, as of the report date.

We use the symbols below to designate certain charac-
teristics. With the top ten holdings, the number i the
circle is the security’s rank among the top ten

[ Top ten holding

4 Delayed-delivery security

= Collateral for open futures contracts

For fixed-rate obligations, the rate shown is the coupon
or discount rate (the rate established when the obliga-
tion was issued) and the maturity date shown is the
stated legal maturity. For variable-rate obligations, the
rate shown is the coupon rate as of the report date, and
the maturity shown is the date of the next rate reset

(or the demand date, for securities that have a demand
date that's later than the reset date).

The pie chart below shows the fund's major asset cate-
gories and the market value and cost of the securities.
in each category.

All dollar values are in thousands.

44.4% Corporate Bonds
Market Value: $127,310
Cost: $126,854

39.0% Collateralized Mortgage
Obligations
Market Value: $111,764
Cost: $111,958

‘— 12.9% Commercial Paper & Other
Corporate Obligations
Market Value: $36,956
Cost: $36,956

3.6% Preferred Stock
Market Value: $10,180
Cost: $10,267

0.1% U.S. Government Securities
& Other Investment Companies
Market Value: $271
Cost: $271

100.0% Total Investments
Market Value: $286,481

Cost: $286,306

Security Face Value Mkt. Value

Rate, Maturity Date &3 00)  ($ x 1,000)
FIXED-RATE OBLIGATIONS 21.9%

[ICase Credit Corp. B

6.15%, 03/01/02 9,320 9171
Cemex, S.A.

8.63%, 07/18/03 2,500 2,531
CIT Group, Inc.

7.38%, 03/15/03 5,000 5,008
Comcast Corp.

10.25%, 10/15/01 4,000 4,100
Comsat Corp

8.95%, 05/15/01 2,000 2023
Finova Capital Corp.

7.25%, 04/01/01 3,600 3599
Georgia-Pacific Corp.

9.88%, 11/01/21 2,500 2506
Korea Development Bank

7.90%, 02/01/02 5,000 5018
Lehman Brothers Holdings, Inc.

6.63%, 12/27/02 5,000 4917
MCI Worldcom, Inc.

6.13%, 04/15/02 5,000 4914
PSEG Capital Corp

6.94%, 07/02/02 2,000 1,984
Skandinaviska Enskilda

6.63%, 03/12/01 5,000 4,966
Starwood Hotels & Resorts Worldwide, Inc.

6.25%, 11/15/00 4,981
Tyco International Group, S.A,

6.13%, 06/15/01 5,000 4947
US West Capital Funding, Inc.

6.13%, 07/15/02 2,000 1,962

62,717
VARIABLE-RATE OBLIGATIONS 22
Capital 11l

7.56%, 09/15/00 5,000 4792
ERP Operating L.P.

7.34%, 11/21/00 5,000 5,006
Foreningssparrbanken AB

7.93%, 11/13/00 5,000 5,007

SCHWAB SHORT-TERM BOND MARKET INDEX FUND — FINANCIALS

As of August 31, 2000. All numbers x 1,000 except NAV.

ASSETS

The fund’s amortized cost for these
securities was $216,623. Not count-
ing short-term obligations and
government securities, the fund

Investments, at market value
Collateral for securities on loan
Receivables

Fund shares sold

Interest

Investments sold
Prepaid expenses
Total assets

LIABILITIES

Collateral for securities on loan
Payables
Fund shares redeemed
Dividends to shareholders
Investments bought
Investment adviser and administrator fees
Transfer agent and shareholder service fees
Accrued expenses
Total liabilities

NET ASSETS

$216,206 the report period, and received =
70,139 $37,820 from securities it sold or
that matured. For long-term govern-
105 ment securities, the fund paid
3573 $182,387 during the report period
16,612 and received $227,348 for securi-
N 19 ties it sold o that matured. This
306654 includes $1,464 in transactions with
other SchwabFunds?
Market value of securities loaned:
70139 $69,253.
98
219
17,346
9
7
+ 37
87,855

Total assets.
Total liabilities
Net assets

NET

£7S BY SOURCE
Capital received from investors

Distributions in excess of net investment income
Net realized capital losses

Net unrealized capital losses

NET ASSET VALUE (NAV)

Shares
Netassets = outstanding = NAV
$218,799 22,663 $9.65

$218,799

231,745
(66)
(12,463)
(417)

Federal Tax Data

paid $62,042 for securities during

Cost basis of portfolio

Net unrealized depreciation:

Appreciated securities

Depreciated securities -

Deferred capital losses
Unused capital losses:

Expires 08/31 of

Loss amount
$7.078

$10,709

1,457

$216,827
36

($621)
$1551

2216
174
1.241

All information in securities
descriptions is labeled, using
Plain English terms where possi-
ble (such as “face value” rather
than “par value”).

Instead of showing holdings as
a percentage of net assets, then
converting to percentage of
investments, the new reports
show all holdings directly as a
percentage of investments.

Top ten holdings are called out
here as well as being listed ear-
lier in the report.

Fund-specific information that
used to be included in the Notes
to Financial Statements now
appears in “sidenotes” that tie
directly to their source with
pointer lines.

Tax data is collected in a table
within the fund module rather
than being presented as running
text in several different places in
the Notes.



Financial Notes

Financial Notes

New Section: “How to Read”

A nine- to ten-page section at the end of
each report walks investors through the
financials, explaining basic accounting and
fund management concepts. The section
also has an extensive glossary. The content
of this section is tailored to the asset class
represented in each report.

How to Read
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The Statement of Oper-
ations tells you how much
money a fund earned and
spent over the course of
the report period, and
how much it gained and
lost on its investments.

These are the capital gains
or losses resulting from
securities a fund sold
during the report period.

These represent the
change in unrealized
gains or losses over the
report period.

To safeguard the interests
of shareholders, mutual
funds must keep their
portfolio securities in
accounts at a financial
institution, whose tasks
include maintaining records
of a fund’s holdings.

INVESTMENT INCOME

HYPOTHETICAL FUND — FINANCIALS
Statement of
Operations
For September 1, 1999 through August 31, 2000. All numbers x 1,0

Interest

’—- NET REALIZED GAINS
Net realized gains on investments sold

[ NET UNREALIZED LOSSES

Net unrealized gains on investments
Net unrealized losses on swap agreements
Net unrealized losses

EXPENSES

Investment adviser and administrator fees
Transfer agent and shareholder service fees
Trustees' fees
r= Custodian and portfolio accounting fees
Professional fees
Registration fees
Shareholder reports
Proxy fees
Other expenses
Total expenses
Expense reduction
Net expenses

INCREASE IN NET ASSETS FROM OPERATIONS

-

Total investment income

Net expenses

Net investment income

Net realized gains

Net unrealized losses

Increase in net assets from operations

Covers most activities
related to managing a
fund’s portfolio.

Covers most activities
associated with sharehold-
ers, including processing
transactions in fund shares
and providing services
such as account state-
ments and information.

This section gathers the
totals from the first four
sections in order to com-
pute the net earnings or
losses that resulted from
a fund's operations during
the report period. These
figures also appear, in
summary form, on the
Statement of Changes in
Net Assets.

Table is for illustration only

:

Examples of “Plain English”

Before
Both classes represent interest in the same
portfolio of investments and are substan-

Before
Variation margin

Before
Accumulated net realized gain on
investments sold, futures contracts

After
and foreign currency transactions Most recent daily change in value tially the same in all respects, except
e of futures that the classes are subject to different

shareholder services fees (see Note 3)

Net realized capital gains : ek
and investment minimums.

After

Shares of each class represent interests
in the same portfolio, but each class has

its own costs and investment minimums.

This brochure must be accompanied or preceded by a current prospectus.
© 2000 Charles Schwab & Co., Inc. All rights reserved. Member SIPC/NYSE. (1100-9771)



