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Dear Shareholder,

We’re pleased to bring you the

first report for these funds that

uses our new “plain English” format. This 

format is part of a major initiative to make

SchwabFunds® materials easier to use.

We’ve given the report a simpler organiza-

tion and a new look. Our goal has been to

focus on presenting information clearly and

explaining what it means to shareholders.

The most significant change is the new 

section on how to read and understand the

report’s financial data. We’ve even found

ways to make the financial statements and

notes more accessible. We will continue to

look actively for ways to improve these

reports even further.

We hope you find this report helpful and 

we welcome your feedback. Thank you for

choosing SchwabFunds.

Sincerely,

Charles Schwab
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Asset Class Performance Comparison  % returns during the report period

This graph compares the
performance of four
widely used measures of
securities market per-
formance, including U.S.
stocks and bonds and
international stocks.

These figures assume dividends
and distributions were reinvest-
ed. Index figures don’t include
trading and management costs,
which would lower performance.
Indices are unmanaged and
you can’t invest in them directly.
Remember that past perform-
ance isn’t an indication of 
future results. Source: Charles
Schwab & Co., Inc. (Schwab).
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Market Overview
It’s Official: U.S. Growth Period
is the Longest in 50 Years.

As of the close of the report period, U.S. economic
expansion was in the middle of its tenth year, mak-
ing this the longest period of continuous expansion
in U.S. history. The main forces behind the expan-
sion have been high levels of consumer spending
—fueled by increases in personal income, person-
al wealth and consumer confidence—as well as 
a healthy housing sector and strong investment 
in capital improvements
by businesses.

The economy’s rate of
growth remained high:
this was the fourth year 
in a row of 4% or greater
growth. Historically, 

economists and the Federal Reserve Bank (the
Fed) believed that growth above the 3.5% to
4.0% range is likely to trigger high inflation. How-
ever, the Fed has recently indicated that it may
be comfortable with growth as high as 4.5% as
long as productivity growth remains in the vicinity
of 3.5%, which it did during the report period.

Productivity Emerges as a 
Key Factor.

In recent years, the Fed demonstrated its commit-
ment to keep the economy under control by raising
short-term interest rates (since June 1999, it has
raised these rates six times). The Fed has voiced
concern that runaway economic growth could
push up wages faster than productivity, forcing
companies to raise prices and touching off 
spiraling inflation.
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Looking Ahead: Growth May
Continue, But Rate May Slow.

Recent evidence indi-
cates that the economy
has indeed slowed. 
The consensus among
economists is that the
U.S. economy appears
poised for continued
growth, albeit at lower
rates than those of the
past few years.

The question is whether the slowdown is only a
temporary condition prompted by a build-up of
manufacturing inventories or is in fact the “soft
landing” sought by the Fed. Through its aggressive
tightening of short-term interest rates over the last

12 months, the Fed has sought to usher in a com-
paratively stable period characterized by slower
growth. Factors to watch may include consumer
spending and employer competition for workers.
If the slowdown is in fact the desired “soft land-
ing,” we would expect to see a slackening in one
or both of these factors.

Market Overview Continued

Most economists expect that gross

domestic product will grow at the

rate of about 2.5% to 3% in the 

second half of 2000.

Source: Schwab.

Yields, or interest rates, represent the cost of borrowing
money. Rapid economic growth or the expectation of
higher inflation can drive rates up, while the opposite con-
ditions can push rates down. Other factors being equal,
low interest rates are positive for stock investors because
low borrowing costs can help boost corporate earnings.

Yields of U.S. Treasury Bonds
Effective yields of five-year and 10-year Treasuries

With its buyback program, the Treasury suddenly
emerged as a major customer for its own bonds, driving
prices up (and yields down) on long-term Treasuries.

This chart shows where yields stood at the beginning of
the report period and at the end of the period. For debt
securities of comparable quality, those with longer matu-
rities typically pay higher interest rates, because they
are assumed to carry higher risk. An inverted yield curve
generally means that investors expect rates to fall.

Yield Curve
Average yields of AAA securities of seven maturities.

The report period saw the yield curve become inverted,
with short-term interest rates higher than long-term inter-
est rates—the reverse of the normal situation.

Source: Bloomberg L.P.Source: Bloomberg L.P.   4
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However, when productivity grows along with
wages, companies can pay higher wages without
raising prices because they can achieve greater
output for every dollar they spend in labor costs.
Spurred mainly by technological advances, pro-
ductivity grew at 3.0% in 1999 and an annualized
3.8% during the first half of 2000 (these figures
include all economic sectors except farming).

Unemployment Hits New Lows,
Yet Inflation Remains at Bay.

After trending downward for years, unemployment
fell below the 4% mark (a level once considered
impossible without high inflation) in April of 2000,
reaching a three-decade low. By the end of the
report period unemployment had edged above
4%, but most of this increase can be attributed 

to the layoff of 122,000 part-time census workers
and the fact that 87,000 telephone workers were
on strike at the time the figures were calculated.
Source: Schwab Washington Research Group.

Overall, labor markets have continued to be
extremely tight, and there has been evidence in
some regions of labor shortages driving up wages.
In spite of this, increases in prices and wages dur-
ing the report period were comparatively modest,
thanks in part to strong productivity growth.

Job growth continues to outstrip

population growth. Today, a higher

percentage of the population has 

a job than at any time since WWII.

Source: Bureau of Labor Statistics.

This measures the portion of the U.S. labor force that 
is unemployed and is either seeking a job or waiting to
return to one. Low unemployment often accompanies
prosperity and is generally a positive factor for investors,
although very low unemployment may boost inflation as
employers raise pay to compete for workers. Rising
unemployment may mean a softening economy.

The Consumer Price Index (CPI) tracks changes in the
cost of goods and services and is the most common
measure of inflation. The Employment Cost Index (ECI)
measures the cost of employing workers, including 
benefits costs. Financial markets are very sensitive to
increases in inflation because of the potentially negative
impact on corporate earnings, investors and consumers.

U.S. Unemployment Rate
Adjusted for seasonal variations

Unemployment hit a three-decade low of 3.9% in April.
Although it ended the period slightly higher at 4.1%, it is
still very low by historical standards.

Measures of Inflation
Monthly CPI and quarterly employment cost index
(annualized)

CPI was up 3.4% for the 12 months ended August 31,
2000 (2.5% if food and energy are excluded). ECI rose
4.3% for the 12 months ended June 30, 2000.

Market Overview Continued

Stocks Stumble, Recover; Most
Bonds Post Healthy Returns.

The spring of 2000 brought bad news to equity
investors, particularly those with holdings in tech
and small cap stocks. In March and April, the price/
earnings ratio (P/E) for the NASDAQ 100 Index
fell by one-third in just 14 trading days.

Even so, stocks as a whole remained highly valued
by traditional measures—the P/E of the NASDAQ

100 never went below
99—and stocks of all
sizes, both in the U.S.
and overseas, posted
respectable gains for the
report period. 

Sources: Bloomberg L.P., Schwab.

While short-term interest rates rose during the
report period, intermediate- and long-term rates
actually fell. This gave a boost to bond prices and
to the returns of most bond investments over the
period: the Lehman Brothers U.S. Aggregate Bond
Index was up over 7% for the report period.

A major factor for bonds was the U.S. Treasury’s
decision to use some of the budget surplus to buy
back its own bonds. This resulted in an inverted
yield curve (chart, page 4), a situation in which
short-term bonds actually pay higher yields than
long-term bonds.

The U.S. Treasury’s plan to buy back

$30 billion of its long-term bonds

substantially pushed up prices for

all long-term debt securities. 

Gross domestic product (GDP), a broad measure of the
goods and services produced in the United States during
a given time period, is a prime indicator of the health 
of the country’s economy. Typically, stock investors see
increases in GDP as a positive, since it indicates stronger
demand, production and corporate earnings. The figures
shown here are adjusted for inflation.

Real GDP Growth
Annualized growth rate for each quarter shown

The U.S. economy has grown steadily for more than nine
years. Real GDP grew 5.0% in 1999 and at an annualized
rate of 5.2% in the first half of 2000.

Source: Bloomberg L.P. Source: Bloomberg L.P. Source: Bloomberg L.P.

Five factors and their effects on these funds.

The following charts show recent figures for five common
measures of the state of the U.S. economy and the 
stock market.

While the relationship of each of these factors to the 
performance of the funds is complex, the captions over
each chart and the discussion above include analysis 
of how we believe these factors may have influenced
market behavior during the report period.
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However, when productivity grows along with
wages, companies can pay higher wages without
raising prices because they can achieve greater
output for every dollar they spend in labor costs.
Spurred mainly by technological advances, pro-
ductivity grew at 3.0% in 1999 and an annualized
3.8% during the first half of 2000 (these figures
include all economic sectors except farming).

Unemployment Hits New Lows,
Yet Inflation Remains at Bay.

After trending downward for years, unemployment
fell below the 4% mark (a level once considered
impossible without high inflation) in April of 2000,
reaching a three-decade low. By the end of the
report period unemployment had edged above
4%, but most of this increase can be attributed 

to the layoff of 122,000 part-time census workers
and the fact that 87,000 telephone workers were
on strike at the time the figures were calculated.
Source: Schwab Washington Research Group.

Overall, labor markets have continued to be
extremely tight, and there has been evidence in
some regions of labor shortages driving up wages.
In spite of this, increases in prices and wages dur-
ing the report period were comparatively modest,
thanks in part to strong productivity growth.

Job growth continues to outstrip

population growth. Today, a higher

percentage of the population has 

a job than at any time since WWII.

Source: Bureau of Labor Statistics.

This measures the portion of the U.S. labor force that 
is unemployed and is either seeking a job or waiting to
return to one. Low unemployment often accompanies
prosperity and is generally a positive factor for investors,
although very low unemployment may boost inflation as
employers raise pay to compete for workers. Rising
unemployment may mean a softening economy.

The Consumer Price Index (CPI) tracks changes in the
cost of goods and services and is the most common
measure of inflation. The Employment Cost Index (ECI)
measures the cost of employing workers, including 
benefits costs. Financial markets are very sensitive to
increases in inflation because of the potentially negative
impact on corporate earnings, investors and consumers.

U.S. Unemployment Rate
Adjusted for seasonal variations

Unemployment hit a three-decade low of 3.9% in April.
Although it ended the period slightly higher at 4.1%, it is
still very low by historical standards.

Measures of Inflation
Monthly CPI and quarterly employment cost index
(annualized)

CPI was up 3.4% for the 12 months ended August 31,
2000 (2.5% if food and energy are excluded). ECI rose
4.3% for the 12 months ended June 30, 2000.

Market Overview Continued

Stocks Stumble, Recover; Most
Bonds Post Healthy Returns.

The spring of 2000 brought bad news to equity
investors, particularly those with holdings in tech
and small cap stocks. In March and April, the price/
earnings ratio (P/E) for the NASDAQ 100 Index
fell by one-third in just 14 trading days.

Even so, stocks as a whole remained highly valued
by traditional measures—the P/E of the NASDAQ

100 never went below
99—and stocks of all
sizes, both in the U.S.
and overseas, posted
respectable gains for the
report period. 

Sources: Bloomberg L.P., Schwab.

While short-term interest rates rose during the
report period, intermediate- and long-term rates
actually fell. This gave a boost to bond prices and
to the returns of most bond investments over the
period: the Lehman Brothers U.S. Aggregate Bond
Index was up over 7% for the report period.

A major factor for bonds was the U.S. Treasury’s
decision to use some of the budget surplus to buy
back its own bonds. This resulted in an inverted
yield curve (chart, page 4), a situation in which
short-term bonds actually pay higher yields than
long-term bonds.

The U.S. Treasury’s plan to buy back

$30 billion of its long-term bonds

substantially pushed up prices for

all long-term debt securities. 

Gross domestic product (GDP), a broad measure of the
goods and services produced in the United States during
a given time period, is a prime indicator of the health 
of the country’s economy. Typically, stock investors see
increases in GDP as a positive, since it indicates stronger
demand, production and corporate earnings. The figures
shown here are adjusted for inflation.

Real GDP Growth
Annualized growth rate for each quarter shown

The U.S. economy has grown steadily for more than nine
years. Real GDP grew 5.0% in 1999 and at an annualized
rate of 5.2% in the first half of 2000.

Source: Bloomberg L.P. Source: Bloomberg L.P. Source: Bloomberg L.P.

Five factors and their effects on these funds.

The following charts show recent figures for five common
measures of the state of the U.S. economy and the 
stock market.

While the relationship of each of these factors to the 
performance of the funds is complex, the captions over
each chart and the discussion above include analysis 
of how we believe these factors may have influenced
market behavior during the report period.
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Intro/TOC Market Overview

Front Cover

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

Market Overview

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.

Table of Contents

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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Fund

Benchmark1

Lehman 1-5 Year Index

Top 10 Holdings1 as of 8/31/00

Percentage of 
Security Rate Maturity Date Investments

➊ U.S.Treasury Notes 6.75% 05/15/05 12.2%

➋ U.S.Treasury Notes 5.25% 05/15/04 6.1%

➌ U.S.Treasury Notes 5.88% 11/15/04 4.3%

➍ Vodafone Air Touch, PLC 6.96% 09/21/00 4.2%

➎ U.S.Treasury Notes 6.38% 06/30/02 3.7%

➏ U.S.Treasury Notes 5.38% 06/30/03 3.2%

➐ U.S.Treasury Notes 5.75% 11/30/02 2.7%

➑ U.S.Treasury Notes 5.50% 05/31/03 2.6%

➒ Royal Bank of Scotland, PLC 8.82% 03/31/05 2.4%

➓ Alcoa, Inc. 7.25% 08/01/05 2.3%

Total 43.7%

Dividends Paid in each fiscal year
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Performance

All figures on this page assume dividends and distributions were rein-
vested. Index figures do not include trading and management costs,
which would lower performance. The indices are unmanaged, and you
cannot invest in them directly. The fund’s share price changes, and when
you sell your shares they may be worth more or less than what you paid
for them. Keep in mind that past performance isn’t an indication of 
future results.

1 The fund changed its benchmark on 2/28/98, when it changed from
being a government bond fund to its current strategy. Benchmark per-
formance shown here is the Lehman Brothers Short (1–3 Year) U.S.
Government Bond Index from fund inception through 2/28/98 and the
Lehman Brothers Mutual Fund Short (1–5 Year) U.S. Government/Credit
Index from 3/1/98 through the end of the report period. Benchmark
performance for the 1 year period is the Lehman 1-5 Year Index.

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

3 Source: Morningstar, Inc. As of 8/31/00, there were 213 funds in the
Morningstar Short-Term Bond Fund category that had track records 
of at least one year.

Average Annual Total Returns as of 8/31/00

Shows performance since inception of a hypothetical
$10,000 investment in the fund, compared with a similar
investment in two indices: the Lehman Brothers Mutual
Fund Short (1–5 Year) U.S. Government/Credit Index and
the fund’s benchmark index.1

Performance of a $10,000 Investment

This chart compares performance of the fund with the
Lehman Brothers Mutual Fund Short (1–5 Year) U.S.
Government/Credit Index, the fund’s benchmark index1

and the Morningstar Short-Term Bond Fund category. 
As of the end of the report period, the fund’s 30-day SEC
yield was 6.65%.2

6

1 This list is not a recommendation of any
security by the adviser.

2 Period from the fund’s inception on 11/5/91
through 12/31/91.

3 For the eight-month period ended 8/31/93.
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1 Based on ratings by Standard & Poor’s and
Moody’s. Where ratings are different, the chart
uses the higher rating.

2 Source for Index data: The Lehman Brothers
Mutual Fund Short (1–5 Year) U.S.
Government/Credit Index.

3 The actual expense ratio during the report
period was 0.01% higher due to certain
non-routine expenses.

4 Source: Morningstar, Inc. As of 8/31/00, there
were 221 funds in the Morningstar Short-Term
Bond Fund category.

Composition of the Fund’s Portfolio as of 8/31/00

All figures are shown as a percentage of the fund’s investments. Holdings may have changed since the report date.
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By Security Type By Credit Quality1 By Maturity

19.1% 0-6 Months

33.6% 7-36 Months

44.1% 37-60 Months

3.2% More than 60 Months

57.7% AAA

3.5% AA

21.6% A

16.7% BBB

0.5% Unrated Securities

53.1% U.S. Government Securities

46.5% Corporate Bonds

0.4% Other Investment Companies

Expense Ratio as of 8/31/00

2.0%0.0% 0.5% 1.0% 1.5%

Peer Group
Average 0.83%4

Fund 0.35%3

Fund Facts as of 8/31/00

Fund Index2

Number of Issues 50 1,983

Yield to Maturity 6.86% 6.69%

Weighted Average Rate 6.64% 6.56%

Weighted Average Maturity 3.1 yrs 2.8 yrs

Weighted Average Duration 2.4 yrs 2.4 yrs

Weighted Average Credit Quality AA AAA

Fund Module

Manager’s Perspective
The fund performed well in an environment of ris-
ing short-term interest rates. Although an increase
in interest rates tends to cause bond prices to fall
(and the fund’s share price as well), other factors
worked to the fund’s benefit. As a result, the fund
was able to post strong performance for the report
period, closely matching its index.

Three factors worked to create above-average
demand for bonds (particularly Treasury obliga-
tions), which helped to boost prices at a time when
normally they would have declined. Until the end of
1999, concern over possible Y2K disruptions had
some investors seeking safety in Treasuries. The
U.S. Treasury’s bond buyback program helped
boost prices throughout the bond market, as did
volatility in the stock market in the spring of 2000.

Variable-rate securities allowed the fund to benefit
from the rising rates. The fund includes a certain
amount of variable-rate securities. Unlike fixed-
rate bonds, these pay interest at a rate that “resets”
periodically. Typically, in a rising rate environment
this not only means that these securities will increase
in yield, but also that they won’t decline substantially
in price—factors that helped fund performance
this period.

“ Performance was

helped by the fund’s

variable-rate securi-

ties, whose yields

rose along with inter-

est rates during the

report period.”

Portfolio Manager
Kim Daifotis

Kim Daifotis, CFA, a 
vice president of the
investment adviser, has
overall responsibility for
management of the fund.
Prior to joining the firm 
in September 1997, he
worked for more than 
17 years in research and
asset management.

S C H W A B

Short-Term Bond
Market Index Fund

TICKER SYMBOL SWBDX

INTEREST RATE
SENSITIVITY1

LOW MEDIUM HIGH

Investors who are seek-
ing a diversified source
of current income and
want potentially lower
volatility and lower
returns, compared to a
long-term fund, may want
to consider this fund.

The fund seeks 
current income by
tracking the perform-
ance of the Lehman
Brothers Mutual
Fund Short (1–5
Year) U.S. Govern-
ment/Credit Index.
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1 Source: Morningstar, Inc. Interest rate sensitivity and credit quality are two main components of bond per-
formance. The assessment reflects the fund’s portfolio as of 8/31/00, which may have changed since then,
and is not a precise indication of risk or performance—past, present or future. Definitions of style box cate-
gories: Sensitivity (measured as duration): Low, up to 3.5 years; Medium, more than 3.5 years to less than
six years; High, six years or greater. Credit quality: High, AA or better; Medium, A or BBB; Low, BB or lower.
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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.

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.

SAMPLE

Performance: Investor Shares

The after-tax figures above reflect several assumptions:
• federal income tax was deducted 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 after-tax returns
aren’t a factor for shares held in tax-deferred accounts such as an IRA 
or 401(k).

1 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.

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

Average Annual Total Returns (%) as of 10/31/00

8.34% 8.58% 8.70%
3.36% — 19.77%
8.06% — 6.98%

Total Return2

% of Return Lost to Taxes
After-Tax Return2

(0.24%)

20.98% 21.41% 18.64%
2.34% — 12.82%

20.49% — 16.25%

(0.43%)

17.10% 17.56% n/a
n/a — n/a
n/a — n/a

(0.46%)

1 Year 5 Years Since Inception: 4/2/91 

■ Investor Shares
■ % of return lost to taxes

Tracking differential 
between share class 
and index

■ Schwab 1000 Index®

■ Peer Group Average1

■ % of return lost to taxes

25%

20%

15%
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5%

0%

-5%

-10%

This chart compares performance of the fund’s Investor
Shares with the index and the Morningstar Large-Cap
Blend Fund category.

After

SAMPLE

Index Composition by Industry

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

13.1% Business Machines/
Software

10.9% Health Care/Drugs/
Medicine

9.3% Telephone

8.1% Electronics

6.7% Banks

6.3% Retail

5.6% Miscellaneous Finance

5.4% Producer Goods/ 
Manufacturing

4.2% Oil: International

4.0% Food/Agriculture

26.4%
Other

11.0% Business Machines/
Software

7.9% Health Care/Drugs/
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

40.7%
Other

10/31/00

10/31/99

11.0% Business Machines/ 
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

10/30/95

Before After

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

Before



Security Face Value Mkt. Value 
Rate, Maturity Date ($ x 1,000) ($ x 1,000)

Corporate Bonds  44.4% of investments ∫H1∫∫∫∫∫∫∫∫

FIXED-RATE OBLIGATIONS  21.9% ∫H2∫∫∫∫∫∫∫∫

➌ Case Credit Corp. ∫D2∫146908AK4∫∫∫∫

6.15%, ∫ 03/01/02 9,320 9,171

Cemex, S.A. ∫D2∫151290AR4∫∫∫∫

8.63%, ∫ 07/18/03 2,500 2,531

CIT Group, Inc. ∫D2∫125577AF3∫∫∫∫

7.38%, ∫ 03/15/03 5,000 5,008

Comcast Corp. ∫D2∫200300AM3∫∫∫∫

10.25%, ∫ 10/15/01 4,000 4,100

Comsat Corp. ∫D2∫20564DAA5∫∫∫∫

8.95%, ∫ 05/15/01 2,000 2,023

Finova Capital Corp. ∫D2∫398037AQ4∫∫∫∫

7.25%, ∫ 04/01/01 3,600 3,599

Georgia-Pacific Corp. ∫D2∫373298BD9∫∫∫∫

9.88%, ∫ 11/01/21 2,500 2,596

Korea Development Bank ∫D2∫500630AD0∫∫∫∫

7.90%, ∫ 02/01/02 5,000 5,018

Lehman Brothers Holdings, Inc. ∫D2∫52517PLX7∫∫∫∫

6.63%, ∫ 12/27/02 5,000 4,917

MCI Worldcom, Inc. ∫D2∫552673AX3∫∫∫∫

6.13%, ∫ 04/15/02 5,000 4,914

PSEG Capital Corp. ∫D2∫69361KAC7∫∫∫∫

6.94%, ∫ 07/02/02 2,000 1,984

Skandinaviska Enskilda ∫D2∫830505AD5∫∫∫∫

6.63%, ∫ 03/12/01 5,000 4,966

Starwood Hotels & Resorts Worldwide, Inc. ∫D2∫450912AA8∫∫∫∫

6.25%, ∫ 11/15/00 5,000 4,981

Tyco International Group, S.A. ∫D2∫902118AA6∫∫∫∫

6.13%, ∫ 06/15/01 5,000 4,947

US West Capital Funding, Inc. ∫D2∫912912AM4∫∫∫∫

6.13%, ∫ 07/15/02 2,000 1,962
———–—————

∫R1∫∫∫∫∫∫∫ 62,717

VARIABLE-RATE OBLIGATIONS  22.5% ∫H2∫∫∫∫∫∫∫∫

BankBoston Capital III ∫D2∫06605VAA5∫∫∫∫

7.56%, ∫ 09/15/00 5,000 4,792

ERP Operating L.P. ∫D2∫26884AAJ2∫∫∫∫

7.34%, ∫ 11/21/00 5,000 5,006

Foreningssparrbanken AB ∫D2∫277991YP4∫∫∫∫

7.93%, ∫ 11/13/00 5,000 5,007

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 in the
circle is the security’s rank among the top ten.

➊ Top ten holding

▲ 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.

100.0% Total Investments
Market Value: $286,481 
Cost: $286,306

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

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

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

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

See the Financial Notes, which 
are integral to this information. 
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Statement of

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

The fund’s amortized cost for these
securities was $216,623. Not count-
ing short-term obligations and
government securities, the fund
paid $62,042 for securities during
the report period, and received
$37,820 from securities it sold or
that matured. For long-term govern-
ment securities, the fund paid
$182,387 during the report period
and received $227,348 for securi-
ties it sold or that matured. This
includes $1,464 in transactions with
other SchwabFunds.®

Federal Tax Data

Cost basis of portfolio $216,827

Net unrealized depreciation:
Appreciated securities $836
Depreciated securities – 1,457

($621)

Deferred capital losses $1,551

Unused capital losses:
Expires 08/31 of: Loss amount

2003 $7,078
2004 2,216
2005 174
2008 + 1,241

$10,709

Market value of securities loaned:
$69,253.

ASSETS

Investments, at market value $216,206
Collateral for securities on loan 70,139
Receivables:

Fund shares sold 105
Interest 3,573
Investments sold 16,612

Prepaid expenses + 19
Total assets 306,654

LIABILITIES

Collateral for securities on loan 70,139
Payables:

Fund shares redeemed 98
Dividends to shareholders 219
Investments bought 17,346
Investment adviser and administrator fees 9
Transfer agent and shareholder service fees 7

Accrued expenses + 37
Total liabilities 87,855

NET ASSETS

Total assets 306,654
Total liabilities – 87,855
Net assets $218,799

NET ASSETS BY SOURCE

Capital received from investors 231,745
Distributions in excess of net investment income (66)
Net realized capital losses (12,463)
Net unrealized capital losses (417)

NET ASSET VALUE (NAV)

Shares
Net assets ÷ outstanding = NAV

$218,799 22,663 $9.65
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OPERATIONS

9/1/99–8/31/00 9/1/98–8/31/99

Net investment income $12,898 $9,474
Net realized losses (2,110) (680)
Net unrealized gains or losses + 1,937 (4,340)
Increase in net assets from operations 12,725 4,454

DISTRIBUTIONS PAID

Dividends from net investment income 12,896 9,475

TRANSACTIONS IN FUND SHARES

9/1/99–8/31/00 9/1/98–8/31/99
QUANTITY VALUE QUANTITY VALUE

Shares sold 8,302 $79,702 13,551 $133,291
Shares reinvested 1,058 10,143 728 7,152
Shares redeemed + (9,277) (88,925) (7,598) (74,793)
Net increase 83 $920 6,681 $65,650

SHARES OUTSTANDING AND NET ASSETS

9/1/99–8/31/00 9/1/98–8/31/99
SHARES NET ASSETS SHARES NET ASSETS

Beginning of period 22,580 $218,050 15,899 $157,421
Total increase + 83 749 6,681 60,629
End of period 22,663 $218,799 22,580 $218,050

Statements of

Changes in Net Assets
For the current and previous report periods.  All numbers x 1,000.

Includes distributions that exceed-
ed net investment income by $66
for the current period and $68 for
the prior period.

Figures for shares represent the 
net changes in shares from the
transactions described above.
Figures for net assets represent 
the changes in net assets from
operations plus the changes from
the value of transactions in fund
shares, minus total distributions
paid.
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Math signs show the relation-
ships among numbers in the
tables.

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.

Financials—
Now Simplified

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.

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

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.

See the Financial Notes, which 
are integral to this information. 
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Financial Highlights

P E R - S H A R E D ATA ($ )

Net asset value at beginning of period 9.66 9.90 9.74 9.67 9.84

Income from investment operations:

Net investment income 0.57 0.50 0.56 0.59 0.59

Net realized and unrealized gains or losses (0.01) (0.24) 0.17 0.07 (0.17)

Total income from investment operations 0.56 0.26 0.73 0.66 0.42

Less distributions: 

Dividends from net investment income (0.57) (0.50) (0.57) (0.59) (0.59)

Net asset value at end of period 9.65 9.66 9.90 9.74 9.67

Total return (%) 5.97 2.66 7.64 6.96 4.39

R AT I O S / S U P P L E M E N TA L D ATA (%)

Ratio of net operating expenses to 
average net assets 0.351 0.35 0.46 0.49 0.49

Expense reductions reflected in above ratio 0.32 0.42 0.39 0.33 0.31

Ratio of net investment income to 
average net assets 5.91 5.11 5.58 6.02 6.03

Portfolio turnover rate 129 195 128 71 80

Net assets, end of period ($ x 1,000,000) 219 218 157 127 134

9/1/99– 9/1/98– 9/1/97– 9/1/96– 9/1/95–
8/31/00 8/31/99 8/31/98 8/31/97 8/31/96

1 Would have been 0.36% if certain non-routine expenses (proxy fees) had been included.

These pages provide additional data on the fund’s
performance, portfolio holdings, expenses and
business operations. These figures have been
audited by PricewaterhouseCoopers LLP.

Two other sections of this report provide context for
the data in these financials. The Financial Notes

section contains information about the fund’s busi-
ness structure, accounting practices and other
matters, completing the data given in these tables.
The final section, How to Read This Report,
includes guides designed to make the financials
easy to read and understand.

Financial Tables

9 See the Financial Notes, which 
are integral to this information. 

INVESTMENT INCOME

Interest $13,675
Lending of securities 4
Total investment income 13,679

NET REALIZED LOSSES

Net realized losses on investments sold (2,110)

NET UNREALIZED GAINS

Net unrealized gains on investments 1,937

EXPENSES

Investment adviser and administrator fees 705
Transfer agent and shareholder service fees 545
Trustees’ fees 7
Custodian and portfolio accounting fees 105
Professional fees 25
Registration fees 25
Shareholder reports 44
Proxy fees 18
Other expenses + 13
Total expenses 1,487
Expense reduction – 706
Net expenses 781

INCREASE IN NET ASSETS FROM OPERATIONS

Total investment income 13,679
Net expenses – 781
Net investment income 12,898
Net realized losses (2,110)
Net unrealized gains + 1,937
Increase in net assets from operations $12,725

Statement of

Operations 
For September 1, 1999 through August 31, 2000.  All numbers x 1,000.

Includes $705 from the investment
adviser (CSIM) and $1 from the
transfer agent and shareholder
service agent (Schwab). These
reductions reflect a guarantee by
CSIM and Schwab to limit the
operating expenses of this fund
through at least October 31, 2000,
to 0.35% of average daily net
assets. This limit doesn’t include
interest, taxes and certain non-
routine expenses.

These add up to a net loss on
investments of $173.

For the fund’s independent
trustees only.

Calculated as a percentage of
average daily net assets: for trans-
fer agent services, 0.05% of the
fund’s assets; for shareholder serv-
ices, 0.20% of the fund’s assets.

Calculated as a percentage of
average daily net assets: 0.30% of
the first $500 million and 0.22% 
of assets beyond that. Before
November 15, 1999, fees were 
calculated at a rate of 0.41% of the
fund’s average daily net assets.
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Statement of

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

The fund’s amortized cost for these
securities was $216,623. Not count-
ing short-term obligations and
government securities, the fund
paid $62,042 for securities during
the report period, and received
$37,820 from securities it sold or
that matured. For long-term govern-
ment securities, the fund paid
$182,387 during the report period
and received $227,348 for securi-
ties it sold or that matured. This
includes $1,464 in transactions with
other SchwabFunds.®

Federal Tax Data

Cost basis of portfolio $216,827

Net unrealized depreciation:
Appreciated securities $836
Depreciated securities – 1,457

($621)

Deferred capital losses $1,551

Unused capital losses:
Expires 08/31 of: Loss amount

2003 $7,078
2004 2,216
2005 174
2008 + 1,241

$10,709

Market value of securities loaned:
$69,253.

ASSETS

Investments, at market value $216,206
Collateral for securities on loan 70,139
Receivables:

Fund shares sold 105
Interest 3,573
Investments sold 16,612

Prepaid expenses + 19
Total assets 306,654

LIABILITIES

Collateral for securities on loan 70,139
Payables:

Fund shares redeemed 98
Dividends to shareholders 219
Investments bought 17,346
Investment adviser and administrator fees 9
Transfer agent and shareholder service fees 7

Accrued expenses + 37
Total liabilities 87,855

NET ASSETS

Total assets 306,654
Total liabilities – 87,855
Net assets $218,799

NET ASSETS BY SOURCE

Capital received from investors 231,745
Distributions in excess of net investment income (66)
Net realized capital losses (12,463)
Net unrealized capital losses (417)

NET ASSET VALUE (NAV)

Shares
Net assets ÷ outstanding = NAV

$218,799 22,663 $9.65

12See the Financial Notes, which 
are integral to this information. 
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Portfolio Holdings
As of August 31, 2000.

Security Face Value Mkt. Value 
Rate, Maturity Date ($ x 1,000) ($ x 1,000)

U.S. Government Securities  
53.1% of investments ∫H1∫∫∫∫∫∫∫∫

AGENCY OBLIGATIONS  10.0% ∫H2∫∫∫∫∫∫∫∫

Federal Home Loan Bank ∫D2∫3133M8NS9∫∫∫∫

6.00%, ∫ 05/17/04 5,000 4,850

Federal Home Loan Mortgage Corporation ∫D2∫3134A32S4∫∫∫∫

6.88%, ∫ 01/15/05 5,000 5,021

Federal National Mortgage Association ∫D2∫31359MFB4∫∫∫∫

6.25%, ∫ 11/15/02 5,000 4,954
5.94%, ∫ 03/29/04 5,000 4,863
5.88%, ∫ 04/23/04 2,000 1,935

———–—————
∫R1∫∫∫∫∫∫∫ 21,623

U.S. TREASURY OBLIGATIONS  43.1% ∫H2∫∫∫∫∫∫∫∫

U.S. Treasury Notes ∫D2∫9128276C1∫∫∫∫

6.38%, ∫ 04/30/02 2,000 2,004
6.63%, ∫ 05/31/02 2,000 2,014

➎ 6.38%, ∫ 06/30/02 8,000 8,022
6.25%, ∫ 07/31/02 2,000 2,002
5.88%, ∫ 09/30/02 3,000 2,982

➐ 5.75%, ∫ 11/30/02 5,900 5,848
5.50%, ∫ 02/28/03 5,000 4,928
5.50%, ∫ 03/31/03 1,000 985

➑ 5.50%, ∫ 05/31/03 5,800 5,713
➏ 5.38%, ∫ 06/30/03 7,000 6,869

5.75%, ∫ 08/15/03 3,000 2,973
➋ 5.25%, ∫ 05/15/04 13,500 13,146
➌ 5.88%, ∫ 11/15/04 9,300 9,248
➊ 6.75%, ∫ 05/15/05 25,600 26,400

———–—————
∫R1∫∫∫∫∫∫∫ 93,134

Corporate Bonds  46.5% of investments ∫H1∫∫∫∫∫∫∫∫

FIXED-RATE OBLIGATIONS  32.6% ∫H2∫∫∫∫∫∫∫∫

AIG Sunamerica Global Financing I ∫D2∫00873MAA3∫∫∫∫

7.40%, ∫ 05/05/03 5,000 5,055

➓ Alcoa, Inc. ∫D2∫013817AA9∫∫∫∫

7.25%, ∫ 08/01/05 5,000 5,077

Bank One Corp. ∫D2∫059438AD3∫∫∫∫

7.25%, ∫ 08/01/02 2,000 2,004

CIT Group, Inc. ∫D2∫125577AF3∫∫∫∫

7.38%, ∫ 03/15/03 2,000 2,003

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

We use the symbol below to designate the top ten 
holdings; the number in the circle is the security’s rank
among the top ten.

➊ Top ten holding

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
legal stated 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.

100.0% Total Investments
Market Value: $216,206 
Cost: $216,623

46.5% Corporate Bonds
Market Value: $100,481 
Cost: $100,545

0.4% Other Investment Companies
Market Value: $968 
Cost: $968

53.1% U.S. Government Securities
Market Value: $114,757
Cost: $115,110

VARIABLE-RATE OBLIGATIONS  13.9% ∫H2∫∫∫∫∫∫∫∫

Hughes Electronics Corp. ∫D2∫444418AA5∫∫∫∫

7.99%, ∫ 10/23/00 5,000 5,005

Indiana Michigan Power ∫D2∫454889AD8∫∫∫∫

7.31%, ∫ 12/04/00 2,000 1,999

Kimco Realty Corp. ∫D2∫49446QAN1∫∫∫∫

7.34%, ∫ 11/17/00 5,000 4,991

Korea Development Bank ∫D2∫500630BC1∫∫∫∫

7.63%, ∫ 10/18/00 5,000 4,999

Rayonier, Inc. ∫D2∫75507QAJ1∫∫∫∫

7.12%, ∫ 11/24/00 2,000 2,000

TXU Electric Capital IV ∫D2∫87316RAA4∫∫∫∫

7.51%, ∫ 11/01/00 2,250 2,112

➍ Vodafone Air Touch, PLC ∫D2∫92857TAD9∫∫∫∫

6.96%, ∫ 09/21/00 9,000 9,010
———–—————

∫R1∫∫∫∫∫∫∫ 30,116

Other Investment Companies  
0.4% of investments ∫H1∫∫∫∫∫∫∫∫

Security and Number of Shares

Provident Institutional Funds —
Fed Funds Portfolio 967,875 968

End of Portfolio Holdings. For totals, please see
the first page of holdings for this fund.

Columbia Gas Systems ∫D2∫197648BY3∫∫∫∫

6.39%, ∫ 11/28/00 2,000 1,995

Dime Bancorp, Inc. ∫D2∫25429QAC6∫∫∫∫

6.38%, ∫ 01/30/01 2,500 2,486

Dupont (E.I.) de Nemours & Co. ∫D2∫263534BH1∫∫∫∫

6.75%, ∫ 10/15/04 4,000 3,978

Ford Motor Credit Co. ∫D2∫345397SJ3∫∫∫∫

6.70%, ∫ 07/16/04 5,000 4,880

General Electric Capital Corp. ∫D2∫36962GUA0∫∫∫∫

6.65%, ∫ 09/03/02 5,000 4,975

Georgia Pacific Corp. ∫D2∫373298BD9∫∫∫∫

9.88%, ∫ 11/01/21 2,400 2,492

Hertz Corp. ∫D2∫428040BG3∫∫∫∫

7.00%, ∫ 05/01/02 2,000 1,992

Korea Development Bank ∫D2∫5006309A8∫∫∫∫

7.13%, ∫ 09/29/00 1,000 1,000

Pepsi Bottling Holdings, Inc. ∫D2∫713411AA4∫∫∫∫

5.38%, ∫ 02/17/04 5,000 4,739

Petro Mexicanos ∫D2∫71654QAR3∫∫∫∫

9.50%, ∫ 09/15/27 2,500 2,603

Phillips Petroleum Co. ∫D2∫718507BP0∫∫∫∫

8.50%, ∫ 05/25/05 2,000 2,095

Quebec Province ∫D2∫748148NS8∫∫∫∫

7.50%, ∫ 07/15/02 2,000 2,015

➒ Royal Bank of Scotland, PLC ∫D2∫780097AF8∫∫∫∫

8.82%, ∫ 03/31/05 5,000 5,191

Skandinaviska Enskilda ∫D2∫830505AD5∫∫∫∫

6.63%, ∫ 03/12/01 750 745

Starwood Hotels & Resorts Worldwide, Inc. ∫D2∫450912AA8∫∫∫∫

6.25%, ∫ 11/15/00 5,000 4,981
6.75%, ∫ 11/15/05 2,000 1,868

TCI Communications, Inc. ∫D2∫872287AA5∫∫∫∫

8.65%, ∫ 09/15/04 3,500 3,662

U.S. West Communications ∫D2∫912920AV7∫∫∫∫

7.63%, ∫ 06/09/03 2,000 2,015

United Mexican States ∫D2∫91086QAE8∫∫∫∫

8.50%, ∫ 02/01/06 2,500 2,514
———–—————

∫R1∫∫∫∫∫∫∫ 70,365

Security Face Value Mkt. Value 
Rate, Maturity Date ($ x 1,000) ($ x 1,000)

Security Face Value Mkt. Value 
Rate, Maturity Date ($ x 1,000) ($ x 1,000)
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SAMPLEINVESTMENT INCOME

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 
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

Statement of

Operations 
For September 1, 1999 through August 31, 2000.  All numbers x 1,000.

H Y P OH Y P O T H E T I C A L  F U N D  T H E T I C A L  F U N D  —  F I N A N C I A L SF I N A N C I A L S  

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.

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.

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.

Examples of “Plain English”

Financial Notes

F I N A N C I A L N O T E SF I N A N C I A L N O T E S

Accounting Policies

The following are the main policies the funds use
in preparing their financial statements.

The funds value the securities in their portfolios

every business day. The funds use the following
policies to value various types of securities:

Bonds and notes: valued at halfway between
the most recent bid and asked quotes or, if
such quotes are unavailable, at prices for secu-
rities of comparable maturity, credit quality and
type. Valuations for bonds and notes are pro-
vided by an independent bond-pricing service.

Securities for which no quoted value is avail-

able, including restricted securities: valued 
at fair value, as determined in good faith by 
the fund’s investment adviser using guidelines
adopted by the fund’s Board of Trustees.

Swap agreements: each open contract is val-
ued at a formula that varies with the specific
terms of the agreement.

Short-term securities (60 days or less to 

maturity): valued at amortized cost.

Security transactions are recorded as of the date
the order to buy or sell the security is executed.

Income from interest and the accretion of dis-

counts is recorded as it accrues. If a fund bought
a bond at a premium (because the market value 
at the time of purchase was greater than the face
value), the fund reduces the income it records
from the bond. The reduction is determined by
amortizing the amount of the premium from the
current date up to maturity. If the bond is callable
(meaning that the issuer has the option to pay it
off before its maturity date), then the fund amor-

tizes the premium to the bond’s call date and call
price rather than the bond’s maturity date and
maturity price.

Realized gains and losses from security transac-
tions are based on the identified costs of the
securities involved.

Expenses that are specific to a fund are charged
directly to that fund. Expenses that are common to
all funds within the Trust are generally allocated
among the funds in proportion to their relative net
assets.

Each fund maintains its own account for purposes

of holding assets and accounting, and is consid-
ered a separate entity for tax purposes. Within its
account, each fund also keeps certain assets in
segregated accounts, as may be required by
securities laws.

The accounting policies described above conform

with generally accepted accounting principles.

Notwithstanding this, shareholders should under-
stand that in order to follow these principles, fund
management has to make estimates and assump-
tions that affect the information reported in the
financial statements. It’s possible that once the
results are known, they may turn out to be different
from these estimates.

Report of Independent Accountants

To the Board of Trustees and Shareholders of:

Schwab Short-Term Bond Market Index Fund
Schwab Total Bond Market Index Fund

In our opinion, the accompanying statements of assets and liabilities, including
the portfolio holdings, and the related statements of operations and of changes
in net assets and the financial highlights present fairly, in all material respects,
the financial position of Schwab Short-Term Bond Market Index Fund and
Schwab Total Bond Market Index Fund (two of the portfolios constituting
Schwab Investments, hereafter referred to as the “Funds”) at August 31, 2000,
the results of each of their operations for the year then ended, the changes in
each of their net assets for each of the two years in the period then ended and
the financial highlights for each of the five years in the period then ended, in
conformity with accounting principles generally accepted in the United States
of America. These financial statements and financial highlights (hereafter
referred to as “financial statements”) are the responsibility of the Funds’ man-
agement; our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these financial
statements in accordance with auditing standards generally accepted in the
United States of America, which require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement presentation. We believe
that our audits, which included confirmation of securities at August 31, 2000 
by correspondence with the custodian and brokers, provide a reasonable
basis for our opinion.

PricewaterhouseCoopers LLP

San Francisco, CA
October 2, 2000

292870

SAMPLE

OPERATIONS

9/1/99–8/31/00 9/1/98–8/31/99

Net investment income $16,154 $21,311
Net realized losses (6,197) (9,470)
Net unrealized losses + (9) (14,129)
Increase or decrease in net assets 
from operations 9,948 (2,288)

DISTRIBUTIONS PAID

Dividends from net investment income 16,106 21,326
Distributions from net realized gains + — 2,225
Total distributions paid 16,106 23,551

TRANSACTIONS IN FUND SHARES

9/1/99–8/31/00 9/1/98–8/31/99
QUANTITY VALUE QUANTITY VALUE

Shares sold 15,123 $144,575 30,255 $302,668
Shares reinvested 1,554 14,840 2,160 21,554
Shares redeemed (7,599) (72,412) (11,218) (112,454)
Net increase 9,078 $87,003 21,197 $211,758

SHARES OUTSTANDING AND NET ASSETS

9/1/99–8/31/00 9/1/98–8/31/99
SHARES NET ASSETS SHARES NET ASSETS

Beginning of period 50,091 $479,939 28,894 $294,020
Total increase +

+

9,078 80,845 21,197 185,919
End of period 59,169 $560,784 50,091 $479,939

Statements of

Changes in Net Assets
For the current and previous report periods.  All numbers x 1,000.

H Y P OH Y P O T H E T I C A L  F U N D  T H E T I C A L  F U N D  —  F I N A N C I A L SF I N A N C I A L S  

The Statement of Changes
in Net Assets compares a
fund’s performance during
the current report period
with its performance from
the previous report period.

Keep in mind that if the
current report is a semi-
annual report, its figures
are only for six months,
whereas the figures for
the previous period are
generally for a full year.

From this section, you
can see how the size of a
fund was affected by in-
vestors buying and selling
shares (as opposed to
changes due to fund per-
formance, shown above
in “Operations”).

The information shows how
many shares the fund sold
to investors, how many
shares the fund issued in
connection with investors
who reinvested their divi-
dends or distributions, and
how many shares the fund
redeemed (bought back
from investors).

In funds with more than
one share class, these fig-
ures are reported by class.

These are the figures for
the current report period.

These are the figures for
the previous report period.

How to Read This Report Continued

Table is for illustration only.

For mutual funds, the number
of “shares outstanding” is the
number of shares in existence.

Financial Notes

Business Structure of the Funds

Each of the funds discussed in this report is a

series of Schwab Investments (“the Trust”), a no-

load, open-end management investment company.

The company is organized as a Massachusetts
business trust and is registered under the
Investment Company Act of 1940, as amended.

The funds offer one share class. For these funds,
shares are bought and sold at net asset value, or
NAV, which is the price for all outstanding shares.
Each share has a par value of 1/1,000 of a cent,
and the trustees may issue as many shares as
necessary.

Fund Operations

Most of the funds’ investments are described in
the fund-by-fund sections earlier in this report.
However, there are certain other investments and
policies that may affect a fund’s financials. The
most signficant of these are described below.
Other policies concerning the funds’ business
operations are also described here.

The funds declare dividends every day they are

open for business. These dividends, which are
substantially equal to a fund’s net investment
income for that day, are paid out to shareholders
once a month. The funds may make distributions
from any net realized capital gains once a year.

The funds may enter into swap agreements. In
these transactions, a fund and a counterparty
agree to swap payments that are based on two
different rates. The counterparty is typically a
large financial institution, and the term of the swap
is specified in advance. For example, a fund may
agree that for six months it will pay the counter-
party the equivalent of the interest on a given
amount invested at LIBOR (the London Interbank
Offered Rate). In exchange, the counterparty
might agree to pay a fund the equivalent of the
same amount invested in a certain bond index
during this same six months.

Swap agreements carry certain risks. Because 
the net gains or losses stemming from a swap
agreement depend on the movements of one 
rate relative to another, a fund could experience
unanticipated losses if one or both rates failed 
to behave as expected. A fund also could lose
money if a counterparty failed to honor the terms
of a swap agreement.

The Trust and its Funds

This list shows all of the funds included in Schwab
Investments. The funds discussed in this report are 
highlighted.

Schwab Investments 
Organized October 26, 1990

Schwab 1000 Fund®

Schwab Short-Term Bond Market Index Fund
Schwab Total Bond Market Index Fund
Schwab California Short/Intermediate 

Tax-Free Bond Fund
Schwab California Long-Term Tax-Free Bond Fund
Schwab Short/Intermediate Tax-Free Bond Fund
Schwab Long-Term Tax-Free Bond Fund
Schwab YieldPlus Fund™

F I N A N C I A L N O T E S

The funds may loan securities to certain brokers,

dealers and other financial institutions who pay

the funds negotiated fees. The funds receive
cash, letters of credit or U.S. Government securi-
ties as collateral on these loans. The value of the
collateral must be at least 102% of the market
value of the loaned securities as of the first day of
the loan, and at least 100% each day thereafter.

The funds may buy securities on a delayed-

delivery basis. In these transactions, a fund
agrees to buy a security for a stated price, with
settlement generally occurring within two weeks. If
the security’s value falls before settlement occurs, 
a fund could end up paying more for the security
than its value at the time of the transaction. The
funds have set aside sufficient investment securi-
ties as collateral for securities purchased on a
delayed-delivery basis.

The Schwab Total Bond Market Index Fund may

enter into mortgage dollar roll transactions. In
these transactions, the fund sells mortgage-
backed securities for delivery in the current month
and simultaneously agrees to buy back, on a
given date in the future, securities of a similar
type, coupon rate and maturity.

The funds pay fees for various services. Through
their Trust, the funds have agreements with
Charles Schwab Investment Management, Inc.
(CSIM) to provide investment advisory and admin-
istrative services and with Charles Schwab & Co.,
Inc. (Schwab) to provide transfer agent and share-
holder services. 

Although these agreements specify certain fees
for these services, CSIM and Schwab have made
additional agreements with the funds that may 
limit the total expenses charged. The rates and

limitations for these fees vary from fund to fund,
and are described in each fund’s Statement of
Operations.

Trustees may include people who are officers

and/or directors of the investment adviser and/or

Schwab. Federal securities law limits the percent-
age of such “interested persons” who may serve
on a trust’s board, and the Trust was in compli-
ance with these limitations throughout the report
period. The Trust did not pay any of these persons
for their service as trustees, but it did pay the
independent trustees, as noted in each fund’s
Statement of Operations.

The funds may engage in certain transactions

involving affiliates. For instance, a fund may let
other SchwabFunds® buy and sell fund shares,
particularly Schwab MarketTrack Portfolios™.

The funds may make direct transactions with cer-
tain other SchwabFunds when practical. When 
one fund is seeking to sell a security that another
is seeking to buy, an interfund transaction can
allow both funds to benefit by reducing transaction
costs. This practice is limited to funds that share
the same investment adviser, trustees and officers.

The funds intend to meet federal income and

excise tax requirements for regulated investment

companies. Accordingly, the funds distribute 
substantially all of their net investment income and
realized net capital gains (if any) to their respec-
tive shareholders each year. As long as a fund
meets the tax requirements, it is not required to
pay federal income tax.

2726

71

Glossary
asset allocation The practice of dividing a portfolio among
different asset classes, with each asset class assigned a
particular percentage.

Alternative Minimum Tax (AMT) A federal income tax
designed to limit the extent to which high-income 
taxpayers (including individuals, estates, trusts and 
corporations) can benefit from certain deductions and
exemptions. For example, some types of income that 
are exempt from regular federal income tax are not
exempt from the AMT.

asset-backed security A bond or other debt security that
represents ownership in a pool of debt obligations such
as credit card debt.

asset class A group of securities with similar structure
and basic characteristics. Stocks, bonds and cash are
the three main examples of asset classes.

average rate The average rate of interest paid annually
by the fixed income securities in a fund or portfolio.

bond A security representing a loan from the investor to
the issuer. A bond typically pays interest at a fixed rate
(the “coupon rate”) until a specified date (the “maturity
date”), at which time the issuer returns the money loaned
(“principal” or “face value”) to the bondholder. Because
of their structure, bonds are sometimes called “fixed
income securities” or “debt securities.”

call An early repayment of a bond’s principal by the
issuer, usually done because the issuer is able to refi-
nance its bond debt at a lower rate.

call protection A term used in reference to a bond that
cannot be called by the issuer before maturity, or at
least for many years from the present date. A bond
that offers call protection can more reliably be expect-
ed to provide a given yield over a given number of
years than a bond that could be called (assuming both
bonds are of the same credit quality).

capital gain, capital loss The difference between the
amount paid for an investment and its value at a later time.
If the investment has been sold, the capital gain or loss
is considered a realized gain or loss. If the investment is
still held, the gain or loss is still “on paper” and is consid-
ered unrealized.

coupon, coupon rate The annual rate of interest paid
until maturity by the issuer of a fixed-rate debt security.

credit quality The capacity of an issuer to make its interest
and principal payments. See sidebar.
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SAMPLE

OPERATIONS

9/1/99–8/31/00 9/1/98–8/31/99

Net investment income $16,154 $21,311
Net realized losses (6,197) (9,470)
Net unrealized losses + (9) (14,129)
Increase or decrease in net assets 
from operations 9,948 (2,288)

DISTRIBUTIONS PAID

Dividends from net investment income 16,106 21,326
Distributions from net realized gains + — 2,225
Total distributions paid 16,106 23,551

TRANSACTIONS IN FUND SHARES

9/1/99–8/31/00 9/1/98–8/31/99
QUANTITY VALUE QUANTITY VALUE

Shares sold 15,123 $144,575 30,255 $302,668
Shares reinvested 1,554 14,840 2,160 21,554
Shares redeemed (7,599) (72,412) (11,218) (112,454)
Net increase 9,078 $87,003 21,197 $211,758

SHARES OUTSTANDING AND NET ASSETS

9/1/99–8/31/00 9/1/98–8/31/99
SHARES NET ASSETS SHARES NET ASSETS

Beginning of period 50,091 $479,939 28,894 $294,020
Total increase +

+

9,078 80,845 21,197 185,919
End of period 59,169 $560,784 50,091 $479,939

Statements of

Changes in Net Assets
For the current and previous report periods.  All numbers x 1,000.

H Y P OH Y P O T H E T I C A L  F U N D  T H E T I C A L  F U N D  —  F I N A N C I A L SF I N A N C I A L S  

The Statement of Changes
in Net Assets compares a
fund’s performance during
the current report period
with its performance from
the previous report period.

Keep in mind that if the
current report is a semi-
annual report, its figures
are only for six months,
whereas the figures for
the previous period are
generally for a full year.

From this section, you
can see how the size of a
fund was affected by in-
vestors buying and selling
shares (as opposed to
changes due to fund per-
formance, shown above
in “Operations”).

The information shows how
many shares the fund sold
to investors, how many
shares the fund issued in
connection with investors
who reinvested their divi-
dends or distributions, and
how many shares the fund
redeemed (bought back
from investors).

In funds with more than
one share class, these fig-
ures are reported by class.

These are the figures for
the current report period.

These are the figures for
the previous report period.

How to Read This Report Continued

Credit ratings

Most major bond issuers arrange with a recognized
independent rating organization, such as Standard &
Poor’s (S&P) or Moody’s Investors Service, to rate the
creditworthiness of their bonds. The spectrum of
these ratings is divided into two major categories:
investment grade and below investment grade
(sometimes called “junk bonds”). Bonds rated below
investment grade range from those that are consid-
ered to have some vulnerability to default to those
that appear on the brink of default or are in default. 

Table is for illustration only.

For mutual funds, the number
of “shares outstanding” is the
number of shares in existence.
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In default

credit risk The risk that a bond issuer may be unable to
pay interest or principal to its bondholders.

discount rate The implied rate on a debt security that
does not pay interest but is bought at a discount and
redeemed at face value when it matures.

How to Read

Before

Accumulated net realized gain on
investments sold, futures contracts 
and foreign currency transactions
After

Net realized capital gains

Before

Both classes represent interest in the same
portfolio of investments and are substan-
tially the same in all respects, except
that the classes are subject to different
shareholder services fees (see Note 3)
and investment minimums.
After

Shares of each class represent interests
in the same portfolio, but each class has
its own costs and investment minimums.

Before

Variation margin
After

Most recent daily change in value 
of futures

F I N A N C I A L N O T E SF I N A N C I A L N O T E S

Accounting Policies

The following are the main policies the funds use
in preparing their financial statements.

The funds value the securities in their portfolios

every business day. The funds use the following
policies to value various types of securities:

Bonds and notes: valued at halfway between
the most recent bid and asked quotes or, if
such quotes are unavailable, at prices for secu-
rities of comparable maturity, credit quality and
type. Valuations for bonds and notes are pro-
vided by an independent bond-pricing service.

Securities for which no quoted value is avail-

able, including restricted securities: valued 
at fair value, as determined in good faith by 
the fund’s investment adviser using guidelines
adopted by the fund’s Board of Trustees.

Swap agreements: each open contract is val-
ued at a formula that varies with the specific
terms of the agreement.

Short-term securities (60 days or less to 

maturity): valued at amortized cost.

Security transactions are recorded as of the date
the order to buy or sell the security is executed.

Income from interest and the accretion of dis-

counts is recorded as it accrues. If a fund bought
a bond at a premium (because the market value 
at the time of purchase was greater than the face
value), the fund reduces the income it records
from the bond. The reduction is determined by
amortizing the amount of the premium from the
current date up to maturity. If the bond is callable
(meaning that the issuer has the option to pay it
off before its maturity date), then the fund amor-

tizes the premium to the bond’s call date and call
price rather than the bond’s maturity date and
maturity price.

Realized gains and losses from security transac-
tions are based on the identified costs of the
securities involved.

Expenses that are specific to a fund are charged
directly to that fund. Expenses that are common to
all funds within the Trust are generally allocated
among the funds in proportion to their relative net
assets.

Each fund maintains its own account for purposes

of holding assets and accounting, and is consid-
ered a separate entity for tax purposes. Within its
account, each fund also keeps certain assets in
segregated accounts, as may be required by
securities laws.

The accounting policies described above conform

with generally accepted accounting principles.

Notwithstanding this, shareholders should under-
stand that in order to follow these principles, fund
management has to make estimates and assump-
tions that affect the information reported in the
financial statements. It’s possible that once the
results are known, they may turn out to be different
from these estimates.

Report of Independent Accountants

To the Board of Trustees and Shareholders of:

Schwab Short-Term Bond Market Index Fund
Schwab Total Bond Market Index Fund

In our opinion, the accompanying statements of assets and liabilities, including
the portfolio holdings, and the related statements of operations and of changes
in net assets and the financial highlights present fairly, in all material respects,
the financial position of Schwab Short-Term Bond Market Index Fund and
Schwab Total Bond Market Index Fund (two of the portfolios constituting
Schwab Investments, hereafter referred to as the “Funds”) at August 31, 2000,
the results of each of their operations for the year then ended, the changes in
each of their net assets for each of the two years in the period then ended and
the financial highlights for each of the five years in the period then ended, in
conformity with accounting principles generally accepted in the United States
of America. These financial statements and financial highlights (hereafter
referred to as “financial statements”) are the responsibility of the Funds’ man-
agement; our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these financial
statements in accordance with auditing standards generally accepted in the
United States of America, which require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement presentation. We believe
that our audits, which included confirmation of securities at August 31, 2000 
by correspondence with the custodian and brokers, provide a reasonable
basis for our opinion.

PricewaterhouseCoopers LLP

San Francisco, CA
October 2, 2000
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SAMPLE

OPERATIONS

9/1/99–8/31/00 9/1/98–8/31/99

Net investment income $16,154 $21,311
Net realized losses (6,197) (9,470)
Net unrealized losses + (9) (14,129)
Increase or decrease in net assets 
from operations 9,948 (2,288)

DISTRIBUTIONS PAID

Dividends from net investment income 16,106 21,326
Distributions from net realized gains + — 2,225
Total distributions paid 16,106 23,551

TRANSACTIONS IN FUND SHARES

9/1/99–8/31/00 9/1/98–8/31/99
QUANTITY VALUE QUANTITY VALUE

Shares sold 15,123 $144,575 30,255 $302,668
Shares reinvested 1,554 14,840 2,160 21,554
Shares redeemed (7,599) (72,412) (11,218) (112,454)
Net increase 9,078 $87,003 21,197 $211,758

SHARES OUTSTANDING AND NET ASSETS

9/1/99–8/31/00 9/1/98–8/31/99
SHARES NET ASSETS SHARES NET ASSETS

Beginning of period 50,091 $479,939 28,894 $294,020
Total increase +

+

9,078 80,845 21,197 185,919
End of period 59,169 $560,784 50,091 $479,939

Statements of

Changes in Net Assets
For the current and previous report periods.  All numbers x 1,000.
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The Statement of Changes
in Net Assets compares a
fund’s performance during
the current report period
with its performance from
the previous report period.

Keep in mind that if the
current report is a semi-
annual report, its figures
are only for six months,
whereas the figures for
the previous period are
generally for a full year.

From this section, you
can see how the size of a
fund was affected by in-
vestors buying and selling
shares (as opposed to
changes due to fund per-
formance, shown above
in “Operations”).

The information shows how
many shares the fund sold
to investors, how many
shares the fund issued in
connection with investors
who reinvested their divi-
dends or distributions, and
how many shares the fund
redeemed (bought back
from investors).

In funds with more than
one share class, these fig-
ures are reported by class.

These are the figures for
the current report period.

These are the figures for
the previous report period.

How to Read This Report Continued

Table is for illustration only.

For mutual funds, the number
of “shares outstanding” is the
number of shares in existence.

F I N A N C I A L N O T E SF I N A N C I A L N O T E S

Accounting Policies

The following are the main policies the funds use
in preparing their financial statements.

The funds value the securities in their portfolios

every business day. The funds use the following
policies to value various types of securities:

Bonds and notes: valued at halfway between
the most recent bid and asked quotes or, if
such quotes are unavailable, at prices for secu-
rities of comparable maturity, credit quality and
type. Valuations for bonds and notes are pro-
vided by an independent bond-pricing service.

Securities for which no quoted value is avail-

able, including restricted securities: valued 
at fair value, as determined in good faith by 
the fund’s investment adviser using guidelines
adopted by the fund’s Board of Trustees.

Swap agreements: each open contract is val-
ued at a formula that varies with the specific
terms of the agreement.

Short-term securities (60 days or less to 

maturity): valued at amortized cost.

Security transactions are recorded as of the date
the order to buy or sell the security is executed.

Income from interest and the accretion of dis-

counts is recorded as it accrues. If a fund bought
a bond at a premium (because the market value 
at the time of purchase was greater than the face
value), the fund reduces the income it records
from the bond. The reduction is determined by
amortizing the amount of the premium from the
current date up to maturity. If the bond is callable
(meaning that the issuer has the option to pay it
off before its maturity date), then the fund amor-

tizes the premium to the bond’s call date and call
price rather than the bond’s maturity date and
maturity price.

Realized gains and losses from security transac-
tions are based on the identified costs of the
securities involved.

Expenses that are specific to a fund are charged
directly to that fund. Expenses that are common to
all funds within the Trust are generally allocated
among the funds in proportion to their relative net
assets.

Each fund maintains its own account for purposes

of holding assets and accounting, and is consid-
ered a separate entity for tax purposes. Within its
account, each fund also keeps certain assets in
segregated accounts, as may be required by
securities laws.

The accounting policies described above conform

with generally accepted accounting principles.

Notwithstanding this, shareholders should under-
stand that in order to follow these principles, fund
management has to make estimates and assump-
tions that affect the information reported in the
financial statements. It’s possible that once the
results are known, they may turn out to be different
from these estimates.

Report of Independent Accountants

To the Board of Trustees and Shareholders of:

Schwab Short-Term Bond Market Index Fund
Schwab Total Bond Market Index Fund

In our opinion, the accompanying statements of assets and liabilities, including
the portfolio holdings, and the related statements of operations and of changes
in net assets and the financial highlights present fairly, in all material respects,
the financial position of Schwab Short-Term Bond Market Index Fund and
Schwab Total Bond Market Index Fund (two of the portfolios constituting
Schwab Investments, hereafter referred to as the “Funds”) at August 31, 2000,
the results of each of their operations for the year then ended, the changes in
each of their net assets for each of the two years in the period then ended and
the financial highlights for each of the five years in the period then ended, in
conformity with accounting principles generally accepted in the United States
of America. These financial statements and financial highlights (hereafter
referred to as “financial statements”) are the responsibility of the Funds’ man-
agement; our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these financial
statements in accordance with auditing standards generally accepted in the
United States of America, which require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement presentation. We believe
that our audits, which included confirmation of securities at August 31, 2000 
by correspondence with the custodian and brokers, provide a reasonable
basis for our opinion.

PricewaterhouseCoopers LLP

San Francisco, CA
October 2, 2000
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SAMPLE

OPERATIONS

9/1/99–8/31/00 9/1/98–8/31/99

Net investment income $16,154 $21,311
Net realized losses (6,197) (9,470)
Net unrealized losses + (9) (14,129)
Increase or decrease in net assets 
from operations 9,948 (2,288)

DISTRIBUTIONS PAID

Dividends from net investment income 16,106 21,326
Distributions from net realized gains + — 2,225
Total distributions paid 16,106 23,551

TRANSACTIONS IN FUND SHARES

9/1/99–8/31/00 9/1/98–8/31/99
QUANTITY VALUE QUANTITY VALUE

Shares sold 15,123 $144,575 30,255 $302,668
Shares reinvested 1,554 14,840 2,160 21,554
Shares redeemed (7,599) (72,412) (11,218) (112,454)
Net increase 9,078 $87,003 21,197 $211,758

SHARES OUTSTANDING AND NET ASSETS

9/1/99–8/31/00 9/1/98–8/31/99
SHARES NET ASSETS SHARES NET ASSETS

Beginning of period 50,091 $479,939 28,894 $294,020
Total increase +

+

9,078 80,845 21,197 185,919
End of period 59,169 $560,784 50,091 $479,939

Statements of

Changes in Net Assets
For the current and previous report periods.  All numbers x 1,000.

H Y P OH Y P O T H E T I C A L  F U N D  T H E T I C A L  F U N D  —  F I N A N C I A L SF I N A N C I A L S  

The Statement of Changes
in Net Assets compares a
fund’s performance during
the current report period
with its performance from
the previous report period.

Keep in mind that if the
current report is a semi-
annual report, its figures
are only for six months,
whereas the figures for
the previous period are
generally for a full year.

From this section, you
can see how the size of a
fund was affected by in-
vestors buying and selling
shares (as opposed to
changes due to fund per-
formance, shown above
in “Operations”).

The information shows how
many shares the fund sold
to investors, how many
shares the fund issued in
connection with investors
who reinvested their divi-
dends or distributions, and
how many shares the fund
redeemed (bought back
from investors).

In funds with more than
one share class, these fig-
ures are reported by class.

These are the figures for
the current report period.

These are the figures for
the previous report period.

How to Read This Report Continued

Table is for illustration only.

For mutual funds, the number
of “shares outstanding” is the
number of shares in existence.
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SAMPLE

Financial Highlights

P E R - S H A R E D ATA ($ )

Net asset value at beginning of period 9.58 10.18 9.75 9.38 9.80

Income from investment operations:

Net investment income 0.29 0.55 0.60 0.65 0.65

Net realized and unrealized gains or losses (0.10) (0.53) 0.43 0.37 (0.42)

Total income from investment operations 0.19 0.02 1.03 1.02 0.23

Less distributions: 

Dividends from net investment income (0.29) (0.55) (0.60) (0.65) (0.65)

Distributions from net realized gains — (0.07) — — —

Total distributions (0.29) (0.62) (0.60) (0.65) (0.65)

Net asset value at end of period 9.48 9.58 10.18 9.75 9.38

Total return (%) 2.012 0.14 10.83 11.18 2.29

R AT I O S / S U P P L E M E N T A L D ATA (%)

Ratio of net operating expenses to 
average net assets 0.351 0.35 0.31 0.20 —

Expense reductions reflected in above ratio 0.331 0.39 0.51 0.98 1.17

Ratio of net investment income to 
average net assets 6.171 5.55 5.86 6.74 6.67

Portfolio turnover rate 65 174 285 51 66

Net assets, end of period ($ x 1,000,000) 561 480 294 25 23

1/1/00– 1/1/99– 1/1/98– 1/1/97– 4/5/96–
12/31/00 12/31/99 12/31/98 12/31/97 12/31/96

The financial highlights
summarize a fund’s activi-
ties over the past five
years (or since inception,
if the fund doesn’t yet
have five years of operat-
ing history).

In some cases, such as with funds that started partway
through their planned fiscal year or have changed their
fiscal year, the financial highlights may contain a “stub
period” that is less than 12 months.

The turnover rate tells you how actively a fund has traded
securities. A rate of 100% would be the equivalent of
replacing every security in the portfolio over the period 
of a year.

Consistently high turnover can result in taxable distribu-
tions, which can lower after-tax performance—although
this is not a concern if your investment is held in an IRA,
401(k) or other tax-deferred account.

These lines show how
much the fund earned per
share, and where these
earnings came from: how
much was from interest
and dividends, and how
much from capital appre-
ciation (that is, price
increases of investments
the fund owned). A fund
may show losses in this
section if its expenses
exceeded its income or its
capital losses exceeded
its capital gains.

Some funds, such as
money funds, typically
receive all their earnings
as interest, while some
equity funds may have
only appreciation, or may
receive interest and divi-
dends only occasionally.

Total return shows what an investor in a
fund would have earned or lost during
each period indicated, assuming that all
dividends and distributions were reinvest-
ed. Because the numbers in the financial
highlights are for a fund’s fiscal year, they
will be different from calendar year num-
bers, except for funds whose fiscal year
is the same as the calendar year.

The figures in this part of the table disclose a fund’s annual
operating expenses. The expenses are shown as a per-
centage of a fund’s average net assets because they are
paid from these assets.

For some funds, the annual expenses are capped at a
certain level. With these funds, there are two sets of
expense figures: net expenses and the amounts of any
expense reductions. The net figures reflect what the
expenses actually were, after the reductions.

This shows you how much a fund netted in dividend 
and interest income (i.e., total dividends and interest
minus expenses), expressed as a percentage of the
fund’s average net assets.

The figures in the first part
of the table are for a single
share of a fund that was
“outstanding,” or in exis-
tence, during the periods
indicated.

In financial tables, parentheses around numbers are used
to indicate a negative number, such as a loss, or a number
that is being subtracted, such as a distribution paid by a
fund to its shareholders.

This report, including the financial
tables, has been designed to be easy
to read. The next few pages provide
additional information that can help
you more fully understand the financial
tables and why they are important to
all fund investors.

In this section, we take a closer look
at the types of information presented
in the financial tables.

Brief callouts add context to some of
the most important elements in the
tables, and help explain certain fund
operations and accounting principles. 

At the end, a glossary defines many
of the technical financial terms that
are used in this report.

Table is for illustration only.
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