
Janus Worldwide. Vanguard Primecap. Fidelity
Growth Company. 

Name a struggling fund, and chances are many
of its shareholders are wondering whether to
sell. Most stock funds have posted staggering
losses over the past few years, and even investors
who aren’t normally trigger-happy are sick of
losing money. Savvy types may also be consid-
ering selling to improve their tax positions. 

But not every fund that’s down deserves to be
on the chopping block. That’s why we’re 
rolling out a new feature this month, entitled

“Should You Sell?” The idea is to give 
you a detailed analysis of a fund that’s trying
investors’ patience due to a prolonged 
performance slump, a significant management 

change, or behind-the-scenes upheaval at the
fund family. In our inaugural installment,
senior analyst Emily Hall tackles the curious
case of Janus Worldwide JAWWX, which boasts 
top-quartile -year numbers in the world-stock
group but has handed investors three years’
worth of enormous losses. 

Elsewhere in this month’s issue, we’ve 
taken a closer look at the flip side: funds that
have performed exceptionally well in recent
years. In “Two-Hit Wonders,” analyst Paul
Herbert assesses funds that have bested their
peers in bull and bear markets alike. Chances
are you have one or two of these winners in
your portfolio, but Paul also highlights a few
lesser-known funds for all seasons. And on 
Page , analyst Brad Sweeney shines the spot-
light on stable-value funds. Of course, there’s
rarely a free lunch in investing, but we think 
some of these offerings merit a look from
investors looking to pick up a little extra yield
without a lot of extra volatility. œ
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If you’re like a lot of mutual fund investors, you
probably hold a fund or two (or three or four)
that soared when stocks were all the rage during
the s only to fizzle out during the downturn
of the past three years. Or maybe, if you’re on
the more cautious side, you own an offering that
has held up well while stocks have slumped, but
badly underperformed when stocks were going
great guns in the late s. 

Of course, combining both types of funds can
help smooth out the highs and lows. But 
did any funds manage to combine the best of
both worlds? We decided to comb our database
in an effort to identify those stock funds that
managed to run with the bulls without getting
mauled by the bear. 

The Process

To arrive at our list of bull- and bear-market
winners, we needed first to define the bull
market and the bear market. One could argue
that the last prolonged stock-market rally began
in the early s, or after the crash of , or
at other points along the way. But in order to
improve the odds that a fund’s manager during
the bull market would still be on active duty, we
decided to mark the bull market’s start during
the s. Domestic stocks suffered through
rough years in the early , before offering
returns of more than % per year in each year
from  to . To mark the beginning of
this historic upturn, we took the   Index’s
low-water mark in late , which turned out
to be December . For international funds, we
looked at the low point for the   Index,
which came a bit earlier—February , , to
be exact. 

The endpoint of the rally (and the start of the
bear market) was easier to define. Both indexes
peaked in March , the   on the th 
and the   on the th. Unfortunately,

we’re not able to say that the bear market has
concluded, as stocks have continued to fall in
. Thus, we set our bear market’s end date 
as February , , the day before we 
started writing this article. (We hope a dramatic
market turnaround began before your copy 
of FundInvestor arrived in the mail!) 

To determine what constitutes a top performer
during the two periods, we decided to look
at stock funds’ returns in comparison to their
Morningstar categories. The idea was to 
gauge whether they had delivered superior
performance relative to similarly run offerings.
Second, because funds’ returns often tend to
cluster around the category’s median return, we
eliminated those that failed to outpace at least
% of their peers during the s’ surge and
during the more recent decline.

Finally, we kicked out those offerings that are
closed to new investors, to build a list of 
funds that you could purchase after researching
their strengths and determining their suitability
for your particular situation.

The Results

The search, carried out by researcher Stephen
Murphy, didn’t yield many funds. On the
domestic front, just  funds made the cut, and
on the international side, the screen returned
only four offerings. We’ve included the
complete list of Morningstar  two-hit
wonders on the next page. Readers may be
surprised that the search didn’t yield any small-
cap funds. Also of note: Our search turned up
the same number of Janus funds (one, Growth &

Income JAGIX) as American Funds offerings
(Washington Mutual AWSHX).

Many of the winners were well-known funds,
such as Bill Miller’s Legg Mason Value LMVTX

and perennial category killer Dodge & Cox Stock

DODGX. A few lesser-known funds also made 
the cut, including those that we discuss below.

Excelsior Value & Restructuring UMBIX

Given this fund’s record and that manager
David Williams has been running it since ,
it’s surprising that this offering isn’t larger than
. billion. Williams looks for stocks that are
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These funds have been top performers
in bull and bear markets alike.
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temporarily inexpensive because of a corporate
action, such as an acquisition or management
change, in the view that the stock will 
appreciate when the company begins or resumes
growing its earnings. He tends to hold stocks 
in out-of-favor industries, and doesn’t pay much
attention to yield. The fund may be a tad too
assertive for very cautious types, but Williams is
unsung as a top manager: His charge has posted
top-% or better returns versus its large-blend
peers in eight of the past  calendar years.
Interestingly, Williams owns a -year record
that’s slightly superior to Bill Miller’s. 

Meridian Value MVALX

Meridan Value, on the other hand, has gathered
a lot of attention in recent years, as manager
Kevin O’Boyle has guided it to one of the 
best records among all mutual funds since the 
start of his tenure in . O’Boyle seeks
companies that have missed earnings expecta-
tions for two or three quarters, with the idea
that investors have overreacted to the bad news.
From this group he only buys those with rock-
solid financials and established positions in their
industries. His cheap stocks will get cheaper
sometimes, as Adelphia ADELQ did last year as it
slid into bankruptcy. That stock detracted from

performance in , but O’Boyle managed 
to find enough winners to more than offset the
loss, and the fund finished last year ahead of
more than two thirds of funds in the mid-blend
category. One concern we have is that, as 
noted above, the fund has attracted quite a bit
in new assets. While all that cash hasn’t slowed
performance to date, it could make it more
difficult for O’Boyle to take meaningful stakes
in small-cap stocks in the future.

Thompson Plumb Balanced THPBX

This fund is probably the most obscure 
diversified offering that our search turned up,
but Wisconsin-based Thompson Plumb 
and Associates has delivered for the shareholders
of both this fund and Thompson Plumb Growth

THPGX, which also owns a strong record. The
balanced offering tends to have an above-
average allocation to equities, which helped
during the bull market. Within its equity
portfolio, management focuses on stocks that
appear reasonably priced relative to historical
earnings-growth rates. Their style has led to big
sector bets at times, such as a recent overweight
of health-care stocks. The portfolio’s bond stake
has also gone through dry spells, most recently
because of some poor picks in its below-
investment-grade holdings. Overall, however,
the fund has one of the best records among
balanced funds.

William Blair International Growth WBIGX

This fund has gained some acclaim among
Morningstar’s analysts, as it’s one of the few
growth-oriented foreign-stock funds that 
have held up well in the bear market. Manager
George Greig has accomplished this feat by
looking to small- and mid-cap stocks to find
growth stories. He’ll also dip into emerging
markets, while many of his peers hew more
closely to developed-market indexes. Greig’s
willingness to stray from the beaten path
exposes the fund to more risks than the typical
foreign-stock fund—we think it’s not a good
choice for conservative investors for this reason.
Nonetheless, Greig’s demonstrated ability to
deliver topnotch performance during the
downturn shows that he has the ability to play
defense as well as offense. œ
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Bull-Market Bear-Market Manager
Fund Name Category Percentile Rank % Percentile Rank % Tenure (Yrs)

American Funds Washington Mtl A Large Value 23 17 25
Calamos Growth A Mid-Cap Growth 4 13 12
Davis NY Venture A Large Blend 15 14 7
Dodge & Cox Stock Large Value 24 2 36
Excelsior Value & Restructuring Large Blend 10 11 10
Fidelity Contrafund Large Blend 14 19 12
Fidelity Diversified International Foreign Stock 13 14 2
Fidelity Export & Multinational Large Blend 4 9 1
Harbor International Foreign Stock 20 10 15
Janus Growth & Income Large Growth 12 18 6
Legg Mason Value Prim Large Blend 1 21 21
Meridian Value Mid-Cap Blend 5 7 9
Scudder Latin America S Latin America Stock 20 16 7
Selected American Large Blend 8 13 8
Smith Barney Aggressive Grth A Large Growth 16 6 19
Thompson Plumb Balanced Domestic Hybrid 18 16 16
Van Kampen Equity and Income A Domestic Hybrid 15 17 13
Vanguard Health Care Specialty-Health 15 5 19
William Blair International Grth N Foreign Stock 8 25 7

Bull- and Bear-Market Standouts

•Bull market for domestic-stock funds: Dec. 8, 1994-Mar. 29, 2000. International funds: Feb. 12, 1993-Mar. 24, 2000.
•Bear market for domestic-stock funds: Mar. 30, 2000-Feb. 12, 2003. International funds: Mar. 25, 2000-Feb. 12, 2003.



We added Western Asset Core WATFX to our
Aggressive Wealth Maker Portfolio in January,
replacing Metropolitan West Total Return Bond

MWTRX. Because we own only one bond 
fund in the Aggressive Wealth Maker, we 
wanted to tone down our exposure to
individual corporate issuers to avoid some 
of the volatility that the Met West fund experi-
enced in . At the same time, we didn’t
want to put too conservative of a fund in 
a portfolio that was designed for investors with
a fairly long time horizon. We think that
Western Asset Core strikes a perfect balance.

Although Western Asset may not be a well-
known name to most mutual fund investors,
the firm is anything but a hidden gem in the
world of institutional investors. In fact,
Western Asset manages more than  billion
in fixed-income assets, primarily accounts 
for pension plans, foundations, and insurance
firms. Focusing exclusively on the fixed-income
market, the firm has built its reputation 
by producing remarkably consistent returnse.

This fund also has another feature that 
institutional investors expect: extremely
reasonable expenses. As we’ve often noted in
the past, expenses can play a large role in 
determining a bond fund’s long-term success.
The institutional version of this fund, which
requires a , minimum purchase
through some fund supermarkets, sports a
.% expense ratior. The financial-interme-
diary share class, which is available to
individual investors for a , minimum
investment, carries a .% expense ratio.

Strategy Session

Historically, Western Asset Core has boosted
returns by emphasizing mortgage-backed
securities and corporate bonds and by holding
only a modest stake in Treasuriest. Like 

the Met West fund it is replacing, this offering 
was significantly overweight in corporate 
debt last year. In fact, it held some of the same
troubled credits as Met West, including
WorldCom, Qwest, and Williams Companies.
One of the things that saved this offering from
the volatility that afflicted the Met West fund,
though, was its tendency to hold much smaller
positions in individual issuers. That meant 
that it didn’t get stung as badly when many of
its corporate issues headed south last year. 

Management seeks to add value by adjusting
the portfolio’s duration, a measure of 
interest-rate sensitivity, and typically courts
more interest-rate risk than its average peer.
Because interest rates tend to fall when the
economy stumbles, this interest-rate stance
tends to counterbalance the fund’s 
overweight in corporate bonds. That tack
worked like a charm in , as longer-
duration bonds thrived amid a struggling
economic environment.

Risks

On the flip side, its longer-than-average
duration stance has weighed on returns in years
when rates have headed higheru. And it has
also historically made the fund more volatile
than its typical peeri. But over time the yield
advantage offered by corporate bonds and
mortgage-backed securities has helped the fund
outpace the Lehman Brothers Aggregate, a
broad proxy for the domestic investment-grade
marketo.

Western Asset Core has turned in very 
nice performance since we included it in our
Aggressive Wealth Maker Portfolio. As the
corporate-debt market has begun to recover,
this offering has outdistanced more than 
% of its peers for the year to date through
mid-February. But we didn’t select this
portfolio on the hope that its strategy would
jibe with market sentiment in . We 
believe that the fund’s seasoned management
team, reasonable expenses, and measured bets
give it a good shot at outdistancing the 
Lehman Brothers Aggregate Index over the
long haul, which should be the goal of any
actively managed core bond fund. œ
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Analyst Picks Bradley Sweeney

What is an
Analyst Pick?
The Morningstar

FundInvestor 500 includes 
140 Analyst Picks, which
are the favorite funds of the
Morningstar analysts who
specialize in each particular
category. Analysts make 
their selections based on a
fund’s historical risk and
return, costs, and knowledge
of the managers and their
strategies.

◊

Western Asset Core
Our Aggressive Wealth Maker Portfolio’s new bond
holding strikes the perfect balance.
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Manager Strategy
The fund typically underweights Treasuries relative to the
Lehman Brothers Aggregate Bond Index and overweights
corporate and mortgage issues. In general, the fund is more
aggressive than most of its peers. Management makes bolder
duration adjustments (plus or minus 20% of its benchmark's
duration) than many of the category's more-conservative
offerings. 

NAV11.4511.3711.1010.8710.2811.1211.4111.1411.4010.0411.2011.15
Total Return %1.048.709.4813.34-1.698.3610.133.7320.92-4.2913.877.77
+/-LB Aggr0.95-1.571.061.71-0.86-0.310.450.122.45-1.374.120.37
+/-LB 5-10YR1.16-4.330.660.901.19-1.780.701.04-0.510.221.63-0.14
Income Return %0.345.366.157.315.755.956.535.976.696.207.266.10
Capital Return %0.703.343.336.03-7.442.413.60-2.2414.23-10.496.611.67
Total Rtn % Rank Cat34372622714301062734
Income $0.040.580.650.730.620.650.710.660.660.680.770.67
Capital Gains $0.000.090.130.000.030.560.120.010.040.000.660.29
Expense Ratio %.0.500.500.500.500.500.500.500.500.500.500.50
Income Ratio %.5.606.806.305.706.006.406.306.986.006.006.70
Turnover Rate %.595387260484.385266258272313300
Net Assets $mil.1,030630740683682624539398...

Portfolio Manager(s)
Management Team 

Performance 01-31-03
1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Total

1998
1999
2000
2001
2002

1.58 2.52 3.69 0.35 8.36
-0.99 -1.01 0.75 -0.44 -1.69
2.42 2.33 3.29 4.68 13.34
3.66 1.28 4.69 -0.40 9.48
0.51 2.44 2.68 2.82 8.70

Trailing Total +/- LB +/- LB %Rank Growth of
Return%  Aggr  5-10YR All Cat $10,000

3 Mo
6 Mo
1 Yr
3 Yr Avg
5 Yr Avg

10 Yr Avg
15 Yr Avg

4.37 2.24 1.22 9 9 10,437
7.46 2.40 -0.02 5 6 10,746
8.77 -0.72 -3.24 6 28 10,877

10.90 0.65 -0.72 4 5 13,641
7.48 0.19 -0.29 4 5 14,341
7.90 0.58 0.18 22 2 21,387
. . . . . .

Tax Analysis Tax-Adj Rtn% %Rank Cat Tax-Cost Rat %Rank Cat

3 Yr Avg
5 Yr Avg

10 Yr Avg

8.09 4 2.53 73
4.50 10 2.76 90
4.95 4 2.72 80

Potential Capital Gain Exposure: 3% of assets

Rating and Risk
Time Load-Adj Morningstar Morningstar Morningstar
Period Return % Rtn vs Cat Risk vs Cat Risk-Adj Rating

1 Yr 8.77
3 Yr 10.90 High High
5 Yr 7.48 High +Avg

10 Yr 7.90 High +Avg
Incept 9.06

Other Measures Standard Index Best Fit Index
LB Aggr LB Credit

Alpha -0.2 1.0
Beta 1.13 0.93
R-Squared 74 76

Standard Deviation 4.81
Mean 10.90
Sharpe Ratio 1.57

Morningstar's Take by Bradley Sweeney 02-27-03

Western Asset Core is impressive.  
     Although it finished last year ahead of its
average intermediate-term bond rival, it wasn't
exactly easy going for this offering in 2002. The
fund got swept up in the raft of accounting scandals
that weighed on the corporate-bond market for the
better part of last year. In addition to being
overweight in corporate debt, the fund got caught
holding some of the market's big losers, including
WorldCom and Qwest. Fortunately, management
has never bet big on individual issuers here, which
meant that this fund didn't get hit nearly as hard as
some of its peers when these credits headed south.
It also benefited from management's decision to
keep the fund's duration, a measure of interest-rate
sensitivity, a bit longer than the broader market's--a
move that was intended to act as a hedge against
the possibility of a faltering corporate-bond market.
And because the fund stuck to its guns, remaining
overweight in corporates, it didn't hurt that the
corporate market bounced back a bit in late-2002,

giving the portfolio a late-year lift.  
     Although it has reined in the portfolio's
duration, management continues to emphasize
corporate debt in 2003, which has been a boon to
performance. With the market regaining its
appetite for higher-yielding corporate debt, the
fund is outdistancing 97% of its rivals for the year
to date through Feb. 26, 2003.  
     The fund's long-term returns look equally
attractive: Its three-, five-, and 10-year returns all
rank in its category's top decile. Because
management has generally kept the portfolio's
duration longer than the market's and has often
emphasized corporate debt, the fund has been
more volatile than its typical rival over time, but
few peers can match its risk/reward profile.  
     Interested investors who can't meet this
offering's hefty minimum can opt for the financial
intermediary share class, which is a bit more
expensive, but which still represents a great deal
for a fund of this quality. 

Address: PO Box 17635
Baltimore, MD 21297-1635
888-425-6432

Web Address: www.leggmason.com
Inception: 09-04-90
Advisor: LM Institutional Advisors
Subadvisor: None

NTF Plans: N/A

Minimum Purchase: $2500 Add: . IRA: $0
Min Auto Inv Plan: $0 Add: .
Sales Fees: No-load
Management Fee: 0.40%, 0.10%A
Actual Fees: Mgt:0.40% Dist: .
Expense Projections: 3Yr:$167 5Yr:$291 10Yr:$653
Income Distrib: Quarterly

Total Cost (relative to category): Low

Western Asset Core Ticker Load NAV Yield SEC Yield Total Assets Mstar Category
WATFX None $11.45 4.9% 5.24% $1,033 mil Intermediate-Term Bond

61 55 33 45 46 10 27 29 53

Investment Style
Fixed Income
Income Rtn %Rank Cat

Manager Change
Partial Manager Change

Fund Performance vs.
Category Average.

Quarterly Fund Return
+/- Category Average
Category Baseline

Performance Quartile
(within Category)

History1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 01-03

5

10

0

-5

-10

0

Historical Profile
Return
Risk
Rating

High
Above Avg

Highest

Portfolio Analysis 12-31-02
Date of Amount Value % Net

Total Fixed-Income:539 Maturity $000 $000 Assets

GNMA 6% 131,350 136,604 8.30
GNMA 6.5% 120,500 126,374 7.68
United States Treas Bds 04-15-29 47,601 58,208 3.54
FHLMC 7% 04-01-32 28,560 30,028 1.82
FNMA 6.5% 04-01-29 20,146 20,991 1.28

Tyco Intl Group S A 6.87 01-15-29 22,830 20,090 1.22
GNMA 5.5% 18,800 19,270 1.17
United States Of America 04-15-28 16,219 18,979 1.15
Sprint Capital Corporati 03-15-12 17,745 17,656 1.07
Dryden Inv 07-23-08 14,510 15,640 0.95

Irwin Home Equity Ln 7.1 09-25-31 11,700 12,595 0.77
United States Of America 02-15-25 35,270 10,969 0.67
Waste Management 7.375% 08-01-10 9,999 10,940 0.66
General Electric Capital 03-15-32 9,880 10,923 0.66
United States Of America 11-15-27 39,840 10,794 0.66

United Mexican States 11 05-15-26 7,790 10,633 0.65
Cdc Mortgage Capital Tru 08-25-32 9,723 9,721 0.59
Southwest Airlines 2001- 11-01-06 9,000 9,507 0.58
FNMA 7% 08-01-31 8,813 9,270 0.56
Criimi Mae Commrcl  Mort 03-02-11 7,838 8,572 0.52

Current Investment Style

1

1

Avg Eff Duration 3.7 Yrs
Avg Eff Maturity 9.1 Yrs
Avg Credit Quality AA
Avg Wtd Coupon 5.76%
Avg Wtd Price 102.62% of par
figure provided by fund

Duration
Short Int Long Quality

High
M

ed
Low

Special Securities

Restricted/Illiquid Secs Trace
Exotic Mortgage-Backed 0
Emerging-Markets Secs 1
Options/Futures/Warrants Yes

Credit Analysis % bonds 12-31-02
US Govt 48
AAA 23
AA 3
A 9
BBB 13

BB 2
B 0
Below B 1
NR/NA 3

Sector Breakdown
US Treasuries 10 CMOs 0
GNMA mtgs 25 ARMs 0
FNMA mtgs 11 Other 49
FHLMC mtgs 5

Composition

Cash 22.1 Bonds 72.7
Stocks 0.0 Other 5.2

Coupon Range % of Rel
Bonds Cat

1.00=Category Average

0% PIK 3.2 1.3
0% to 6% 36.0 0.9
6% to 8% 53.6 1.1
8% to 10% 6.3 0.8
More than 10% 0.9 0.6

© 2003 Morningstar, Inc. 312-696-6000. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct,
complete or timely. Past performance is no guarantee of future performance. FI
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It’s not for nothing that Morningstar has twice
named FPA New Income Fund FPNIX skipper Bob
Rodriguez its Fixed-Income Fund Manager 
of the Year. After all, Rodriguez has guided his
charge to top-flight relative returns during 
his nearly two-decade tenure. What’s more, the
fund hasn’t posted a calendar-year losse during
that time, a remarkable achievement that 
owes to Rodriguez’s keen contrarian instincts
and zeal for capital preservation. 

Strategy Session

The fund’s strategy turns on contrarianism. In
fact, Rodriguez’s career has been characterized
by an eagerness to flout groupthink. He pays
little heed to benchmarks or prevailing market
sentiment in assembling this portfolio. Rather,
he gravitates toward unloved corners of 
the market, in the view that buying securities 
on the cheap protects the fund’s downside
while offering a lot of upside potential. 

Rodriguez’s instincts have proved remarkably
keen over the long haul. Time and time 
again he has ferreted out bonds that have gone
on to deliver hefty total returns while 
generally sidestepping major losses. The fund’s
investment in Treasury Inflation-Protected
Securities () a few years ago provides 
a telling example. Rodriguez became one 
of the earliest adopters of  at a time when 
most investors had a benign outlook for
inflation. He believed that the market was
underestimating the risk of inflation and
grossly undervaluing ’ inflation-adjustment
feature. In his view, the bonds provided 
great upside—in the form of price appreciation
as the market came to grips with the threat 
of inflation—while protecting him on the
downside from inflation. His conviction 
has since been handsomely rewarded, as 

have gone on to perform very strongly over the
past few years. 

Rodriguez’s effort to generate strong total
returns while keeping an eye on the downside
also shapes his approach to interest-rate 
risk. He is exceedingly wary of rising rates, and
has tended to keep the fund’s durationr

(a measure of interest-rate sensitivity) shorter
than the group’s norm. He’s also more than
willing to sit on outsized cash stakest when
compelling opportunities are scarce. Though
this posture can hold the fund back when
interest rates are falling, Rodriguez’s vigilance
has been well rewarded over time. For example,
after the fund fell behind during ’s bull
market (when Rodriguez shortened the fund’s
duration posture well ahead of most rivals), the
fund roared back during a turbulent u—
in that year, it was one of only two offerings in
its category to post a positive annual return.

Risks

The downside to Rodriguez’s bold approach 
is that his go-it-alone style can sometimes 
leave the fund just that—alone. Indeed, the
fund has suffered from time to time when
Rodriguez’s bearish duration calls have proved
premature or a beaten-down corner of the
market hasn’t snapped back as he expected. In
addition, because Rodriguez is willing to pile
into areas that catch his fancy, the fund often
courts significant sector risk. Finally, given
Rodriguez’s fondness for high-yield bonds,i
credit risk never lurks too far away.

Those risks came into sharp focus in . 
The fund’s very short duration stunted returns
as interest rates continued to fall. What’s more,
the fund took it on the chin when its stake in
troubled insurer Conseco plunged amid a
credit downgrade that ultimately triggered the
firm’s bankruptcy.

Yet as the fund’s sterling track record 
attests, missteps like these have been the
exception rather than the rule. Rodriguez’s 
deft issue selection has helped the fund 
keep pace during bull and bear markets alike.
Meanwhile, volatility has been relatively mild.
Coupled with its below-average expenseso
and seasoned management, the fund’s excellent
risk/reward profile makes it a great option to
anchor the bond portion of one’s portfolio. œ

6

Analyst Picks Jeffrey Ptak

What is an
Analyst Pick?
The Morningstar

FundInvestor 500 includes 
140 Analyst Picks, which
are the favorite funds of the
Morningstar analysts who
specialize in each particular
category. Analysts make 
their selections based on a
fund’s historical risk and
return, costs, and knowledge
of the managers and their
strategies.

◊

FPA New Income
This contrarian-minded bond stalwart almost always
gets the last laugh. 
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Manager Strategy
Unlike many of its intermediate-term bond peers, this fund
doesn't pay attention to a broad market index. Instead,
management seeks the best values, regardless of sector. That
leaves the fund looking less like the norm and more like a
contrarian. For example, the fund typically invests more in high
yield than most peers, and it has gotten all of its Treasury
exposure from inflation-indexed TIPS since 1998. Management is
less willing than many of its peers to take on interest-rate risk,
however, especially when yields are low. 

NAV10.9810.8810.9310.3810.3010.7411.2411.0911.1710.4011.2310.92
Total Return %0.924.5212.339.323.393.868.317.1214.361.4610.1711.12
+/-LB Aggr0.83-5.753.91-2.314.22-4.81-1.373.51-4.114.380.423.72
+/-LB 5-10YR1.04-8.513.51-3.126.27-6.28-1.124.43-7.075.97-2.073.21
Income Return %0.005.036.307.696.787.716.306.216.606.606.506.99
Capital Return %0.92-0.516.031.63-3.39-3.852.010.917.76-5.143.674.13
Total Rtn % Rank Cat491267398692901564
Income $0.000.540.640.770.710.840.680.670.670.710.690.72
Capital Gains $0.000.000.070.080.090.080.050.160.000.270.070.20
Expense Ratio %..0.580.610.600.590.590.630.680.740.730.78
Income Ratio %..6.397.316.436.066.376.446.506.416.487.17
Turnover Rate %..22212447691631394122
Net Assets $mil.88970548651558256337523413011588

Portfolio Manager(s)
          Robert L. Rodriguez, CFA. Since 07-84. BS'71 U. of
Southern California; MBA'75 U. of Southern California  Other
funds currently managed: FPA Capital. 

Performance 01-31-03
1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Total

1998
1999
2000
2001
2002

1.99 0.90 0.72 0.20 3.86
1.30 2.14 0.19 -0.27 3.39
3.01 -0.67 4.43 2.31 9.32
5.68 1.76 3.23 1.19 12.33
2.93 2.78 -3.00 1.85 4.52

Trailing Total +/- LB +/- LB %Rank Growth of
Return%  Aggr  5-10YR All Cat $10,000

3 Mo
6 Mo
1 Yr
3 Yr Avg
5 Yr Avg

10 Yr Avg
15 Yr Avg

2.98 0.85 -0.17 14 26 10,298
1.40 -3.65 -6.07 33 98 10,140
3.67 -5.81 -8.33 27 92 10,367
8.97 -1.28 -2.66 10 44 12,940
6.65 -0.64 -1.12 7 26 13,795
7.34 0.02 -0.38 27 10 20,304
8.56 0.18 -0.21 38 9 34,293

Tax Analysis Tax-Adj Rtn% %Rank Cat Tax-Cost Rat %Rank Cat

3 Yr Avg
5 Yr Avg

10 Yr Avg

5.03 73 2.46 68
3.20 62 2.54 70
4.16 25 2.62 69

Potential Capital Gain Exposure: -1% of assets

Rating and Risk
Time Load-Adj Morningstar Morningstar Morningstar
Period Return % Rtn vs Cat Risk vs Cat Risk-Adj Rating

1 Yr 0.05
3 Yr 7.68 -Avg Avg
5 Yr 5.89 Avg -Avg

10 Yr 6.96 +Avg Low
Incept .

Other Measures Standard Index Best Fit Index
LB Aggr LB Credit

Alpha 2.9 2.6
Beta 0.35 0.38
R-Squared 10 19

Standard Deviation 3.98
Mean 8.97
Sharpe Ratio 1.39

Morningstar's Take by Jeffrey Ptak 02-05-03

Despite recent woes, this fund is a keeper.  
     Don't expect FPA New Income Fund to go with
the flow anytime soon. To be sure, manager Bob
Rodriguez is a contrarian at heart, assembling the
fund's portfolio with little heed for benchmarks.
Instead, he takes a shining to unloved corners of
the market. For example, Rodriguez was a fan of
inflation-indexed Treasuries long before they came
into vogue. He's also willing to buck prevailing
wisdom, as evidenced by his conviction in
interest-only mortgages. Although these bonds
have been suffering lately from a torrent of
prepayments, he has hung on, convinced that they
will perform strongly in a rising rate environment.  
     The specter of rising rates has figured
prominently in the fund's strategy in recent months.
Unlike others who have made deflation their
watchword, Rodriguez has been worried for some
time about inflation, which he views as a sleeping
giant. Thus, he kept the fund's duration (a measure
of interest-rate sensitivity) well shy of the

intermediate-term bond category norm for much of
2002, and continues to do so.  
     From time to time, management's daring can
get the better of it. That was certainly the case in
2002 as the fund's bearish duration stance held it
back as rates continued their march downward.
What's more, the fund also got nicked by its
above-average high-yield stake (another of its
distinguishing traits). All told, the fund was only
able to muster a 4.5% return in 2002, which landed
the fund in its group's bottom decile.  
     Despite this showing, there's good reason for
optimism here. Rodriguez boasts a remarkable
track record, posting top-quartile returns over the
trailing five- and 10-year periods. What's more, the
fund hasn't logged a calendar-year loss during his
nearly 20-year tenure, and volatility has been mild.
Though his penchant for iconoclasm can make for
the occasional rough patch, the fund has always
rebounded strongly in ensuing years. It remains a
compelling choice. 

Address: 11400 W. Olympic Boulevard Suite 1200
Los Angeles, CA 90064
800-982-4372

Web Address: www.FPAFunds.com
Inception: 04-01-69
Advisor: First Pacific Advisors
Subadvisor: None

NTF Plans: N/A

Minimum Purchase: $1500 Add: $100 IRA: $100
Min Auto Inv Plan: $1500 Add: $100
Sales Fees: 3.50%L
Management Fee: 0.50%
Actual Fees: Mgt:0.50% Dist: .
Expense Projections: 3Yr:$529 5Yr:$662 10Yr:$1050
Income Distrib: Quarterly

Total Cost (relative to category): Below Avg

FPA New Income Ticker Load NAV Yield SEC Yield Total Assets Mstar Category
FPNIX 3.50% $10.98 4.9% . $889 mil Intermediate-Term Bond

66 43 48 1 5 4 21 43

Investment Style
Fixed Income
Income Rtn %Rank Cat

Manager Change
Partial Manager Change

Fund Performance vs.
Category Average.

Quarterly Fund Return
+/- Category Average
Category Baseline

Performance Quartile
(within Category)

History1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 01-03

5

10

0

-5

-10

0

Historical Profile
Return
Risk
Rating

Average
Below Avg

Neutral

Portfolio Analysis 12-31-02
Date of Amount Value % Net

Total Fixed-Income:112 Maturity $000 $000 Assets

United States Treas Nts 01-15-07 197,955 214,379 19.71
France 3% 07-25-12 23,036 25,332 2.33
Qwest Capital Funding 5. 08-03-04 21,750 18,705 1.72
FHLMC 6.5% 10-25-24 18,153 18,448 1.70
Cke Restaurants 4.25% 03-15-04 19,000 17,955 1.65

Federal Natl  Mortgage A 11-25-19 16,933 17,629 1.62
FHLMC Corpmulticlass Mtg 07-15-26 14,683 14,920 1.37
Federal Home Loan Bk 06-24-09 14,500 14,573 1.34
FHLMC 6% 01-30-17 14,500 14,554 1.34
Federal Home Ln Mtg 06-15-09 14,015 14,489 1.33

FHLMC 7% 03-25-27 13,994 14,419 1.33
Government Natl Mtg Remi 12-20-29 11,789 13,371 1.23
Sanmina-Sci 4.25% 05-01-04 13,490 12,934 1.19
GNMA 8.5% 11-20-28 11,775 12,497 1.15
FHLMC 6.5% 01-25-28 11,880 12,151 1.12

Us West Capital Funding 07-15-05 15,400 12,012 1.10
Government Natl Mtg Assn 07-15-26 11,806 11,980 1.10
Abn Amro Mtg 01-25-32 11,751 11,927 1.10
FNMA 8% 02-01-32 10,487 11,457 1.05
GNMA 6.5% 08-20-25 11,304 11,423 1.05

Current Investment Style

1

1

Avg Eff Duration 1.6 Yrs
Avg Eff Maturity 2.5 Yrs
Avg Credit Quality AA
Avg Wtd Coupon 5.96%
Avg Wtd Price 96.64% of par
figure provided by fund

Duration
Short Int Long Quality

High
M

ed
Low

Special Securities

Restricted/Illiquid Secs 0
Exotic Mortgage-Backed 0
Emerging-Markets Secs 0
Options/Futures/Warrants No

Credit Analysis % bonds 12-31-02
US Govt 68
AAA 6
AA 0
A 0
BBB 2

BB 1
B 8
Below B 13
NR/NA 2

Sector Breakdown
US Treasuries 27 CMOs 0
GNMA mtgs 10 ARMs 0
FNMA mtgs 12 Other 30
FHLMC mtgs 21

Composition

Cash 25.7 Bonds 72.1
Stocks 0.0 Other 2.1

Coupon Range % of Rel
Bonds Cat

1.00=Category Average

0% PIK 0.3 0.1
0% to 6% 51.3 1.3
6% to 8% 33.6 0.7
8% to 10% 5.8 0.8
More than 10% 9.0 5.9

© 2003 Morningstar, Inc. 312-696-6000. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct,
complete or timely. Past performance is no guarantee of future performance. FI
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Faced with anemic money-market yields, 
many investors are desperately searching for a
way to boost the return of their cash invest-
ments. But investors face a Catch- of sorts:
They can either continue to park their cash 
in a money-market fund, collecting a paltry
yield, or they can move their cash into an ultra-
short or short-term bond fund, which typically
take on additional interest-rate and credit risk in
exchange for a higher payout.

Those risks are all too real these days. 
Many market-watchers argue that an economic
rebound is in the offing, which could push
short-term interest rates higher and erode 
the principal values of ultrashort and short-term
bond funds. And those investors who aren’t
fretting about the corrosive effects of rising
interest rates might be concerned about 
ultrashort and short-term bond funds’ exposure 
to credit risk. That’s because many such
offerings attempt to pick up additional yield by
dipping into mid-quality corporate debt.

Although we continue to believe that both
ultrashort and short-term bond funds make
sense for investors who can live with 
their relatively mild ups and downs, we believe 
that so-called stable-value funds present yet
another alternative to puny money-market
yields. These funds are currently available only
to retail investors who purchase them through
retirement accounts, such as s, (k)s,
(b)s, or Keogh plans, but we think they
make great sense for conservative types looking
to improve the performance of at least part of
the cash allocation in their retirement accounts.

How Stable-Value Funds Work

The goal of stable-value funds is straight-
forward. They aim to offer investors a 
stable , just as money-market funds do, 
while investing in longer-dated bonds that 

offer investors higher yields. How they accom-
plish that feat is anything but straightforward.

Like the managers of ultrashort and short-term
bond funds, stable-value managers oversee a
portfolio of short- to intermediate-term 
bonds. And while these portfolios are generally
composed of high-quality issues, they are
subject to the same risks as any bond portfolio.
Rising interest rates and credit concerns 
can cause the value of a portfolio to decline. 
And the occasional bankruptcy, however
uncommon among investment-grade issuers,
can cause the value of some of a portfolio’s
bonds to go to zero.

To combat the fluctuations that such a portfolio
experiences, stable-value funds employ the 
help of insurers. These insurers help keep the
fund’s  stable, typically at  per share,
regardless of how fluctuating interest rates or
credit problems affect the fund’s underlying
portfolio of bonds.

Is There Such a Thing as a Free Lunch?

The allure of these funds is obvious. Most 
sport yields north of % right now, and
investors can expect a stable-value fund’s 

to be  each and every day. So, it’s fair 
to ask, “What’s the catch?”

The short answer is that stable-value funds are
not as safe as traditional money-market funds. 
For starters, there is always the possibility that
the insurers who keep a fund’s  stable could
fail to meet their obligations. Such a scenario 
is unlikely, however, because the top-shelf
stable-value funds typically contract with several
high-quality insurers. And it’s worth keeping 
in mind that even if all the insurers backing 
a fund’s  failed, investors aren’t left penniless;
they still have rights to the underlying portfolio
of securities.

Another catch is that stable-value funds aren’t
immune from credit blowups. The insurers are
on the hook only to keep a fund’s  stable. It
is possible that a poorly managed portfolio of
bonds could have enough defaults to eat away at
the fund’s yield, making it an unattractive alter-
native to a traditional money-market fund. And
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Shining the Spotlight on 
Stable-Value Funds
A viable alternative to puny money-market yields?

Feature Bradley Sweeney



while the  is protected from rising rates, the
fund’s yield does not move in lockstep with 
the yield of the underlying portfolio. Indeed, a
stable-value fund’s yield will generally lag that 
of the underlying portfolio both when rates rise
and when they fall.

Finally, many stable-value offerings impose
redemption fees when investors go to withdraw
cash from their funds. Consequently, they
typically don’t offer the same degree of liquidity,
or ready access to one’s cash, as money-market
funds do. If you need to tap into your funds
frequently or in a hurry, a traditional money-
market fund is a better choice for you.

Stable-Value Fund Checklist

As with any bond fund, we urge interested
investors to shop around for a reasonably priced
offering. But as we mentioned earlier, the
management of a stable-value fund’s underlying
portfolio of bonds does affect the fund’s yield
and total return over time. And if all of a stable-
value fund’s insurers went belly-up, investors
would be left with that underlying portfolio of
bonds. So as with other bond funds, the 
quality of the personnel managing the fund is 
of crucial importance.

We recommend that investors look for the
following in a stable-value fund:

• A fund should contract with multiple, high-
quality insurers (insurers that carry at 
least an , or equivalent, rating from one of 
the major rating agencies).

• The preponderance of a fund’s assets should 
be in investment-grade bonds (at least %
of the portfolio should be in bonds rated 

or higher).

• The fund’s management team should have 
a record of producing returns that are compet-
itive with its stable-value peers’.

• Annual expenses should ring in at less 
than % per year, preferably less. Although they
are more expensive than run-of-the-mill 
bond funds, some stable-value funds do fall
within this range.

A few stable-value funds that fit all the 
above criteria are PBHG IRA Capital Preservation

PBCPX and Scudder Preservation Plus Income DBPIX. 
Both funds are well run by management 
teams that each oversee more than  billion 
in stable-value assets. That said, the PBHG
offering has a higher credit-quality focus 
and more liberal withdrawal rules than the 
Scudder offering. We think that comb-
ination of traits makes the PBHG fund a more
competitive money-market alternative for most 
investors. (Thus, we’ve added the fund to 
the FundInvestor  this month.)

Although stable-value portfolios have been an
option in many (k) plans since the s,
they are relatively recent entrants to the world of
mutual funds. Over time we hope to see more
such offerings, and enough competition to drive
down the expenses associated with owning 
these funds. œ
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Standard
Fund Name Yield* Deviation** Drawbacks

Short-Term Bond Category 3.87 2.22 Short-term bond funds sport the most interest-rate risk, and consequently, volatility of the bunch. 

Ultrashort Bond Category 3.76 1.67 Ultrashort bond funds take on less interest-rate risk than short-term funds, but they are still more volatile
than money-market funds.

PBHG IRA Capital Preservation Fund 4.44 0.30 Investors are subject to a 2% redemption fee on any shares held for less than 12 months.

Scudder Preservation Plus Income Fund 4.45 0.22 The fund can impose a 2% redemption fee for an indefinite period of time if rates rise dramatically.

Average Taxable Money Market Fund 0.77 0.17 The safest bet of the bunch also offers the readiest access to one’s cash, but current yields are paltry.

How Your Short-Term Options Stack Up 

*All yields are 12-month yields from Morningstar Principia, except for the average money-market yield, which is a seven-day yield from imoneynet.com. ** All standard deviations are from Morningstar Principia.
Morningstar Principia data as of Jan. 31, 2003. Imoneynet.com data as of March 4, 2003.



Conventional wisdom has it that socially
responsible investors have to pay a premium for
funds that invest according to their principles.
After all, goes the argument, shops that practice
socially responsible investing (SRI) have to
conduct values-based research in addition to
fundamental analysis. 

Unfortunately, that “wisdom” is borne out by
the price tag of the typical SRI fund. On aver-
age, the subgroup’s domestic-equity offerings
charge an additional  basis points in expenses
compared with their non-SRI counterparts. 
That difference may seem slight, but over time,
it erodes gains, accounting, at least in part, for
the underperformance of SRI funds over the very
long haul. It’s axiomatic: Fund performance 
is variable, but like death and taxes, the effects
of above-average expenses are painfully reliable. 

Fortunately, socially responsible types now 
have a worthy low-cost alternative. In 
May , Vanguard entered the SRI fray with
the Vanguard Calvert Social Index Fund VCSIX. 
Gus Sauter, Vanguard’s guru of index investing,

captains this large-growth offering, which 
rises and falls with the Calvert Social Index.
Launched in April , the market-cap-
weighted bogy culls - names from a
universe of the , largest U.S. companies.
Calvert applies its social criteria quarterly and,
among other things, aims to eliminate firms
with ties to tobacco, alcohol, casinos, or military
weaponry. On the positive side, the screens 
favor firms with above-average track records of
charitable giving and community involvement.

Calvert is one of the SRI industry’s largest 
asset managers, and it sports an impressive 
track record of shareholder advocacy. 
For value-conscious investors, the fund’s most
eye-catching trait is a Vanguard hallmark: 
an exceptionally low price tag. Indeed, 
its expense ratio shaves just .% annually off

shareholders’ returns. Among SRI offerings,
that’s about as cheap as they come. 

And for socially responsible investors in search
of a core holding, we also think it’s one of the
best. Admittedly, the fund’s absolute returns are
dismal. It was launched just after the market
started to crater, and through Feb. , , the
fund has posted an annualized loss of .%.
That stings, of course, but on a relative basis, 
the offering shines, besting more than two thirds
of the large-growth category over the period. 

There are caveats, however. Owing to concerns
about environmental impact, the fund tends not
to invest much in companies from the utilities
and energy sectors. Conversely, tech names
generally are well-represented, and that gives the
portfolio a growth slant. These characteristics
may limit this offering’s appeal for those seeking
a plain-vanilla core fund. 

Nonetheless, we think the fund warrants a 
close look. Its price multiples have generally been
below large-growth norms, buoying returns
during the bear market. And having indexing
ace Sauter at the helm is another real asset.
Finally, there is the tremendous advantage of the
fund’s expense ratio. In addition to debunking
conventional wisdom, that rock-bottom 
price tag gives the fund a leg up on its rivals and
should keep returns competitive over time. œ
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Vanguard Calvert Social Index
Disproving the notion that socially responsible
investing has to cost more.

Hidden Gems   Shannon Zimmerman

Shannon
Zimmerman 
Fund Analyst

What is a Hidden Gem?
While a handful of big fund
companies garner most
investors' attention, plenty 
of fund managers have 
achieved noteworthy success 
at small, undiscovered funds. 
Each month, we spotlight 
one of these Hidden Gems 
that we think is worthy 
of investors' consideration.

Vanguard Calvert Social Index

2001 2002 2003 (YTD)

Sector data as of December 31, 2002. All other data as of February 28, 2003.

Category Star Rating Sales Charge Assets Expense Ratio 
Large Growth N/A None $98 mil 0.25%

Top Three Sectors  Management (Tenure, Years) 
a Fin. Svcs. 29.0% i Health Care 19.4% t Hardware 15.0% George U. Sauter (2.9)

•Vanguard Calvert Social Index

•Large Growth
Return %
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Warren Lammert’s departure from Janus

Mercury JAMRX, a holding in our Wealth Maker
Portfolio, prompted us to give our commitment
to the fund a hard look. Ultimately, we decided
to hang on until we see further evidence of 
how the fund is shaping up under new manager
David Corkins. Read on for the details of how
we arrived at our decision.

An Upgrade?

On the surface, Corkins’ taking over for
Lammert would appear to be a change for the
better. Lammert shot out the lights at 
Mercury shortly after the fund’s inception in
 and during the late s, but the 
fund had always been a streaky performer on 
his watch. Following huge gains in  and
, it sputtered to three years of double-digit
losses during the bear market. Particularly
troubling was that Mercury didn’t bounce much
during growth stocks’ few rallies over the 
past few years. 

Corkins’ record at Janus Growth & Income

JAGIX has been far more consistent. On his 
watch, the fund managed to run with the bulls
in the late s without losing all of its 
gains in the ensuing bear market. Unlike many
of his colleagues at Janus (Lammert included),
Corkins was quick to rein in the fund’s exposure
to pricey growth stocks in . (Growth 
Income’s most recently available portfolio lands
in the large-blend square of our style box.)
Additionally, Corkins has always built smaller
positions than other Janus managers, and has
typically held some cash and bonds in Growth 
Income to help mute volatility and meet the
fund’s income mandate. Those qualities helped
the fund hold up far better than the typical
large-growth fund over the past three years.

The Rub

Despite Corkins’ adept maneuvering, we bought
Mercury to give our portfolio exposure to large-

growth stocks. Will the fund deliver that kind 
of exposure under the new skipper’s watch?
Early indications are mixed. On the plus side,
Corkins served as Mercury’s assistant portfolio
manager for three years under Lammert in 
the late s, so he’s well acquainted with the
demands of running an aggressively positioned
growth fund. Corkins also recently told us 
that he doesn’t plan to radically reposition
Mercury, and the fund will remain one of Janus’
most “risk-tolerant” offerings. Toward this 
end, he’ll build larger positions than he does at
Growth  Income, and he’ll also make some
shorter-term speculative plays. That’s fine with
us: Because the Wealth Maker is anchored by
well-diversified index funds, we don’t mind a bit 
of additional volatility in this fund if it means
greater upside potential. 

Less to our liking is Corkins’ assertion that he’ll
take advantage of the fund’s flexible mandate to
dip into mid-caps and smaller large caps. That’s
fine in and of itself, but we bought Mercury
with the assumption that it would give us large-
cap exposure. Should Corkins travel down the
market-cap ladder, our overall portfolio could
miss the boat in a strong period for large-growth
stocks. Corkins’ workload is another concern.
Will he really have time to run two  billion
portfolios with distinctly different flavors?

Bottom Line

In the end, we decided to stick with Mercury
until we have a better sense of how Corkins 
will position the fund. We also had a tough time
identifying alternative large-growth managers
whose records could compete with Corkins’.
Most of the other strong-performing managers
in the group, like Corkins, use somewhat 
tame, valuation-conscious approaches. We’ll still
be watching Mercury closely in the coming
months, however. Should it become apparent
that the fund is not fulfilling its intended role as
our portfolio’s large-growth holding, we’ll 
pull the plug. œ

Decision Time at Janus Mercury
Assessing the Wealth Maker’s large-growth exposure.

Morningstar FundInvestor Portfolios Christine Benz

Christine Benz 
Editor of 
Morningstar
FundInvestor

What are Morningstar 
FundInvestor Portfolios?

Our three portfolios are
designed to suit investors 
with a variety of goals 
and time horizons. You may
want to adjust your allocation 
to each asset class to suit 
your needs, however. 
We'll track our performance
and offer commentary in 
each month's issue.

Want to find out about changes to the Morningstar Fund Portfolios
between issues of Morningstar FundInvestor? Sign up for our e-mail
alert service at www.morningstar.com/fundinvestor/e-mails.
We’ll let you know what fund(s) we traded, and why, within 24 hours
of any transaction.

Sign Up for Free Portfolio E-Mail Alerts
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Performance Wrapup

Our portfolio slightly underperformed its
blended benchmark during February. Artisan

International ARTIX was our portfolio’s biggest
negative, badly lagging its benchmark,
Vanguard Total International Stock Market VGTSX,
during the month. Our domestic-stock
portfolio stayed neck and neck with its bogy,
Vanguard Total Stock Market Index VTSMX. Our
best-performing equity holding during the
month was one of last year’s laggards, ICAP

Select Equity ICSLX, while our small-growth fund,
Bogle Small Cap Growth BOGLX, was the biggest
detractor from our domestic-equity portfolio’s
performance in a market that favored large,
liquid stocks.

On the plus side, our new bond position,
Western Asset Core WATFX, came on strong in
February, as its overweighting in corporate
bonds was a huge plus. For a closer look at the
fund and why we like it, see Brad Sweeney’s
profile of it on Page .

Notable Fund Developments 

As noted above, Artisan International continues
to struggle: For the trailing one-year period, 
the fund lands in the lower reaches of the
foreign-stock group. Manager Mark Yockey has
maintained a sizable position in financial
stocks, particularly insurers, many of which
have foundered in recent months. The fund has
also suffered from sins of omission. Technology
stocks have led global markets’ brief rallies 
over the past six months, but the fund has held
next to nothing in the sector. Manager 
Mark Yockey isn’t inclined to dramatically
overhaul the portfolio, however; in fact, he even
added to financial holdings like Allianz and
Munich Re on weakness earlier in the year. œ
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Aggressive Wealth Maker
Our stock-heavy portfolio slides along with the equity
market in February.

11-01 1-02 3-02 5-02 7-02 9-02 11-02 01-03

Growth of $100,000

115,000

100,000

85,000 
85000

100000

115000

Portfolio Holdings/Performance

Portfolio Goal 
Capital Appreciation

Return/Risk Profile
Higher Return/Higher Risk 

Target Allocation
85% Stocks/15% Bonds

Target Time Horizon 
10 to 20 Years

% Net 1 Month Return % Since
Fund Name Value ($) Assets Return (%) 11-01 Incept

Aggr Wlth Maker Portfolio $82,932

Aggr Wlth Maker Benchmark
1
$86,657

Harbor Capital Appreciation HACAX 16,115 19.43 -1.52 -22.78

Western Asset Core WATFX 13,278 16.01 1.72 N/A

Artisan International ARTIX 11,476 13.84 -4.75 -18.08

Oakmark I OAKMX 9,038 10.90 -1.71 -7.26

Selected American SLASX 8,746 10.55 -2.01 -9.50

ICAP Select Equity ICSLX 8,173 9.86 -1.33 -13.95

Turner Midcap Growth TMGFX 7,140 8.61 -1.42 N/A

Third Avenue Small-Cap Value TASCX 4,637 5.59 -1.53 -5.46

Bogle Small Cap Growth Inv BOGLX 4,329 5.22 -2.74 -10.18

Aggressive Wealth Maker Portfolio 82,932 100.00 -1.59 -13.03

Aggressive Wealth Maker Benchmark
1

86,657 — -1.33 -10.12

•
•

1 Aggressive Wealth Maker Benchmark consists of 70% Vanguard Total Stock Market Index, 15% Vanguard Total Bond Market 
Index, and 15% Vanguard Total International Stock Market Index. 

Portfolio Investing Style

Value Blnd Grwth

Large

Med

Small

Short Intrm Long

High

Med

Low

•
•
•
•
•

Cash 5.66
US Stock 61.63
Non-US Stock 17.12
Bonds 12.76
Other 1.96

Equity Style (%)Asset Allocation (%) Fixed Income Style (%)

Sector Weightings % (+/– Vanguard Total Stock Market)

22 24 23

5 7 9

3 4 4

100

Info 19.3 (–0.6)

Software 2.5 (–1.4)
Hardware 9.0 (+1.0)
Media 5.7 (+2.0)
Telecom 2.2 (–2.2)

h

r

t

y

u

Service 52.6 (+3.4)

Healthcare 12.5 (–0.9)
Consumer 12.0 (+3.8)
Business Svc. 5.0 (–0.1)
Financial 23.1 (+0.7)

j

i

o

p

a

Manufact. 28.1 (–2.8)

Cons. Goods 11.4 (+0.5)
Industrial 10.0 (–0.9)
Energy 6.0 (–0.1)
Utilities 0.7 (–2.3)

k

s

d

f

g
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Performance Wrapup

Our portfolio underperformed its blended
benchmark by a slight margin in February, with
the domestic-stock, international-stock, and
bond sleeves of our portfolio all trailing 
their respective index-fund bogies. Vanguard

500 Index VFINX was our portfolio’s best 
domestic-equity performer for the month.
Although it lost money in February, like all of
our stock funds, its mega-cap bias was a 
plus in a jittery market that favored blue chips. 
On the flip side, Westport Select Cap WPSRX

struggled due to its focus on small caps. 
Tweedy, Browne Global Value TBGVX, our foreign-
stock holding, fell behind its benchmark 
due to its emphasis on developed-markets
issues; emerging-markets names fared relatively
better during the month.

The Wealth Maker is also a touch behind its
blended benchmark since its inception in
November . Metropolitan West Total Return

Bond MWTRX has been the biggest negative for 
our portfolio over its life. Owing to big
positions in troubled credits, the fund badly
underperformed its bond benchmark, Vanguard

Total Bond Market Index VBMFX, in .

Notable Fund Developments 

Janus Mercury’s JAMRX longtime manager, Warren
Lammert, stepped down from the fund at the
end of February, and will leave the firm
altogether in late March. A Janus press release
said Lammert will be leaving to pursue “an
investment-management opportunity outside
the fund industry.” (In fund-company speak,
that usually means the manager’s leaving to run
a hedge fund.) In the wake of Lammert’s
departure, we’ve decided to hang on to the fund
until we have a better sense of how new
manager David Corkins will position it. (For a
detailed look at the thinking behind our
decision to hold on, see Page .) œ
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Portfolio Holdings/Performance

Vanguard Total Bnd Market Index VBMFX 24,374 26.83 1.38 5.92

Vanguard 500 Index VFINX 19,788 21.79 -1.52 -14.68

Oakmark I OAKMX 13,557 14.93 -1.71 -7.26

Janus Mercury JAMRX 11,223 12.36 -1.65 -19.43

Metropolitan Wst Total Ret Bnd MWTRX 8,740 9.62 0.90 -1.08

Tweedy Browne Global Value TBGVX 8,563 9.43 -2.86 -10.91

Westport Select Cap R WPSRX 4,587 5.05 -3.82 -6.22

Wealth Maker Portfolio 90,833 100.00 -0.82 -6.91

Wealth Maker Benchmark
1

91,499 — -0.67 -6.40

% Net 1 Month Return % Since
Fund Name Value ($) Assets Return (%) 11-01 Incept

Morningstar FundInvestor Portfolios Christine Benz

Wealth Maker
Stocks’ ongoing slide hampers our moderate portfolio
in February.

Growth of $100,000

110,000

100,000

90,000

Portfolio Goal 
Appreciation/Preservation

Return/Risk Profile
Med Return/Med Risk 

Target Allocation
65% Stocks/35% Bonds

Target Time Horizon 
5 to 10 Years

•
•

Wealth Maker Portfolio $90,833

Wealth Maker Benchmark
1

$91,499

1 Wealth Maker Benchmark consists of 55% Vanguard Total Stock Market Index, 35% Vanguard Total Bond Market Index, 
and 10% Vanguard Total International Stock Market Index. 

Portfolio Investing Style

Cash     4.96
US Stock    49.67
Non-US Stock     8.61
Bonds    36.11
Other     0.51

Value Blnd Grwth

Large

Med

Small

Short Intrm Long

High

Med

Low

•
•
•
•
•

Cash 4.86
US Stock 51.26
Non-US Stock 8.37
Bonds 33.83
Other 1.53

Equity Style (%)Asset Allocation (%) Fixed Income Style (%)

Sector Weightings % (+/– Vanguard Total Stock Market)

21 26 24

4 9 7

3 3 2

74

26

Info 22.0 (+2.0)

Software 3.4 (–0.6)
Hardware 5.0 (–3.0)
Media 11.7 (+7.9)
Telecom 1.9 (–2.4)

h

r

t

y

u

Service 50.9 (+1.6)

Healthcare 16.3 (+2.9)
Consumer 10.2 (+1.8)
Business Svc. 6.0 (+0.9)
Financial 18.3 (–4.1)

j

i

o

p

a

Manufact. 27.1 (–3.5)

Cons. Goods 11.1 (+0.3)
Industrial 9.5 (–1.3)
Energy 4.6 (–1.5)
Utilities 2.0 (–1.0)

k

s

d

f

g
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Performance Wrapup

Our portfolio slightly trailed its blended
benchmark in February. On the bond side 
of the portfolio, Vanguard Inflation-Protected

Securities VIPSX continued to shoot out the 
lights, but the rest of our fixed-income holdings 
lagged our bond benchmark, Vanguard Total

Bond Market Index VBMFX. Northeast Investors

NTHEX, our high-yield holding, was a particularly
weak link. Although it thrived in ’s tough
market for junk bonds, it hasn’t bounced as
much as its peers during the recent high-yield
rally. On the stock side, ABN AMRO/Montag &

Caldwell Growth MCGFX held up quite well in 
a market that favored large-growth stocks, but 
T. Rowe Price Equity-Income PRFDX and Selected

Special SLSSX looked less sharp. Only the foreign-
stock piece of our portfolio, Julius 

Baer International Equity BJBIX, managed to beat
its benchmark for the month.

Many of the same trends have prevailed since
our portfolio launched in May . In general,
our bond-heavy portfolio’s exposure to 
high-yield and short-term credits has detracted
from performance in an environment that has
favored high-quality, long-term bonds. In 
all, our portfolio is behind its benchmark by 
a slight margin since its launch in May .
T

Notable Fund Developments 

T. Rowe Price Equity-Income was apparently
socked by its holdings in SBC Communications

SBC and Verizon Communications VZN in late
February. That’s when the Federal Communica-
tions Commission upheld current regulations
forcing regional Bell operating companies like
SBC and Verizon to lease their lines to 
telecommunications upstarts at cheap rates.
Both stocks, which numbered among the
T. Rowe fund’s top- holdings at the end of
, fell sharply on the news. œ
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Portfolio Holdings/Performance

1 Wealth Keeper Benchmark consists of 65% Vanguard Total Bond Market Index, 30% Vanguard Total Stock Market Index, 
and 5% Vanguard Total International Stock Market Index.

% Net 1 Month Annualized Ret%
Fund Name Value ($) Assets Return (%) Since 5-02 Incept

Dodge & Cox Income DODIX 27,312 28.22 1.01 9.25

Vanguard Total Bnd Market Index VBMFX 15,528 16.04 1.38 8.18

ABN AMRO/Mntg & Cldwll Grth N MCGFX 12,604 13.02 -1.05 -21.37

T. Rowe Price Equity-Income PRFDX 10,508 10.86 -3.38 -19.17

Fidelity Short-Term Bond FSHBX 10,011 10.34 0.85 N/A

Northeast Investors NTHEX 7,149 7.39 -0.14 -4.68

Selected Special SLSSX 6,156 6.36 -2.52 -24.18

Vanguard Inflation-Protected Secs VIPSX 4,107 4.24 3.69 16.15

Julius Baer International Equity A BJBIX 3,419 3.53 -2.14 -14.52

Wealth Keeper Portfolio 96,796 100.00 -0.03 -3.17

Wealth Keeper Benchmark
1

97,389 — 0.30 -2.61
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Wealth Keeper
Our bond-heavy portfolio generates mixed results 
in February.

Portfolio Goal 
Preservation/Income

Return/Risk Profile
Lower Return/Lower Risk 

Target Allocation
35% Stocks/65% Bonds

Target Time Horizon 
5 Years

Portfolio Investing Style

5-02 7-02 9-02 11-02 1-03

Value Blnd Grwth

Large

Med

Small

Short Intrm Long

High

Med

Low

•
•
•
•
•

Cash 9.23
US Stock 28.36
Non-US Stock 4.03
Bonds 55.20
Other 2.99

Equity Style (%)Asset Allocation (%) Fixed Income Style (%)

Sector Weightings % (+/– Vanguard Total Stock Market)

17 32 22

6 14 5

1 1 1

72

16

12

Growth of $100,000

110,000

100,000

Wealth Keeper Portfolio $96,796

Wealth Keeper Benchmark
1

$97,389
•
•

Info 18.9 (–1.3)

Software 3.1 (–1.1)
Hardware 5.7 (–2.4)
Media 5.8 (+2.0)
Telecom 4.4 (+0.3)
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Service 40.9 (–8.7)
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Consumer 7.2 (–1.4)
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Financial 13.9 (–8.4)
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Manufact. 37.8 (+7.7)

Cons. Goods 17.9 (+7.3)
Industrial 10.7 (+0.1)
Energy 7.6 (+1.5)
Utilities 1.7 (–1.3)
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At the end of January, the Treasury Department
announced three new savings plans that 
could radically change how Americans save. 
In general, the plans simplify the alphabet soup
of existing savings vehicles and enable you 
to shelter more of your savings from taxes than
you are able to do right now.

Congress hasn’t signed off on these proposals, 
so it’s too soon to make any adjustments 
to your savings program to fit with the new
plans. And the proposals are bound to generate
plenty of debate. One of the key criticisms 
is that because the plans allow you to shelter 
a lot more from taxes than you can now, 
down the road the government will have much
less revenue at the very time Baby Boomers are
retiring and need more services such as Social
Security and Medicare. 

Meanwhile, some critics assert that the
government could have to levy a different kind
of tax to pay for all of these savings incentives.
The idea of a consumption tax—where you 
pay taxes whenever you spend your money—
may not be that far away. Such a tax would
impose a greater burden on lower-income
earners, who spend most of their wages to meet
their basic needs, than it would on those in
higher income brackets.

One thing is for certain: Planners will be 
poring over these proposed changes to see what
opportunities arise. Once the proposals are
finalized, there will undoubtedly be a flurry of
activity as individuals rethink how to plan 
for their futures.

To learn more about the proposed plans, go to
http://www.ustreas.gov/press/releases/kd3816.htm
In this month’s column, we’ll discuss some of
the key features of the new plans, as well as 
their implications for existing savings vehicles.

Lifetime Savings Accounts

Basically, the Lifetime Savings Account () 
is a piggy bank with Roth  characteristics.
Anyone, regardless of income level, could
contribute up to , per year to an . In
fact, if you’re feeling generous, you could also
contribute up to , a year to other people’s
s. Just think about the possibilities for 
grandparents saving on behalf of grandchildren!

You won’t get a tax deduction for contributing
to the Lifetime Savings Account, but when 
you pull money out—for any purpose—it will
all be tax-exempt. There’s no five-year waiting
period. You don’t have to be age  /. 

Under the existing proposal, you would have
until the end of  to convert Archer 
Medical Savings Accounts (primarily for small
businesses), Coverdell Education Savings
Accounts (the former Education s), and
Qualified State Tuition Plans ( plans) 
into an . You would also be able to transfer
all taxable accounts (savings, checking, 
and brokerage) into an , and all future
withdrawals would be tax-free. For most
investors, this would amount to a far greater 
tax savings than they would see if the 
dividend tax were repealed.

Lifetime Savings Accounts could also give 

plans a run for their money. Both vehicles allow
savings to grow tax-exempt, and s may 
also result in state tax breaks for contributions
depending on the plan you invest in. (At this
point it is unclear how states would handle 

contributions.) The biggest advantage of the
proposed s over s, however, is that you
don’t have to use the money in the  for
education expenses only. So if your child doesn’t
go to college or doesn’t need all the money 
you had earmarked for his or her education, you
could use the money for another purpose
without paying a % penalty.  

Retirement Savings Accounts

In last month’s issue of FundInvestor, we talked
about all the different types of  accounts
available. Under the Bush administration’s
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Sizing Up the New Savings Plans
These three plans could change the way you think about
saving for retirement—and everything else.

Portfolios & Planning Sue Stevens 

Sue Stevens, 
CFP, CFA, CPA
Director
of Financial 
Planning 

Sue Stevens has been named
one of the top 250 financial
planners in the U.S. by Worth
magazine for the past two years. 
Prior to joining Morningstar, Sue
worked for The Vanguard Group
and a major tax/accounting firm.


