The 15 Best Funds
To Complete Your
Comebhack



FOREIGN FUNDS

It may have been the roughest
five years in mutual fund
history, but some managers
still delivered double-digit

returns.

IVE YEARS HAS LONG BEEN AN INDUStry standard

for measuring mutual fund investments, and the

most recent five, of course, have not been pretty.

The worst year was clearly 2008, when more than
nine out of 10 funds lost money, and in most cases quite a bit.
The more distressing statistic: In the past five years the aver-
age annual return for all mutual funds was barely 2 percent,
even less than the rate of inflation. But numbers like these
don’t quite ring a bell for investors who have stuck with a $1.4
billion fund run by a father-and-son team in the foothills of Aus-
tin, Texas. Named after the family, the Yacktman fund tries to be
contrarian, buying out-of-favor stocks on the cheap. And it’s paid
off, returning an eye-popping 40 percent over the past five years,
a $4,000 return ona $10,000 investment. A $10,000 investment
made a decade ago would be worth more than $30,000 now. “I’'m
not saying it to brag, but I feel good about what we’ve done,”
says the father, Don Yacktman.

For better or for worse, millions of Americans have staked
their financial future on mutual funds, socking away their sav-
ings in everything from 401 (k) plans to Roth IRAs. Now, five
years into one of the industry’s toughest periods, they are coming
away with a valuable lesson: Instead of picking just any fund,
investors need some criteria for finding the strongest and savvi-
est fund managers. Over the past few years, fund managers have
had to figure out how to take advantage of or simply dodge some

of Wall Street’s wildest swings. “When you talk to managers and S

see how they made changes quarter to quarter, year over year,
you can see which ones played the game really well,” says Dave
Hintz, head of U.S. equities for Russell Investments, a firm that
analyzes mutual fund performance.

Market watchers say that if the past few years have taught
us anything, it’s that many managers can’t handle extreme mar-
ket environments. And very few funds returned much more than
investors would have earned by simply holding a broad stock
market index. In a recent study, business professors Eugene Fama
and Kenneth French found that from 1984 to 2006, even most
funds that notched gains didn’t earn enough to justify their fees.
So, many experts say that when a mutual fund provides world-
beating returns over time, investors should take notice. “You
become worth your salt when markets go down,” says Michael
D. Cohn, chief investment officer of the Global Arena Investment
Management, a financial-planning firm.

By Daren Fonda, Reshma Kapadia
and Russell Pearlman
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Each year, SMARTMONEY compiles a list of the best of the best
in the $11 trillion fund industry. We’ve highlighted as few as five
and as many as 100. This year we used a fund’s five-year track
record as the primary hurdle. That time frame shows how manag-
ers have dealt with all the financial gyrations since 2005. We also
wanted funds that most can afford to buy (no $1 million minimum
investments) and that aren’t too expensive to own (no big load or
management fees). Using data from Morningstar, we identified 15
of the best mutual funds. Most hold at least some U.S. stocks, but
many own more-exotic assets such as bonds that fund schools in
Texas. Whatever they buy, the managers of these funds have done
well for investors in trying times.
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FOREIGN FUNDS

The market crash wiped out almost
a decade of gains for many foreign
stock funds. But some were steady
growers when times were good in the

middle of the decade and rebounded

well in 2009.

ITSOUNDS RIDICULOUS, a manager of foreign stocks not allow-
ing his fund to invest in two of the fastest-growing economies on
earth. But Jim Moffett, manager of the $5.1 billion Scout Inter-
national fund, has held that stance on Chinese and Russian firms
ever since he started it, nearly two decades ago. Moffett says a
lack of legal rights for shareholders is more than enough to keep
him away. Some fund shareholders might grumble at his rule, but
they can’t complain much about the fund’s performance, up an
average 8.8 percent a year for the past five years, twice the annual
return for global stocks over the same period.

That Moffett, 68, even invests in foreign stocks is something
of an accident. Back in the early 1990s, he was happily running
U.S.-focused stock accounts in Kansas City, Mo., when one of his
clients asked him if he knew anything about international stocks.
Moffett, whose thesis at Harvard was on 19th-century relations
between England and Argentina, admitted he didn’t, but he was
intrigued. He gradually added foreign stocks that traded on U.S.
stock exchanges to his portfolios. In 1993, Moffett’s bosses told
him to start an internationally focused fund. A $10,000 invest-
ment in Moffett’s fund when it started would be worth more than
$40,000 now.

Moffett and his team of six analysts start by looking for regions
in which to invest, picking up much of their initial information
from The Economist and other mainstream publications. From
there, Moffett’s team separates “real countries versus the banana

republics,” then digs around for companies. The fund still relies
on foreign stocks that trade as American depositary receipts on
U.S. stock exchanges, although it occasionally invests in U.S.-based
companies like Mettler-Toledo International, a medical instruments
firm with more than two-thirds of its sales outside the U.S.

The fund doesn’t have large positions in any one firm, a risk-
limiting strategy that can also limit returns if one or two stocks soar.
These days it owns several finance-related firms. HSBC Holdings and
Australia & New Zealand Banking are top holdings. An improving
global economy means higher profits for banks, Moffett says. He
admits there are still trouble spots, but the banks he has bought have
less competition than they did a few years ago. He’ll buy banks only
in areas where banking regulations are tightly enforced.

RUNNERS-UP

SCOUT INTERNATIONAL (UMBWX)
MANAGERS: JIM MOFFETT AND

GARY ANDERSON

ASSETS: $5.1 BILLION

EXPENSES PER $10,000: $102
MINIMUM INVESTMENT: $1,000
5-YEAR AVG. ANNUAL RETURN: 8.8%
10-YEAR AVG. ANNUAL RETURN: 4.9%
QUICK TAKE: Holds large-cap stocks
and sticks mainly to developed markets
such as Western Europe and Japan.

THORNBURG INTERNATIONAL
VALUE (THGCX)

MANAGERS: WILLIAM FRIES AND
WENDY TREVISANI

ASSETS: $17.6 BILLION

EXPENSES PER $10,000: $200
MINIMUM INVESTMENT: $5,000
5-YEAR AVG. ANNUAL RETURN: 7.9%
10-YEAR AVG. ANNUAL RETURN: 6.4%
QUICK TAKE: Invests in a blend of large
growth and value stocks.

COLUMBIA ACORN

INTERNATIONAL (ACINX)

MANAGERS: P. ZACHARY EGAN AND LOUIS
MENDES

ASSETS: $4.6 BILLION

EXPENSES PER $10,000: $96

MINIMUM INVESTMENT: $2,500

5-YEAR AVG. ANNUAL RETURN: 10.8%
10-YEAR AVG. ANNUAL RETURN: 5.4%
QUICK TAKE: Scours markets for small and
midsize overseas companies growing fast.
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