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Heartland Advisors, Inc. (―Heartland Advisors‖).  This Statement of Additional Information 

(―SAI‖) relates to the Funds, each of which has a distinct investment objective and program. 

This SAI is not a prospectus, but provides you with additional information that should be 

read in conjunction with the Prospectus for the Funds, dated May 1, 2012.  You may obtain a 

free copy of the Funds’ Prospectus and an account application by contacting the distributor of the 

Funds, ALPS Distributors, Inc. (the ―Distributor‖), at the street or website address, or at the 

telephone number, listed above for Heartland Group, Inc. 

The financial statements of the Funds and the report of the independent registered public 

accounting firm thereon are incorporated by reference into this Statement of Additional 

Information from the Funds’ Annual Report to Shareholders for the year ended December 31, 

2011.  See ―Financial Statements.‖ 
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INTRODUCTION TO THE FUNDS 

Each member of the Heartland family of funds is a separate series of Heartland Group, 

Inc., a Maryland corporation formed in 1986 and registered as an open-end, management 

investment company under the Investment Company Act of 1940, as amended (the ―1940 Act‖).  

Each Fund is a diversified fund and has a distinct investment objective and program.  

The Heartland Select Value Fund commenced operations on October 11, 1996.  The 

Heartland Value Plus Fund commenced operations on October 26, 1993.  The Heartland Value 

Fund commenced operations on December 28, 1984.   

INVESTMENT OBJECTIVES AND POLICIES OF THE FUNDS 

Heartland Select Value Fund 

The Heartland Select Value Fund seeks long-term capital appreciation.  The Fund invests 

primarily in common stocks whose current market prices, in Heartland Advisors’ judgment, are 

undervalued relative to their intrinsic value.  Heartland Advisors uses its strict value criteria to 

identify what it believes are the best available investment opportunities for the Fund.  The Fund 

invests in companies of all sizes, although the companies in which the Fund invests normally 

have market capitalizations in excess of $500 million at the time of purchase. The median market 

capitalization of the Fund is expected to fluctuate over time depending on Heartland Advisors’ 

perceptions of relative valuations, future prospects and market conditions. 

As the Fund invests in a limited number of stocks (generally 40 to 60), a change in the 

value of any single holding may have a more pronounced effect on the Fund’s net asset value 

and performance than would be the case if it held more positions.  This generally will increase 

the volatility of the Fund’s share price and investment return. 

To pursue its objective, the Fund may also invest in debt securities, although under 

normal market conditions the Fund will not invest more than 10% of its assets in such securities.  

The Fund may invest in other securities, including preferred stocks, warrants, convertible 

securities, foreign securities and cash equivalents.  There are no credit quality limitations on the 

convertible or debt securities in which the Fund may invest.  Although not a principal investment 

strategy, the Fund may utilize other investments and investment techniques from time to time 

which may impact Fund performance, including options, futures and other structured 

transactions.  The Fund is limited to 5% of net assets for initial margin and premium amounts on 

futures positions considered speculative under regulations of the Commodities Futures Trading 

Commission (―CFTC‖). 

Under adverse market, economic, political or other conditions, including conditions when 

Heartland Advisors is unable to identify attractive investment opportunities, the Fund may 

temporarily invest, without limitation, in liquid reserves such as money market instruments, 

certificates of deposit, commercial paper, short-term corporate debt securities, variable rate 

demand notes, U.S. Government securities and repurchase agreements.  Temporary investments 

in liquid reserves are not required, and may not be possible because of market conditions.  Such 

investments also might prevent the Fund from achieving its investment objective, and from 

participating in market advances or declines to the same extent that it would if the Fund 

remained more fully invested. 
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In pursuing its objective, the Fund may, from time to time, use its ownership interest in a 

portfolio company to seek to change or influence control of the company’s management.  The 

Fund also may employ the investment techniques described in its Prospectus and in the sections 

of this SAI titled ―Types of Securities‖ and ―Portfolio Management Strategies.‖  The Fund’s 

investment objective may be changed with the approval of the Board of Directors and notice to 

shareholders, but without shareholder approval. 

Heartland Value Plus Fund 

The Heartland Value Plus Fund seeks long-term capital appreciation and modest current 

income.  The Fund invests primarily in a limited number of equity securities of smaller 

companies selected on a value basis.  The Fund generally invests in dividend-paying common 

stocks.  The Fund primarily invests in companies with market capitalizations between $250 

million and $4 billion at the time of purchase. 

The Fund invests in a limited number of stocks (generally 40 to 70).  Therefore, a change 

in the value of any single holding may have a more pronounced effect on the Fund’s net asset 

value and performance than would be the case if it held more positions.  This generally will 

increase the volatility of the Fund’s share price and investment return. 

To pursue its objective, the Fund may also invest in debt securities, although under 

normal market conditions the Fund will not invest more than 10% of its assets in such securities.  

The Fund may invest in other securities, including preferred stock, warrants, convertible 

securities, foreign securities and cash equivalents.  There are no credit quality limitations on the 

convertible or debt securities in which the Fund may invest.  Although not a principal investment 

strategy, the Fund may utilize other investments and investment techniques from time to time 

which may impact Fund performance, including options, futures and other structured 

transactions.  The Fund is limited to 5% of net assets for initial margin and premium amounts on 

futures positions considered speculative under regulations of the CFTC. 

Under adverse market, economic, political or other conditions, including conditions when 

Heartland Advisors is unable to identify attractive investment opportunities, the Fund may 

temporarily invest, without limitation, in liquid reserves such as money market instruments, 

certificates of deposit, commercial paper, short-term corporate debt securities, variable rate 

demand notes, U.S. Government securities and repurchase agreements.  Temporary investments 

in liquid reserves are not required, and may not be possible because of market conditions.  Such 

investments also might prevent the Fund from achieving its investment objective, and from 

participating in market advances or declines to the same extent that it would if the Fund 

remained more fully invested. 

In pursuing its objective, the Fund may, from time to time, use its ownership interest in a 

portfolio company to seek to change or influence control of the company’s management.  The 

Fund also may employ the investment techniques described in its Prospectus and in the sections 

of this SAI titled ―Types of Securities‖ and ―Portfolio Management Strategies.‖  The Fund’s 

investment objective may be changed with the approval of the Board of Directors and notice to 

shareholders, but without shareholder approval. 

The Heartland Value Plus Fund is closed to certain new investors. Please see the 

Prospectus for new account eligibility criteria.  
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Heartland Value Fund 

The Heartland Value Fund seeks long-term capital appreciation through investing in 

small companies.  The Fund invests primarily in common stocks of small companies with market 

capitalizations of less than $1.5 billion selected on a value basis, and may invest a significant 

portion of its assets in micro-capitalization companies, i.e., those with market capitalizations of 

less than $300 million at the time of purchase.  

Investing in equity securities of smaller companies involves a higher degree of risk than 

investing in the securities of larger companies.  The prices of securities of smaller companies 

generally are more volatile than those of larger companies, they generally will have less market 

liquidity, and they may be more likely to be adversely affected by poor economic or market 

conditions.  These risks generally increase as the size of the companies decrease.   

To pursue its objective, the Fund may also invest in debt securities, although under 

normal market conditions the Fund will not invest more than 10% of its assets in such securities.  

It may invest in other securities, including equity securities of larger companies, preferred stocks, 

warrants, convertible securities, foreign securities and cash equivalents.  There are no credit 

quality limitations on the convertible or debt securities in which the Fund may invest.  The Fund 

may utilize other investments and investment techniques from time to time which may impact 

Fund performance, including options, futures and other structured transactions.  The Fund is 

limited to 5% of net assets for initial margin and premium amounts on futures positions 

considered speculative under regulations of the CFTC. 

Under adverse market, economic, political or other conditions, including conditions when 

Heartland Advisors is unable to identify attractive investment opportunities, the Fund may 

temporarily invest, without limitation, in liquid reserves such as money market instruments, 

certificates of deposit, commercial paper, short-term corporate debt securities, variable rate 

demand notes, U.S. Government securities and repurchase agreements.  Temporary investments 

in liquid reserves are not required, and may not be possible because of market conditions.  Such 

investments also might prevent the Fund from achieving its investment objective, and from 

participating in market advances or declines to the same extent that it would if the Fund 

remained more fully invested. 

In pursuing its objective, the Fund may, from time to time, use its ownership interest in a 

portfolio company to seek to change or influence control of the company’s management.  The 

Fund also may employ the investment techniques described in its Prospectus and in the sections 

of this SAI titled ―Types of Securities‖ and ―Portfolio Management Strategies.‖  The Fund’s 

investment objective may be changed with the approval of the Board of Directors and notice to 

shareholders, but without shareholder approval. 

TYPES OF SECURITIES 

The following information supplements the discussion of the Funds’ investments 

described in the Prospectus. 
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Illiquid Securities 

Each Fund may invest in illiquid securities.  However, no Fund may acquire illiquid 

securities if, as a result, more than 15% of the value of the Fund’s net assets would be invested in 

such securities.  For purposes of applying this limitation, an ―illiquid security‖ means one that 

may not be sold or disposed of in the ordinary course of business within seven days at 

approximately the value at which the Fund has valued the security. 

Under guidelines established by, and under the oversight of, Heartland’s Board of 

Directors, Heartland Advisors determines which securities are illiquid for purposes of this 

limitation.  Certain securities exempt from registration or issued in transactions exempt from 

registration under the Securities Act of 1933, as amended (the ―Securities Act‖), such as 

securities that may be resold to institutional investors under Rule 144A under the Securities Act, 

may be considered by Heartland Advisors to be liquid under guidelines adopted by Heartland’s 

Board of Directors.  The Board of Directors has determined that private placement notes issued 

pursuant to Section 4(2) of the Securities Act generally are readily marketable even though they 

are subject to certain legal restrictions on resale.  These securities, as well as Rule 144A 

securities, deemed to be liquid pursuant to the guidelines adopted by Heartland’s Board of 

Directors, are not treated as being subject to the limitation on illiquid securities. 

Restricted securities generally can be sold in privately negotiated transactions, pursuant 

to an exemption from registration under the Securities Act, or in a registered public offering.  

Where registration is required, a Fund may be obligated to pay all or part of the registration 

expense and a considerable period may elapse between the time it decides to seek registration 

and the time the Fund may be permitted to sell a security under an effective registration 

statement.  If, during such a period, adverse market conditions were to develop, a Fund might 

obtain a less favorable price than prevailed when it decided to seek registration of the security. 

Repurchase agreements maturing in more than seven days are deemed to be illiquid. 

To the extent it invests in illiquid or restricted securities, a Fund may encounter difficulty 

in determining a market value for such securities.  Disposing of illiquid or restricted securities 

may involve time-consuming negotiations and legal expense, and it may be difficult or 

impossible for a Fund to sell such an investment promptly and at an acceptable price.  In 

addition, if a Fund holds a material percentage of its assets in illiquid or restricted securities, it 

may experience difficulty meeting its redemption obligations. 

Foreign Investments 

Each Fund may invest up to 25% of its assets directly in foreign securities or securities of 

U.S. companies whose revenue or operating income is derived primarily from outside of the U.S. 

A foreign company or issuer is any company or issuer whose primary operations are located 

outside the U.S. and its territories.   Each Fund may also invest without limitation in foreign 

securities through depositary receipts, as discussed below. 

While investment in foreign securities is intended to reduce risk by providing further 

diversification, such investments involve certain risks in addition to the credit and market risks 

normally associated with domestic securities.  The value of securities, and dividends and interest 

earned from such securities, can change significantly when foreign currencies strengthen or 
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weaken relative to the U.S. dollar.  Foreign securities markets may have lower trading volume 

and less liquidity than U.S. markets, and prices on some foreign markets can be highly volatile.  

Many foreign countries lack uniform accounting, auditing and disclosure standards comparable 

to those applicable to U.S. companies, and it may be more difficult to obtain reliable information 

regarding a foreign issuer’s financial condition and operations.  In addition, the costs of investing 

overseas, including non-U.S. withholding taxes, brokerage commissions, and custodial costs, are 

generally higher than for U.S. investments.  Such markets may have different clearance and 

settlement procedures, and in certain markets there have been times when settlements have been 

unable to keep pace with the volume of securities transactions, making it difficult to settle certain 

transactions.  Inability to sell a portfolio security due to settlement problems could result either in 

a loss to a Fund if the value of the portfolio security subsequently declined, or, if the Fund had 

entered into a contract to sell the security, could result in possible claims against the Fund. 

Foreign markets may offer less protection to investors than U.S. markets.  Foreign 

issuers, brokers and securities markets may be subject to less government regulation than their 

U.S. counterparts.  Foreign security trading practices, including those involving the release of 

assets in advance of payment, may involve increased risks in the event of a failed trade or the 

insolvency of a broker-dealer, and may involve substantial delays.  It also may be difficult to 

enforce legal rights in foreign countries. 

Investing abroad also involves different political and economic risks.  Foreign 

investments may be affected by actions of foreign governments adverse to the interests of U.S. 

investors, including, but not limited to, the possibility of expropriation or nationalization of 

assets, confiscatory taxation, or restrictions on U.S. investment or on the ability to repatriate 

assets or convert currency into U.S. dollars.  There may be a greater possibility of default by 

foreign governments or foreign government-sponsored enterprises.  Investments in foreign 

countries also involve a risk of local political, economic or social instability, military action or 

unrest, or adverse diplomatic developments.  There is no assurance that Heartland Advisors will 

be able to anticipate these political events or counter their effects. 

The considerations noted above generally are intensified for investments in developing 

and emerging countries.  Developing and emerging countries may have relatively unstable 

governments, economies based on only a few industries and securities markets that trade a small 

number of securities.  Equity securities of foreign companies with smaller market capitalizations 

may involve a higher degree of risk than investments in the general foreign equity markets and 

such securities may be subject to even greater price volatility and may have less market liquidity 

than equity securities of foreign issuers with larger market capitalizations. 

The Funds may invest in foreign securities that impose restrictions on transfer within the 

U.S. or to U.S. persons.  Although securities subject to transfer restrictions may be marketable 

where the issuer is domiciled, they may be less liquid than foreign securities of the same class 

that are not subject to such restrictions. 

Depositary Receipts (―DRs‖) are certificates evidencing ownership of shares of a foreign-

based issuer held by a bank or similar financial institution as a depositary.  American Depositary 

Receipts (―ADRs‖), designed for use in U.S. securities markets,  and Global Depositary Receipts 

(―GDRs‖), designed for use in foreign securities markets, are alternatives to the direct purchase 

of the underlying securities in their national markets and currencies.  The limitations on the 
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Funds’ investments in foreign securities do not apply to investments in DRs. However, DR 

holders may not have all of the legal rights of shareholders. 

A Depositary Receipt may be sponsored or unsponsored.  If a Fund is invested in an 

unsponsored Depositary Receipt, the Fund is likely to bear its proportionate share of the 

expenses of the depositary, and it may have greater difficulty in receiving shareholder 

communications than it would have with a sponsored DR. 

Passive Foreign Investment Companies 

Each Fund may invest in stocks of foreign companies that are classified under the 

Internal Revenue Code as passive foreign investment companies (―PFICs‖), if that stock is 

otherwise a permissible investment for the Fund. In general, a foreign company is classified as a 

PFIC if it meets either of the following tests: (1) at least 75% of its gross income is passive; or 

(2) an average of at least 50% of its assets produce, or are held for the production of, passive 

income. Unless a Fund makes a ―qualified electing fund (QEF) election‖ or a ―mark to market‖ 

election as described below, the Fund generally will be subject to an interest charge in addition 

to federal income tax (at ordinary income rates) on (i) any ―excess distribution‖ received on the 

stock of a PFIC, or (ii) any gain from disposition of PFIC stock that was acquired in an earlier 

taxable year. This interest charge and ordinary income tax treatment will apply even if the Fund 

distributes such income as a taxable dividend to its shareholders. Any portion of a PFIC 

distribution that is not an ―excess distribution‖ will be included in the Fund’s investment 

company taxable income and, accordingly, will not be taxable to the Funds to the extent they 

distribute that income to their shareholders. 

A Fund may avoid the imposition of the interest charge and other adverse tax 

consequences of PFIC status described above if the Fund makes an election to treat the particular 

PFIC as a QEF, and if this election is made for the first taxable year in which the Fund owns 

stock of such PFIC. If a Fund invests in a PFIC and makes such a QEF election, the interest 

charge and other adverse tax consequences of PFIC status described above will not apply with 

respect to such PFIC. Instead, the Fund will be required to include in the Fund’s income each 

year the Fund’s pro rata share of the QEF’s annual ordinary earnings and net capital gain (which 

such Fund may have to distribute to satisfy the distribution requirement under Subchapter M 

(―Distribution Requirement‖), even if the QEF does not distribute those earnings and gain to the 

Fund). In most instances it will be very difficult, if not impossible, to make this election because 

of certain of its requirements. 

A Fund may also avoid the imposition of the interest charge and other adverse tax 

consequences of PFIC status described above if the Fund makes a ―mark to market‖ election 

with respect to the stock of a particular PFIC, and if this election is made for the first taxable 

year in which the Fund owns stock of such PFIC. ―Marking-to-market,‖ in this context, means 

including in the Fund’s ordinary income each taxable year the excess, if any, of the fair market 

value of a PFIC’s stock over such Fund’s adjusted basis therein as of the end of that year. 

Pursuant to the election, a Fund also would be allowed to deduct (as an ordinary, not capital, 

loss) the excess, if any, of its adjusted basis in PFIC stock over the fair market value thereof as of 

the taxable year-end, but only to the extent of any net mark-to-market gains with respect to that 

stock included by the Fund for prior taxable years under the election. A Fund’s adjusted basis in 

each PFIC’s stock with respect to which it has made this election will be adjusted to reflect the 

amounts of income included and deductions taken thereunder. The QEF election and the mark-
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to-market election may accelerate the recognition of income by a Fund (without the receipt of 

cash) and increase the amount required to be distributed by a Fund to avoid taxation. Making 

either of these elections therefore may require a Fund to liquidate other investments to meet its 

Distribution Requirement (including when it may not be advantageous for a Fund to liquidate 

such investments), which may accelerate the recognition of gain and affect a Fund’s total return.   

Custodial Receipts and Participation Interests 

Each Fund may invest in custodial receipts which represent ownership in future interest 

or principal payments, or both, on certain securities that are underwritten by securities dealers or 

banks. 

Each Fund may also invest in participation interests in securities.  Participation interests 

give a Fund an undivided interest in a security in the proportion that the Fund’s participation 

interest bears to the principal amount of the security. 

Derivative Instruments 

Each Fund may invest in a broad array of financial instruments and securities, the value 

of which is ―derived‖ from the performance of an underlying asset or a ―benchmark‖ such as a 

security index, an interest rate, or a currency.  In particular, each Fund may engage in 

transactions in options, futures contracts, options on futures contracts and hybrid instruments to 

(a) hedge against anticipated declines in the market value of its portfolio securities or currencies 

and against increases in the market values of securities or currencies it intends to acquire, 

(b) manage exposure to changing interest rates (duration management), (c) enhance total return 

or (d) to invest in eligible asset classes with greater efficiency and lower cost than is possible 

through direct investment. 

Some options and futures strategies, including selling futures, buying puts and writing 

calls, tend to hedge a Fund’s investments against price fluctuations.  Other strategies, including 

buying futures, writing puts, and buying calls, tend to increase market exposure.  Options and 

futures may be combined with each other in order to adjust the risk and return characteristics of a 

Fund’s overall strategy.  Futures, options and options on futures have durations which, in 

general, are closely related to the duration of the underlying securities.  Holding long futures or 

call option positions will lengthen the duration of a Fund’s portfolio by approximately the same 

amount of time that holding an equivalent amount of the underlying securities would. 

Writing Covered Options.  Each Fund may write covered put and call options on any 

securities or futures contracts in which it may invest, on any securities index based on or related 

to securities in which it may invest, or on any currency in which Fund investments may be 

denominated. A call option on an asset written by a Fund obligates the Fund to sell the specified 

asset to the holder (purchaser) at a stated price (the exercise price) if the option is exercised 

before a specified date (the expiration date).  A put option on an asset written by a Fund 

obligates the Fund to buy the specified asset from the purchaser at the exercise price if the option 

is exercised before the expiration date. 

The term ―covered‖ means that a Fund will (a) in the case of a call option, own the asset 

subject to the option or have an unconditional right to purchase the same underlying asset at a 

price equal to or less than the exercise price of the ―covered‖ option or, in the case of a put 
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option, have an unconditional right to sell the same underlying asset at a price equal to or greater 

than the exercise price of the ―covered‖ option, or (b) establish and maintain, for the term of the 

option, a segregated account consisting of cash or other liquid assets, either of which may be 

quoted or denominated in any currency, having a value at least equal to the Fund’s obligation 

under the option, or (c) purchase an offsetting option or any other option which, by virtue of its 

exercise price or otherwise, reduces the Fund’s net exposure on its written option position.  A 

Fund may cover call options on a securities index by owning securities whose price changes are 

expected to be similar to those of the underlying index. 

Writing put or call options can enable a Fund to enhance income by reason of the 

premiums paid by the purchaser of such options.  Through receipt of the option premium, a call 

writer mitigates the effects of a price decline.  At the same time, because a call writer must be 

prepared to deliver the underlying asset in return for the exercise price, even if its current value is 

greater, a call writer gives up some ability to participate in the price increases in the underlying 

asset.  Conversely, if the price of the underlying asset rises, a put writer would generally expect 

to profit, although its gain would be limited to the amount of the premium it received for writing 

the put because it did not own the underlying asset and therefore would not benefit from the 

appreciation in price. If the price of the underlying asset falls, the put writer would expect to 

suffer a loss, which loss could be substantial, because a put writer must be prepared to pay the 

exercise price for the option’s underlying asset if the other party to the option chooses to exercise 

it.  However, the loss should be less than the loss experienced if a Fund had purchased the 

underlying asset directly because the premium received for writing the option will mitigate the 

effects of the decline. 

A Fund may enter into closing transactions with respect to options by purchasing an 

option identical to the one it has written (for exchange-listed options) or by entering into an 

offsetting transaction with the counterparty to such option (for over-the-counter, or ―OTC‖ 

options).  A Fund’s ability to establish and close out positions in exchange-listed options 

depends on the existence of a liquid market; however, there can be no assurance that such a 

market will exist at any particular time or that a Fund will be able to effect such closing 

transactions at a favorable price.  In addition, although a Fund will enter into OTC options only 

with counterparties that are expected to be capable of entering into closing transactions with the 

Fund, there is no assurance that the Fund will in fact be able to close out an OTC option position 

at any time prior to its expiration or that the Fund will be able to effect such closing transactions 

at a favorable price. 

Purchasing Options.  Each Fund may purchase put and call options on any securities or 

futures contracts in which it may invest, on any securities index based on or related to securities 

in which it may invest or on any currency in which Fund investments may be denominated. A 

Fund would normally purchase call options in anticipation of an increase, or put options in 

anticipation of a decrease, in the market value of securities or currencies of the type in which it 

may invest.  A Fund may enter into closing transactions with respect to such options by writing 

an option identical to the one it has purchased (for exchange-listed options) or by entering into an 

offsetting transaction with the counterparty to such option (for OTC options).  A Fund may also 

exercise such options or allow them to expire. 

A Fund would normally purchase call options in anticipation of an increase in the market 

value of the underlying assets.  As the holder of a call option, a Fund has the right to purchase 

the underlying asset at the exercise price at any time during the option period.  A call buyer 
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typically attempts to participate in potential price increases of the underlying asset with risk 

limited to the cost of the option, including the premium paid and transaction costs, if such asset 

prices fall.  At the same time, the buyer can expect to suffer a loss if such asset prices do not rise 

sufficiently to offset the cost of the option. 

A Fund would normally purchase put options in anticipation of a decrease in the market 

value of the underlying assets.  As the holder of a put option, a Fund has the right to sell the 

underlying asset at any time during the option period. A Fund may also purchase put options on a 

security or currency related to its investments as a defensive technique in order to protect against 

an anticipated decline in the value of the underlying asset.  Such hedge protection is provided 

only during the life of the put option when a Fund, as holder of the put option, is able to sell the 

underlying asset at the put exercise price regardless of any decline in the underlying asset’s 

market price.  The premium paid for the put option and any transaction costs would reduce any 

gain otherwise available for distribution when the asset is eventually sold. 

Futures Contracts.  Each Fund may purchase and sell futures contracts, including, but 

not limited to, interest rate, index or foreign currency futures contracts that are traded on a 

recognized U.S. exchange, board of trade or similar entity, or quoted on an automated quotation 

system.  The Funds may engage in transactions in futures contracts for ―short‖ hedging or ―long‖ 

strategies as described below. 

When a Fund purchases a futures contract, it agrees to purchase a specified underlying 

instrument at a specified future date.  When a Fund sells a futures contract, it agrees to sell the 

underlying instrument at a specified future date.  The price at which the purchase and sale will 

take place is fixed when a Fund enters into the contract.  While a Fund may make or take 

delivery of the underlying instrument whenever it appears economically advantageous to do so, 

positions taken in the futures markets are not normally held to maturity but are instead liquidated 

through offsetting transactions which may result in a profit or loss as discussed below. 

A Fund may take a ―short‖ position in the futures market by selling futures contracts in 

an attempt to hedge against an anticipated rise in interest rates or a decline in market prices or 

foreign currency rates that would adversely affect the value of the Fund’s portfolio securities.  As 

part of its hedging strategy, a Fund may sell futures contracts on (i) securities held by the Fund 

or securities with characteristics similar to those of the Fund’s portfolio securities, (ii) currencies 

in which its portfolio securities are quoted or denominated or on one currency to hedge against 

fluctuations in the value of securities denominated in a different currency if there is an 

established historical pattern of correlation between the two currencies, or (iii) other financial 

instruments, securities indices or other indices, if, in the opinion of Heartland Advisors, there is a 

sufficient degree of correlation between price trends for the Fund’s portfolio securities and such 

futures contracts.  A successful short hedging position would result in any depreciation in the 

value of portfolio securities being substantially offset by appreciation in the value of the futures 

position.  Conversely, any unanticipated appreciation in the value of a Fund’s portfolio securities 

would be substantially offset by a decline in the value of the futures position. 

A Fund may also take a ―long‖ position in the futures market by purchasing futures 

contracts.  This strategy would be employed, for example, when interest rates are falling or 

securities prices are rising and a Fund anticipates the subsequent purchase of particular securities 

when it has the necessary cash, but expects the prices or currency exchange rates then available 

in the applicable market to be less favorable than prices that are currently available.  A Fund may 
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also purchase futures contracts to alter the investment characteristics of or currency exposure 

associated with portfolio securities, as a substitute for transactions in securities or foreign 

currencies, or to gain or increase exposure to a particular securities market or currency. 

The purchaser of a futures contract is not required to pay for and the seller of a futures 

contract is not required to deliver the underlying instrument unless the contract is held until the 

delivery date.  However, upon entering into a futures contract, and to maintain an open position 

in futures contracts, a Fund would be required to deposit ―initial margin‖ in a segregated account 

in the name of the executing futures commission merchant when the contract is entered into.  

The initial margin required for a particular futures contract is set by the exchange on which the 

contract is traded and may be significantly modified from time to time by the exchange during 

the term of the contract.  Futures contracts are customarily purchased and sold on initial margins 

that may range upward from less than 5% of the value of the contract being traded.  There may 

be certain circumstances, such as periods of high volatility, that cause an exchange to increase 

the level of a Fund’s initial margin payment.  Unlike margin in securities transactions, initial 

margin on futures contracts does not represent a borrowing to a Fund, but rather is in the nature 

of a performance bond or good-faith deposit that is returned to the Fund upon termination of the 

transaction assuming all contractual obligations have been satisfied. 

Each day that a Fund has an open position in a futures contract or an option on a futures 

contract it will pay or receive cash, called ―variation margin,‖ to or from the futures broker equal 

to the daily change in value of the futures contract.  This process is known as ―marking to 

market.‖  Variation margin paid or received by a Fund does not represent a borrowing or a loan, 

but rather represents settlement between the Fund and the broker of the amount one would owe 

the other if the futures contract had expired at the close of the previous day.  When a Fund 

purchases an option on a future, all that is at risk is the premium paid plus transaction costs.  

Alternatively, when a Fund purchases or sells a futures contract or writes a call or put option 

thereon, it is subject to daily variation margin calls that could be substantial in the event of 

adverse price movements.  A Fund may be required to sell securities at a time when such sales 

are disadvantageous in the event the Fund has insufficient cash to meet daily variation margin 

requirements.  In computing daily net asset value, each Fund will mark to market the current 

value of any open futures contracts.  The Funds expect to earn interest income on their margin 

deposits. 

Futures contracts can be held until their delivery dates, or can be closed out before then if 

a liquid secondary market is available; however, there can be no assurance that such a market 

will exist at any particular time or that a Fund will be able to effect such closing transactions at a 

favorable price.  Closing out an open futures contract purchase or sale is effected by entering into 

an offsetting futures contract sale or purchase, respectively, for the same aggregate amount of the 

identical securities and the same delivery date.  If a Fund closes out an open futures contract by 

entering into an offsetting futures contract, and the offsetting purchase price is less than the 

original sale price, a Fund realizes a gain; if it is more, the Fund realizes a loss.  Conversely, if 

the offsetting sale price is more than the original purchase price, a Fund realizes a gain; if it is 

less, the Fund realizes a loss.  The transaction costs must also be included in these calculations.  

There can be no assurance, however, that a Fund will be able to enter into an offsetting 

transaction with respect to a particular futures contract at a particular time.  If a Fund is not able 

to enter into an offsetting transaction, the Fund will continue to be required to maintain the 

margin deposits on the futures contract. 
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The value of a futures contract tends to increase and decrease in tandem with the value of 

its underlying instrument.  Therefore, purchasing futures contracts will tend to increase a Fund’s 

exposure to positive and negative price fluctuations in the underlying instrument, much as if it 

had purchased the underlying instrument directly.  When a Fund sells a futures contract, by 

contrast, the value of its futures position will tend to move in a direction contrary to the market.  

Selling futures contracts, therefore, will tend to offset both positive and negative market price 

changes, much as if the underlying instrument had been sold.  Movements in the prices of futures 

contracts or options on futures contracts may not correlate perfectly with movements in the 

prices of the underlying instruments due to certain characteristics of the futures markets.  In 

particular, daily variation margin calls may cause certain participants in futures markets to 

liquidate futures or options on futures contracts positions to avoid being subject to further calls.  

These liquidations could distort the normal price relationship between the futures or options and 

the underlying instruments by increasing price volatility.  Temporary price distortion may also be 

caused by increased participation by speculators in the futures markets as a result of initial 

margin deposit requirements being less onerous than in the securities markets. 

Limitations on Futures and Options on Futures Transactions.  The Funds will engage 

in transactions in futures contracts and options thereon either for bona fide hedging purposes or 

to seek to increase total return, in each case in accordance with the rules and regulations of the 

CFTC.  To the extent a Fund engages in transactions in futures contracts and options thereon, it 

will do so only in accordance with certain CFTC exemptive provisions that permit the Fund to 

claim an exclusion from the definition of a ―commodity pool operator‖ under the Commodity 

Exchange Act, and therefore, the Funds are not subject to registration or regulation as a 

commodity pool operator under the Commodity Exchange Act.   A Fund may hold positions in 

futures contracts and related options that do not qualify as bona fide hedging positions if, as a 

result, the sum of initial margin deposits and premiums paid to establish such positions, after 

taking into account unrealized profits and unrealized losses on such contracts, does not exceed 

5% of the Fund’s net assets; provided, however, that in the case of an option which is in-the-

money at the time of purchase, the in-the-money amount may be excluded in calculating the 5% 

limitation. 

Combined Positions.  Each Fund may purchase and write options in combination with 

another, or in combination with futures or forward contracts, to adjust the risk and return 

characteristics of the overall position.  For example, a Fund may purchase a put option and write 

a call option on the same underlying instrument in order to construct a combined position whose 

risk and return characteristics are similar to selling a futures contract.  Another possible 

combined position would involve writing a call option at one exercise price and buying a call 

option at a lower price, in order to reduce the risks of the written call option in the event of a 

substantial price increase.  Because combined positions involve multiple trades, they may result 

in higher transaction costs and may be more difficult to open and close out. 

Risks in Options and Futures Transactions.  Options and futures can be highly volatile 

investments and involve certain risks.  A decision about whether, when and how to use options 

and futures involves skill and judgment, and even a well-conceived hedge may be unsuccessful 

to some degree because of unexpected market behavior, or market or interest rate trends.  

Successful options and futures strategies require the ability to predict future movements in 

securities prices, interest rates and other economic factors.  There are significant differences 

between the securities markets, the currency markets and the options and futures markets that 

could result in an imperfect correlation between the markets, causing a given transaction not to 
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achieve its objectives.  Options and futures prices are affected by such factors as current and 

anticipated short-term interest rates, changes in volatility of the underlying instrument and the 

time remaining until expiration of the contract, which may not affect prices of the underlying 

instruments the same way.  Imperfect correlation may also result from different levels of demand 

in the options and futures markets and the markets for the underlying instruments, from 

structural differences in how options and futures, on the one hand, and securities, on the other 

hand, are traded or from imposition of daily price fluctuation limits or trading halts or 

suspensions by an exchange.  If price changes in a Fund’s options or futures positions are poorly 

correlated with its other investments, the positions may fail to produce anticipated gains or result 

in losses that are not offset by gains in other investments. 

Because there are a limited number of types of exchange-traded options and futures 

contracts, it is likely that the standardized contracts available will not match a Fund’s current or 

anticipated investments exactly.  A Fund may invest in options and futures contracts based on 

securities with different issuers, maturities or other characteristics from the securities in which it 

typically invests, which involves a risk that the options or futures positions will not track the 

performance of the Fund’s other investments.  For example, even the use of an option or a 

futures contract on a securities index may result in an imperfect correlation since the index 

generally will be composed of a much broader range of securities than the securities in which a 

Fund likely is to be invested.  To the extent that a Fund’s options or futures positions do not 

match its current or anticipated investments, there is an increased risk that the options or futures 

positions will not track performance of the Fund’s other investments.  Moreover, a Fund may 

purchase or sell options and futures contracts with a greater or lesser value than the securities it 

wishes to hedge or intends to purchase in order to attempt to compensate for differences in 

volatility between the contract and the securities, although this may not be successful in all cases. 

Because of the low margin deposits required, futures trading involves a high degree of 

leverage.  A relatively small price movement in futures contracts could result in an immediate 

and substantial gain or loss to a Fund.  Therefore, a purchase or sale of a futures contract may 

result in losses in excess of the amount invested in the futures contract by a Fund. 

There can be no assurance that a liquid secondary market will exist for any particular 

options or futures contracts at any particular time.  On volatile trading days when the price 

fluctuation limit is reached or a trading halt or suspension is imposed, it may be impossible for a 

Fund to enter into new positions, close out existing positions or dispose of assets held in a 

segregated account.  These events may also make an option or futures contract difficult to price.  

If the secondary market for a futures contract is not liquid because of price fluctuation limits or 

otherwise, it could prevent prompt liquidation of unfavorable positions and potentially require a 

Fund to continue to hold the position until delivery or expiration regardless of changes in its 

value.  As a result, a Fund’s access to other assets held to cover its options or futures positions 

could also be impaired.  Similarly, if a Fund is unable to effect a closing sale transaction with 

respect to options it has purchased, it would have to exercise the options in order to realize any 

profit and will incur transaction costs upon the purchase or sale of underlying securities or 

currencies. 
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Federal Tax Treatment of Options and Futures Contracts. The Funds may enter into 

certain options and futures contracts which may or may not be treated as Section 1256 contracts 

or straddles under the Internal Revenue Code.  Transactions which are considered Section 1256 

contracts will be considered to have been closed at the end of a Fund’s fiscal year and any gains 

or losses will be recognized for tax purposes at that time.  Generally, such gains or losses and 

gains or losses from the normal closing or settlement of such transactions will be characterized 

as 60% long-term and 40% short-term regardless of the holding period of the instrument.  A 

Fund will be required to recognize net gains or losses on such transactions when determining the 

Fund’s distribution requirements even though it may not have closed the transaction and received 

cash to pay such distribution. 

An options or futures contract may be considered a position in a straddle for tax purposes, 

in which case a loss on any position in the straddle may be subject to deferral to the extent of 

unrealized gain in an offsetting position. 

In order for a Fund to continue to qualify for federal income tax treatment as a regulated 

investment company, at least 90% of its gross income for a taxable year must be derived from 

qualifying income (that is, dividends, interest, income derived from loans of securities and gains 

from the sale of securities or currencies).  Options, futures and forward foreign exchange 

contracts entered into for an investment purpose are qualifying income.  See ―Portfolio 

Management Strategies - Foreign Currency Transactions‖ for a discussion of forward foreign 

exchange contracts. 

The Taxpayer Relief Act of 1997 (the ―Act‖) imposed constructive sale treatment for 

federal income tax purposes on certain hedging strategies with respect to appreciated securities.  

Under these rules, taxpayers will recognize gain, but not loss, with respect to securities if they 

enter into short sales of ―offsetting notional principal contracts‖ (as defined by the Act) or 

futures or ―forward contracts‖ (as defined by the Act) with respect to the same or substantially 

identical property, or if they enter into such transactions and then acquire the same or 

substantially identical property.  These changes generally apply to constructive sales after June 8, 

1997.  Furthermore, the Secretary of the Treasury is authorized to promulgate regulations that 

will treat as constructive sales certain transactions that have substantially the same effect as short 

sales, offsetting notional principal contracts, and futures or forward contracts to deliver the same 

or substantially similar property. 

Convertible Securities 

Convertible securities in which the Funds may invest include any bonds, debentures, 

notes, preferred stocks or other securities that may be converted into or exchanged for a specified 

amount of common stock of the same or a different issuer within a particular period of time at a 

specified price or formula.  By investing in convertible securities, a Fund obtains the right to 

benefit from the capital appreciation potential in the underlying common stock upon exercise of 

the conversion right, while generally earning higher current income than would be available if 

the stock were purchased directly.  In determining whether to purchase a convertible security, 

Heartland Advisors will look to the conversion feature and consider substantially the same 

investment criteria it would consider if purchasing the underlying common stock.  However, 

these securities will nevertheless be subject to the same quality and investment limitations 

applicable to the Funds’ investments in debt securities. 
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The value of a convertible security is a function of its ―investment value,‖ which is 

determined by its yield in comparison with the yields of other securities of comparable quality 

and maturity that do not have the conversion privilege, and its ―conversion value,‖ which is the 

security’s worth if converted into the underlying common stock.  Investment value is typically 

influenced by interest rates and the credit standing of the issuer.  Conversion value is determined 

by the market price of the underlying common stock and generally decreases as the convertible 

security approaches maturity. 

Investment Companies 

Each Fund may invest in the securities of other investment companies, including unit 

investment trust or closed-end management companies or exchange-traded funds (―ETFs‖) (as 

discussed below), as permitted under the 1940 Act.  At present, the 1940 Act provisions limit a 

Fund so that, immediately after purchase or acquisition, (a) no more than 10% of its total assets 

may be invested in securities of other investment companies, (b) it may not own securities of any 

one investment company having a value in excess of 5% of the Fund’s total assets, and (c) it may 

not own more than 3% of the total outstanding voting stock of any one investment company.  As 

a shareholder of another investment company, a Fund would bear, along with other shareholders, 

its pro rata portion of the other investment company’s expenses, including advisory fees.  These 

expenses would be in addition to the advisory and other expenses of the Fund. 

Exchange-Traded Funds  

Each Fund may invest in securities of ETFs.  ETFs are similar to traditional mutual 

funds, except that their securities trade throughout the trading day in the secondary brokerage 

market, much like stocks of public companies.   

ETFs have their own operating expenses that are deducted from their assets and, thus, are 

borne by the shareholders of the ETF.  Accordingly, a Fund that invests in an ETF will bear its 

share of the operating expenses of the ETF in which it invests.  As a result, shareholders of the 

Fund will bear two layers of operating expenses to the extent the Fund invests in ETFs.  An 

investment in an ETF generally presents the same primary risks as an investment in a traditional 

mutual fund such as the risk that the prices of the securities owned by the ETF will go down.  

In addition to the risks described above, an investment in an ETF is also subject to the 

following risks that do not apply to an investment in a traditional mutual fund: (1)  the market 

price of the ETF may trade at a discount to its NAV; (2) an active trading market for an ETF’s 

securities may not develop or be maintained, which may result in issues with liquidity of the ETF 

shares; or (3) trading of an ETF’s securities may be halted if the listing exchange’s officials 

deem such action appropriate, the shares or interests are de-listed from the exchange, or the 

activation of market-wide ―circuit breakers‖ (which are tied to large decreases in stock prices) 

halt trading in general. 

Each Fund may invest in ETFs that Heartland Advisors determines are appropriate to 

help achieve the Fund’s investment objective or otherwise are consistent with its investment 

program and restrictions. On occasion, the underlying investments of an ETF in which a Fund 

invests may not comply with some of the investment restrictions described in the section of this 

SAI titled ―Types of Securities.‖ However, in all cases, the underlying investments of the ETF 

will comply with the Fund’s fundamental investment restrictions. 
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Swap Agreements   

Each Fund may enter into swap agreements and may purchase or sell related caps, floors 

and collars.  It would enter into these transactions primarily to preserve a desired return or spread 

on a particular investment or portion of its portfolio, as a duration management technique or to 

protect against any increase in the price of, or the currency exchange rate applicable to, securities 

it anticipates purchasing at a later date.  The Funds intend to use these techniques for hedging 

purposes and not for speculation. 

Swap agreements are generally individually negotiated agreements, primarily entered into 

by institutional investors, in which the parties agree to exchange the returns (or differentials in 

rates of return) earned or realized on particular predetermined investments or instruments.  The 

gross returns to be exchanged or ―swapped‖ between the parties are calculated with respect to a 

―notional amount‖ (that is, the return on, or increase in value of, a particular dollar amount 

invested at a particular interest rate) in a particular foreign currency or in a ―basket‖ of securities 

representing a particular index.  A Fund’s successful use of these instruments will depend, in 

part, on Heartland Advisors’ ability to predict correctly whether certain types of investments are 

likely to produce greater returns than other investments. 

Depending on its structure, a swap agreement may increase or decrease the exposure to 

changes in the value of an index of securities, the value of a particular security or group of 

securities or foreign currency values.  Depending on how it is used, a swap agreement may 

increase or decrease the overall volatility of a Fund’s investments and its net asset value.  The 

performance of a swap agreement is determined by the change in the specific currency, market 

index or security, or other factors that determine the amounts of payments due to and from a 

Fund.  A Fund’s obligation under a swap agreement, which is generally equal to the net amount 

to be paid or received under the agreement based on the relative values of the positions held by 

each party to the agreement, will be accrued daily (offset against amounts owed to the Fund) and 

any accrued but unpaid net amounts owed to a swap counterparty will be covered by the 

maintenance of the segregated account consisting of cash and/or other appropriate liquid assets 

having a value at least as great as the commitment underlying the obligations. 

Swap agreements may include interest rate caps, which entitle the purchaser to receive 

payments on a notional principal amount from the party selling the cap to the extent that a 

specified index exceeds a predetermined interest rate or amount; interest rate floors, which entitle 

the purchaser to receive payments on a notional principal amount from the party selling such 

floor to the extent that a specified index falls below a predetermined interest rate or amount; and 

interest rate collars, under which a party sells a cap and purchases a floor, or vice versa, in an 

attempt to protect itself against interest rate movements exceeding given minimum or maximum 

levels. 

If a swap agreement calls for payments by a Fund, it must be prepared to make such 

payments when due.  If the counterparty’s creditworthiness declines, or in the event of a default 

of the counterparty, the value of the swap agreement would likely decline, potentially resulting in 

a loss of the amount expected to receive under a swap agreement.  A Fund will enter into swap 

agreements only with counterparties that Heartland Advisors reasonably believes are capable of 

performing under the swap agreements.  The swap market is largely unregulated and swap 

agreements may be considered to be illiquid. 
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Hybrid Instruments   

Each Fund may invest in hybrid instruments, a type of potentially high-risk derivative 

which combines the characteristics of futures contracts or options with those of debt, preferred 

equity, or a depositary instrument.  Generally, a hybrid instrument will be a debt security or other 

evidence of indebtedness on which a portion of or all interest payments, and/or the principal or 

stated amount payable at maturity, redemption, or retirement, is determined by reference to 

prices, securities, currencies, intangibles, goods, articles, or commodities, or by another objective 

index, economic factor, or other measure, such as interest rates, currency exchange rates, 

commodity indices and securities indices.  Thus, hybrid instruments may take a variety of forms, 

including, but not limited to, debt instruments with interest or principal payments or redemption 

terms determined by reference to the value of a currency, or commodity or securities index at a 

future point in time, preferred stock with dividend rates determined by reference to the value of a 

currency or convertible securities with the conversion terms related to a particular commodity. 

Since hybrid instruments reflect a combination of the characteristics of futures or options 

with those of securities, hybrid instruments may entail significant risks that are not associated 

with a similar investment in a traditional debt instrument that has a fixed principal amount, is 

denominated in U.S. dollars or bears interest either at a fixed rate or a floating rate determined by 

reference to a common, nationally published benchmark.  Although the risks of a particular 

hybrid instrument will depend upon the terms of the instrument, such risks may include, without 

limitation, the possibility of significant changes in the benchmarks or underlying assets to which 

the instrument is linked.  Such risks generally depend upon factors that are unrelated to the 

operations or credit quality of the issuer (although credit risk of the issuer is a consideration) of 

the hybrid instrument and that may not be readily foreseen by the purchaser, such as economic 

and political events, the supply and demand for the underlying assets and interest rate 

movements.  The benchmarks and underlying assets to which hybrid instruments are linked may 

also result in greater volatility and market risk, including leverage risk which may occur when 

the hybrid instrument is structured so that a given change in a benchmark or underlying asset is 

multiplied to produce greater change in the value of the hybrid instrument, thereby magnifying 

the risk of loss as well as the potential for gain.  In addition, hybrid instruments may also carry 

liquidity risk since the instruments are often ―customized‖  to meet the needs of the particular 

investor.  See the section of this SAI titled ―Types of Securities - Derivative Instruments - Risks 

in Options and Futures Transactions‖ above. 

Debt Securities 

The Funds may invest in debt securities of corporate and governmental issuers.  The 

Funds may invest up to 35% of their respective total assets in corporate debt securities and U.S. 

Governmental obligations, but under normal market conditions will not invest more than 10% of 

their respective assets in such securities.  There are no credit quality or maturity limitations on a 

Fund’s investments in debt securities. 
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The risks inherent in short-, intermediate- and long-term debt securities depend on a 

variety of factors, including the term of the obligations, the size of a particular offering and the 

credit quality and rating of the issuer, in addition to general market conditions.  In general, the 

longer the maturity of a debt obligation, the higher its yield and the greater its sensitivity to 

changes in interest rates.  Conversely, the shorter the maturity, the lower the yield but the greater 

the price stability.  A decline in the prevailing levels of interest rates will generally increase the 

value of the securities held by a Fund, and an increase in rates will generally have the opposite 

effect. 

Yields on debt securities depend on a variety of factors, including the financial condition 

of the issuer or other obligor thereon or the revenue source from which debt service is payable, 

the general economic and monetary environment, conditions in the relevant market, the size of a 

particular issue, maturity of the obligation and the rating of the issue. 

Debt obligations rated high and some debt obligations rated medium quality are 

commonly referred to as ―investment-grade‖ debt obligations.  Investment-grade debt obligations 

are generally believed to have relatively low degrees of credit risk.  However, medium-quality 

debt obligations, while considered investment grade, may have some speculative characteristics, 

since their issuers’ capacity for repayment may be more vulnerable to adverse economic 

conditions or changing circumstances than that of higher-rated issuers.  The principal value of 

lower-rated securities generally will fluctuate more widely than higher-quality securities.  

Lower-quality securities entail a higher degree of risk as to the payment of interest and return of 

principal.  Such securities are also subject to special risks, discussed below.  To compensate 

investors for taking on such increased risk, issuers deemed to be less creditworthy generally must 

offer their investors higher interest rates than do issuers with better credit ratings. 

In conducting its credit research and analysis, Heartland Advisors considers both 

qualitative and quantitative factors to evaluate the creditworthiness of individual issuers.  

Heartland Advisors also relies, in part, on credit ratings compiled by a number of nationally 

recognized statistical rating organizations (―NRSROs‖). 

All ratings considerations are made at the time of purchase.  Subsequent to purchase, a 

debt security may cease to be rated or its rating may be reduced.  Neither event will require the 

sale of such a security, but it will be a factor in considering whether to continue to hold the 

security.  To the extent that ratings change as a result of changes in a rating organization or their 

rating systems, the Fund will attempt to use comparable ratings as standards for selecting 

investments. 

“High-Yield” Risk. Each Fund’s investment program permits it to invest in non-

investment grade debt obligations, sometimes referred to as ―junk bonds‖ (hereinafter referred to 

as ―lower-quality securities‖).  Lower-quality securities are those securities that are rated lower 

than investment grade and unrated securities believed by Heartland Advisors to be of comparable 

quality.  Although these securities generally offer higher yields than investment grade securities 

with similar maturities, lower-quality securities involve greater risks, including the possibility of 

default or bankruptcy.  In general, they are regarded to be more speculative with respect to the 

issuer’s capacity to pay interest and repay principal.  Other potential risks associated with 

investing in high-yield securities include: 
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• Effect of Interest Rates and Economic Changes.  The market for lower-quality and 

comparable unrated securities can be negatively affected during a prolonged recession 

or economic downturn.  Such conditions could severely disrupt the market for, and 

adversely affect the value of, such securities. 

All interest-bearing securities typically experience price appreciation when interest 

rates decline and price depreciation when interest rates rise.  The market values of 

lower-quality and comparable unrated securities tend to reflect individual issuer 

developments to a greater extent than do higher-rated securities, which react primarily 

to fluctuations in the general level of interest rates.  Lower-quality and comparable 

unrated securities also tend to be more sensitive to economic conditions than are 

higher-rated securities.  As a result, they generally involve more credit risk than 

securities in the higher-rated categories.  During an economic downturn or a sustained 

period of rising interest rates, highly leveraged issuers of lower-quality and 

comparable unrated securities may experience financial stress and may not have 

sufficient revenues to meet their payment obligations.  The issuer’s ability to service 

its debt obligations may also be adversely affected by specific corporate 

developments, the issuer’s inability to meet specific projected business forecasts or 

the unavailability of additional financing.  The risk of loss due to default by an issuer 

of the securities is significantly greater than issues of higher-rated securities because 

such securities are generally unsecured and are often subordinated to their creditors.  

Further, if the issuer of a lower-quality or comparable unrated security defaulted, a 

Fund might incur additional expense to seek recovery.  Periods of economic 

uncertainty and changes would also generally result in increased volatility in the 

market prices of these securities and thus in a Fund’s net asset value. 

As previously noted, the value of a lower-quality or comparable unrated security 

generally will decrease in a rising interest rate market, and a Fund’s net asset value 

will decline correspondingly.  If a Fund experiences unexpected net redemptions in 

such a market, it may be forced to liquidate a portion of its portfolio securities 

without regard to their investment merits.  Due to the limited liquidity of lower-

quality and comparable unrated securities (discussed below), a Fund may be forced to 

liquidate these securities at a substantial discount.  Any such liquidation could force 

the Fund to sell the more liquid portion of its portfolio. 

• Credit Risk.  Credit ratings issued by credit rating agencies are designed to evaluate 

the safety of principal and interest payments of rated securities.  They do not, 

however, evaluate the market value risk of lower-quality securities, and therefore may 

not fully reflect the true risks of an investment.  In addition, credit rating agencies 

may or may not make timely changes in a rating to reflect changes in the economy or 

in the condition of the issuer that affect the market value of the security.  

Consequently, credit ratings, including, for example, those published by Standard & 

Poor’s Ratings Service (―S&P‖), Moody’s Investors Service and Fitch Ratings, are 

used only as a preliminary indicator of investment quality.  Investments in lower-

quality and comparable unrated obligations will be more dependent on Heartland 

Advisors’ credit analysis than would be the case with investments in investment-

grade debt obligations.  Accordingly, Heartland Advisors monitors bonds held in a 

Fund’s portfolio to assess and determine whether the issuers will have sufficient cash 
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flow to meet required principal and interest payments, and to assure the continued 

liquidity of such bonds so that the Fund can meet redemption requests. 

• Legal Risk.  Securities in which a Fund may invest are subject to the provisions of 

bankruptcy, insolvency, reorganization and other laws affecting the rights and 

remedies of creditors, such as the Federal Bankruptcy Code, and laws, if any, which 

may be enacted by Congress, state legislatures or other governmental agencies 

extending the time for payment of principal or interest, or both, or imposing other 

constraints upon enforcement of such obligations within constitutional limitations.  

There is also the possibility that, as a result of litigation or other conditions, the power 

or ability of issuers to make principal and interest payments on their debt securities 

may be materially impaired. 

From time to time, legislation designed to limit the use of certain lower-quality and 

comparable unrated securities by certain issuers may be adopted.  It is anticipated that 

if legislation is enacted or proposed, it could have a material affect on the value of 

these securities and the existence of a secondary trading market for such securities. 

• Liquidity Risk.  A Fund may have difficulty disposing of certain lower quality and 

comparable unrated securities because there may be a thin trading market for such 

securities.  Because not all dealers maintain markets in all lower-quality and 

comparable unrated securities, there is no established retail secondary market for 

many of these securities.  Heartland Advisors anticipates that such securities could be 

sold only to a limited number of dealers or institutional investors.  To the extent a 

secondary trading market does exist, it generally is not as liquid as the secondary 

market for higher-rated securities.  The lack of a liquid secondary market may have 

an adverse impact on the market price of the security and disposition of the security 

may involve time-consuming negotiation and legal expense.  As a result, a Fund’s net 

asset value and ability to dispose of particular securities when necessary to meet the 

Fund’s liquidity needs, or in response to a specific economic event, may be affected. 

U.S. Government Obligations.  Each Fund may invest in securities issued or guaranteed 

by the U.S. Government or its agencies or instrumentalities.  These securities include a variety of 

Treasury securities, which differ in their interest rates, maturities and times of issuance.  

Treasury Bills generally have maturities of one year or less; Treasury Notes generally have 

maturities of one to ten years; and Treasury Bonds generally have maturities of greater than ten 

years.  Some obligations issued or guaranteed by U.S. Government agencies and 

instrumentalities, such as Government National Mortgage Association pass-through certificates, 

are supported by the full faith and credit of the U.S. Treasury; other obligations, such as those of 

the Federal Home Loan Banks, are secured by the right of the issuer to borrow from the 

Treasury; other obligations, such as those issued by the Federal National Mortgage Association, 

are supported by the discretionary authority of the U.S. Government to purchase certain 

obligations of the agency or instrumentality; and other obligations, such as those issued by the 

Student Loan Marketing Association, are supported only by the credit of the instrumentality 

itself.  Although the U.S. Government provides financial support to such U.S. Government-

sponsored agencies or instrumentalities, no assurance can be given that it will always do so, 

since it is not so obligated by law. 
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Floating and Variable Rate Securities.  Each Fund may invest in securities which offer 

a variable or floating rate of interest.  Floating rate securities generally provide for automatic 

adjustment of the interest rate whenever some specified interest rate index changes.  Variable 

rate securities, on the other hand, provide for automatic establishment of a new interest rate at 

fixed intervals.  Interest rates on floating and variable rate securities are based on a designated 

rate or a specified percentage thereof, such as a bank’s prime rate. 

Floating or variable rate securities typically include a demand feature entitling the holder 

to demand payment of the obligation on short notice at par plus accrued interest.  Some securities 

which do not have floating or variable interest rates may be accompanied by puts producing 

similar results and price characteristics. The issuer of these securities normally has a 

corresponding right, after a given period, to prepay in its discretion the outstanding principal 

amount of the note plus accrued interest upon a specified number of days notice to the 

noteholders.  When considering the maturity of any instrument which may be sold or put to the 

issuer or a third party, the Fund may consider the instrument’s maturity to be shorter than its 

stated maturity. 

Deferrable Subordinated Securities.  Certain securities may be issued which have long 

maturities and are deeply subordinated in the issuer’s capital structure.  They generally have 30-

year maturities and permit the issuer to defer distributions for up to five years.  These 

characteristics give the issuer more financial flexibility than is typically the case with traditional 

bonds.  As a result, the securities may be viewed by rating agencies and bank regulators as 

possessing certain ―equity-like‖ features.  However, the securities are treated as debt securities 

by market participants, and each Fund intends to treat them as such as well.  These securities 

may offer a mandatory put or remarketing option that creates an effective maturity date 

significantly shorter than the stated one.  Each Fund may invest in these securities to the extent 

their yield, credit and maturity characteristics are consistent with the Fund’s investment objective 

and strategies. 

Inflation-Indexed Bonds.  Each Fund may invest in inflation-indexed bonds issued by 

the U.S. Government, its agencies or instrumentalities.  Inflation-indexed bonds are fixed income 

securities whose principal value is periodically adjusted according to the rate of inflation.  The 

interest rate on these bonds is generally fixed at issuance at a rate lower than typical bonds.  Over 

the life of an inflation-indexed bond, however, interest will be paid based on a principal value 

that is adjusted for inflation. 

If the periodic adjustment rate measuring inflation falls, the principal value of inflation-

indexed bonds will be adjusted downward and, as a result, the interest payable on these securities 

(calculated with respect to a smaller principal amount) will be reduced.  If any such downward 

adjustment in the principal value of an inflation-indexed bond exceeds the interest otherwise 

includable in a Fund’s gross income for the relevant tax year, the excess will be treated as an 

ordinary loss. 

If the periodic adjustment rate measuring inflation increases, the principal value of 

inflation-indexed bonds will be adjusted upward and, as a result, the interest payable on these 

securities (calculated with respect to a larger principal amount) will be increased.  Any increase 

in the principal amount of an inflation-indexed bond will be considered taxable ordinary income 

and will be includable in a Fund’s gross income in the period in which it accrues, even though 

investors do not receive their principal until maturity, subject to offset against any tax loss 



 

 23 

carryforwards from earlier tax years.  There can be no assurance that the applicable inflation 

index for the security will accurately measure the real rate of inflation (or deflation) in the prices 

of goods and services. 

Mortgage-Related and Asset-Backed Securities.  Mortgage-related securities in which 

the Funds may invest include mortgage pass-through securities and derivative mortgage 

securities, such as collateralized mortgage obligations and stripped mortgage-backed securities. 

These securities are issued or guaranteed by the U.S. Government, its agencies or 

instrumentalities, or by private issuers, generally originators and investors in mortgage loans, 

including savings associations, mortgage bankers, commercial banks, investment bankers, and 

special purpose entities (collectively, ―private lenders‖).  Mortgage-backed securities issued by 

private lenders may be supported by pools of mortgage loans or other mortgage-backed 

securities that are guaranteed, directly or indirectly, by the U.S. Government or one of its 

agencies or instrumentalities, or they may be issued without any governmental guarantee of the 

underlying mortgage assets but with some form of non-governmental credit enhancement. 

Asset-backed securities have structural characteristics similar to mortgage-backed 

securities.  Asset-backed debt obligations represent direct or indirect participation in, or are 

secured by and payable from, assets such as motor vehicle installment sales contracts, other 

installment loan contracts, home equity loans, leases of various types of property, and 

receivables from credit card or other revolving credit arrangements.  The credit quality of most 

asset-backed securities depends primarily on the credit quality of the assets underlying such 

securities, how well the entity issuing the security is insulated from the credit risk of the 

originator or any other affiliated entities, and the amount and quality of any credit enhancement 

of the securities.  Payments or distributions of principal and interest on asset-backed debt 

obligations may be supported by non-governmental credit enhancements including letters of 

credit, reserve funds, overcollateralization, and guarantees by third parties.  The market for 

privately issued asset-backed debt obligations is smaller and less liquid than the market for 

government sponsored mortgage-backed securities. 

In general, mortgage-related and asset-backed securities have yield and maturity 

characteristics corresponding to the underlying assets.  Unlike traditional debt securities, which 

may pay a fixed rate of interest until the entire principal amount comes due at maturity, 

payments on certain mortgage-related and asset-backed securities include both interest and a 

partial repayment of principal.  Besides the scheduled repayment of principal, repayments of 

principal on mortgage-related and asset-backed securities may result from the voluntary 

prepayment, refinancing, or foreclosure of the underlying mortgage loans or other assets.  

Prepayments may result in early payment of the applicable mortgage-related or asset-backed 

securities.  In that event, a Fund may be unable to invest the proceeds from the early payment of 

the mortgage-related or asset-backed securities in an investment that provides as high a yield as 

the mortgage-related or asset-backed securities that were repaid early.  Consequently, early 

payment associated with mortgage-related and asset-backed securities may cause these securities 

to experience significantly greater price and yield volatility than that experienced by traditional 

fixed-income securities.  During periods of falling interest rates, the rate of prepayments 

generally tends to increase, thereby tending to decrease the life of mortgage-related and asset-

backed securities.  During periods of rising interest rates, the rate of prepayments generally 

decreases, thereby tending to increase the life of mortgage-related and asset-backed securities.  If 

the life of a mortgage-related or asset-backed security is inaccurately predicted, a Fund may not 

be able to realize the rate of return it expected. 
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Mortgage-related and asset-backed securities are less effective than other types of 

securities as a means of ―locking in‖ attractive long-term interest rates.  One reason is the need to 

reinvest prepayments of principal; another is the possibility of significant unscheduled 

prepayments resulting from declines in interest rates.  During periods of declining interest rates, 

prepayments likely would have to be reinvested at lower rates.  As a result, these securities may 

have less potential for capital appreciation during periods of declining interest rates than other 

securities of comparable maturities, although they may have a similar risk of decline in market 

value during periods of rising interest rates. 

Prepayments may cause losses in securities purchased at a premium.  At times, some of 

the mortgage-related and asset-backed securities in which a Fund may invest may have higher 

than market yields and, therefore, will be purchased at a premium above their par value.  

Unscheduled prepayments, which are made at par, will cause the Fund to experience a loss equal 

to any unamortized premium.  In addition, the value of mortgage-related and asset-backed 

securities may change due to changes in the market’s perception of the creditworthiness of the 

issuer, and the mortgage-related and asset-backed securities markets in general may be adversely 

affected by changes in governmental regulation or tax policies. 

Certain characteristics of adjustable rate mortgage securities (―ARMs‖) may make them 

more susceptible to prepayments than other mortgage-related securities.  Unlike fixed rate 

mortgages, the interest rates on adjustable rate mortgages are adjusted at regular intervals, 

generally based on a specified, published interest rate index.  Investments in ARMs allow a Fund 

to participate in changing interest rate levels through regular adjustments in the coupons of the 

underlying mortgages, resulting in more variable current income and potentially shorter duration 

characteristics than longer-term fixed rate mortgage securities.  The extent to which the values of 

ARMs fluctuate with changes in interest rates will depend on the frequency of the interest resets 

on the underlying mortgages, and the specific indices underlying the ARMs, as certain indices 

closely mirror market interest rate levels and others tend to lag changes in market rates. 

ARMs will frequently have caps and floors which limit the maximum amount by which 

the interest rate on the underlying mortgage loans may move up or down during each adjustment 

period and over the life of the loan.  Interest rate caps on ARMs may cause them to decrease in 

value in an increasing interest rate environment and may also prevent their income from 

increasing to levels commensurate with prevailing interest rates.  Conversely, interest rate floors 

on ARMs may cause their income to remain higher than prevailing interest rate levels and result 

in an increase in the value of such securities.  However, this increase may be tempered by an 

acceleration of prepayments.  In general, ARMs tend to experience higher levels of prepayment 

than other mortgage-related securities.  During periods of favorable interest rate environments, 

holders of adjustable rate mortgages have greater incentives to refinance with fixed-rate 

mortgages in order to avoid interest-rate risk.  In addition, significant increases in the index rates 

used for adjustment of the mortgages may result in increased delinquency, default and 

foreclosure rates, which in turn would increase the rate of prepayment on the ARMs. 

Collateralized mortgage obligations (―CMOs‖) are designed to reduce the risk of 

prepayment for investors by issuing multiple classes of securities, each having different 

maturities, interest rates and payment schedules, and with the principal and interest on the 

underlying mortgages allocated among the several classes in various ways.  Payment of interest 

or principal on some classes or series of CMOs may be subject to contingencies or some classes 

or series may bear some or all of the risk of default on the underlying mortgages.  CMOs of 
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different classes or series are generally retired in sequence as the underlying mortgage loans in 

the mortgage pool are repaid.  If enough mortgages are repaid ahead of schedule, the classes or 

series of a CMO with the earliest maturities generally will be retired prior to their maturities.  

Thus, the early retirement of particular classes or series of a CMO held by a Fund would have 

the same effect as the prepayment of mortgages underlying other mortgage-related securities.  

The prices of certain CMOs, depending on their structure and the rate of prepayments, can be 

volatile and the market for certain CMOs may not be as liquid as the market for other securities 

in general. 

Similarly, prepayments could also result in losses on stripped mortgage-backed and asset-

backed securities.  Stripped mortgage-backed and asset-backed securities are commonly 

structured with two classes that receive different portions of the interest and principal 

distributions on a pool of loans.  A Fund may invest in both the interest-only or ―IO‖ class and 

the principal-only or ―PO‖ class.  The yield to maturity on an IO class of stripped mortgage-

backed or asset-backed securities is extremely sensitive not only to changes in prevailing interest 

rates but also to the rate of principal payments (including prepayments) on the underlying assets.  

A rapid rate of principal prepayments may have a measurable adverse effect on a Fund’s yield to 

maturity to the extent it invests in IOs.  If the assets underlying the IO experience greater-than-

anticipated prepayments of principal, a Fund may fail to recoup fully its initial investment in 

these securities.  Conversely, POs tend to increase in value if prepayments are greater than 

anticipated and decline if prepayments are slower than anticipated.  Complex instruments such as 

CMOs and stripped mortgage-backed securities may have a structure that makes their reaction to 

interest rates and other factors difficult to predict, potentially making their price highly volatile. 

The secondary market for stripped mortgage-backed and asset-backed securities may be 

more volatile and less liquid than that for other securities, potentially limiting the Funds’ ability 

to obtain market quotations for those securities or to buy or sell those securities at any particular 

time. 

It is anticipated that certain entities may create loan pools offering pass-through 

investments in addition to the types discussed above, including securities with underlying pools 

of derivative mortgage-related and asset-backed securities.  As new types of mortgage-related 

and asset-backed securities are developed and offered to investors, Heartland Advisors will, 

consistent with each Fund’s objective and investment policies, consider making investments in 

such new types of securities. 

Zero-Coupon, Step-Coupon and Pay-in-Kind Securities.  Each Fund may invest in 

zero-coupon, step-coupon and pay-in-kind securities.  These securities are debt securities that do 

not make regular cash interest payments.  Zero-coupon and step-coupon securities are sold at a 

deep discount to their face value.  Pay-in-kind securities pay interest through the issuance of 

additional securities.  Because such securities do not pay current cash income, the price of these 

securities can be volatile when interest rates fluctuate.  While these securities do not pay current 

cash income, federal income tax law requires the holders of the zero-coupon, step-coupon and 

pay-in-kind securities to include in income each year the portion of the original issue discount 

(or deemed discount) and other non-cash income on such securities accrued during that year.  In 

order to continue to qualify for treatment as a ―regulated investment company‖ under the Internal 

Revenue Code and avoid a certain excise tax, a Fund may be required to distribute a portion of 

such discount and income and may be required to dispose of other portfolio securities, which 
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could occur in periods of adverse market conditions, in order to generate cash to meet these 

distribution requirements. 

Indexed Securities 

Each Fund may purchase securities whose prices are indexed to the prices of other 

securities, securities indices, or other financial indicators.  Indexed securities typically are debt 

securities or deposits whose value at maturity or coupon rate is determined by reference to a 

specific instrument or statistic.  For example, certain debt securities in which a Fund may invest 

may include securities whose interest rates are determined by reference to one or more specific 

financial indicators, such as LIBOR, resulting in a security whose interest payments tend to rise 

and fall together with the financial indicator.  Indexed securities may be positively or negatively 

indexed; that is, their maturity value may increase when the specified underlying instrument’s 

value increases, resulting in a security that performs similarly to the underlying instrument, or 

their maturity value may decline when the underlying instrument increases, resulting in a 

security whose price characteristics are similar to a put on the underlying instrument. 

The performance of indexed securities depends to a great extent on the performance of 

the security or other instrument to which they are indexed, and may also be influenced by 

interest rate changes in the U.S. and abroad.  At the same time, indexed securities are subject to 

the credit risks associated with the issuer of the security, and their values may decline 

substantially if the issuer’s creditworthiness deteriorates.  Recent issuers of indexed securities 

have included banks, corporations, and certain U.S. government agencies. 

The market for indexed securities may be thinner and less active than the market for 

securities in general, which can adversely affect the prices at which indexed securities are sold.  

Judgment plays a greater role in valuing certain indexed securities than is the case for securities 

for which more external sources for quotations and last-sale information are available.  Adverse 

publicity and changing investor perceptions may affect the ability to value accurately indexed 

securities and a Fund’s ability to dispose of these securities. 

Loan Interests 

Each Fund may invest in loan interests, which are interests in amounts owed by a 

municipality or other borrower to lenders or lending syndicates.  Loan interests purchased by a 

Fund will vary in maturity, may be subject to restrictions on resale, are not readily marketable 

and may be secured or unsecured.  They involve the risk of loss in case of default or bankruptcy 

of the borrower or, if in the form of a participation interest, the insolvency of the financial 

intermediary.  If a Fund acquires a loan interest under which the Fund derives its rights directly 

from the borrower, such loan interests are separately enforceable by the Fund against the 

borrower and all payments of interest and principal are typically made directly to the Fund from 

the borrower.  In the event that a Fund and other lenders become entitled to take possession of 

shared collateral being held in connection with a loan interest as a result of default or insolvency, 

it is anticipated that such collateral would be held in the custody of an institution for their mutual 

benefit. 

Typically, the U.S. or foreign commercial bank, insurance company, finance company, or 

other financial institution that originates, negotiates and structures the loan interest (the ―Agent‖) 

administers the terms of the loan agreement.  As a result, a Fund will generally rely on the Agent 
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to receive and forward to the Fund its portion of the principal and interest payments on the loan.  

A Fund may also rely on the Agent and the other members of the lending syndicate to use 

appropriate credit remedies against the borrower, if necessary.  However, a Fund may be 

required to perform certain tasks on its own behalf in the event the Agent does not perform 

certain administrative or enforcement functions. 

A Fund may incur certain costs and delays in realizing payment on a loan interest, or 

suffer a loss of principal and/or interest, in the event the Agent becomes insolvent or enters into 

receivership or bankruptcy proceedings.  Indebtedness of borrowers whose creditworthiness is 

poor involves substantially greater risks, and may be highly speculative.  In addition, there is no 

assurance that the liquidation of collateral from a secured loan would satisfy the borrower’s 

obligation, or that the collateral can be liquidated. 

Real Estate Investment Trusts 

Each Fund may invest up to 10% of its total assets in real estate investment trusts 

(―REITs‖) which may own real estate properties (―equity REITs‖) or may make or purchase 

mortgages on real estate (―mortgage REITs‖). 

REITs are subject to volatility from risks associated with investments in real estate and 

investments dependent on income from real estate, such as fluctuating demand for real estate and 

sensitivity to adverse economic conditions.  Equity REITs may be adversely affected by rising 

interest rates, which may increase the costs of obtaining financing for real estate projects or 

cause investors to demand a high annual yield from future distributions.  Mortgage REITs may 

experience diminished yields during periods of declining interest rates if they hold mortgages 

that the mortgagors elect to prepay during such periods.  In addition, the failure of a REIT in 

which a Fund has invested to continue to qualify as a REIT for tax purposes would have an 

adverse impact on the value of the Fund’s investment. 

Some REITs have relatively small market capitalizations, which could increase their 

market volatility.  REITs tend to depend upon specialized management skills and may have 

limited diversification causing them to be subject to risks inherent in operating and financing a 

limited number of properties. 

Rights and Warrants 

Each Fund may purchase rights and warrants, which are securities giving the holder the 

right, but not the obligation, to purchase the underlying securities at a predetermined price during 

a specified period or perpetually.  Rights and warrants are considered more speculative than 

certain other types of investments because they generally have no voting rights, pay no 

dividends, and have no rights with respect to the assets of the corporation issuing them.  In 

addition, the prices or rights and warrants do not necessarily move parallel to the prices of the 

underlying securities, and they cease to have value if they are not exercised on or prior to their 

expiration dates. 

When-Issued and Delayed-Delivery Securities; Forward Commitments 

Each Fund may purchase securities on a when-issued or delayed-delivery basis, and may 

purchase forward commitments.  Payment and interest terms of these securities are set out at the 

time a Fund enters into the commitment to purchase, but normally the securities are not issued, 



 

 28 

and delivery and payment for such obligations normally does not take place, for a month or more 

after the purchase date.  In a forward commitment transaction, a Fund contracts to purchase 

securities for a fixed price at a future date beyond customary settlement time.  Obligations 

purchased on a when-issued or forward commitment basis involve a risk of loss if the value of 

the security purchased declines prior to the settlement date, and may increase fluctuation in a 

Fund’s net asset value. 

On the date a Fund enters into an agreement to purchase securities on a when-issued or 

forward commitment basis, it will record the transaction and reflect the value of the obligation in 

determining its net asset value.  In addition, a Fund will establish and maintain, for the term of 

the position, a segregated account consisting of cash or other liquid assets, either of which may 

be quoted or denominated in any currency, having a value at least equal to the Fund’s obligation 

under the position. 

PORTFOLIO MANAGEMENT STRATEGIES 

The following information supplements the discussion of the Funds’ investment 

objectives and policies in the Prospectus. 

Borrowing 

The extent to which a Fund will borrow will depend, among other things, on market 

conditions and interest rates.  Each Fund may borrow from any bank or other person up to 5% of 

such Fund’s total assets for temporary purposes.  A borrowing is presumed to be for temporary 

purposes if it is repaid by the Fund within 60 days and is not extended or renewed.  Each Fund 

may also borrow from banks up to one-third of its total assets for other purposes such as 

facilitating the management of its investment portfolio and making other investments or 

engaging in other transactions permissible under the 1940 Act which may be considered a 

borrowing (such as dollar rolls and reverse repurchase agreements). 

Foreign Currency Transactions 

To manage the currency risk accompanying investments in foreign securities and to 

facilitate the purchase and sale of foreign securities, the Funds may engage in foreign currency 

transactions on a spot, or cash, basis at the spot rate prevailing in the foreign currency exchange 

market or through forward foreign currency exchange contracts (―forward contracts‖).  Forward 

contracts are contractual obligations to purchase or sell a specific currency at a future date (or 

within a specified time period) at a price set at the time of the contract.  These contracts are 

usually entered into with banks and broker-dealers, are not exchange traded and are usually for 

less than one year, but may be renewed. 

The Funds may use these instruments for hedging or any other lawful purpose consistent 

with their respective investment objectives. 

When a Fund enters into a contract for the purchase or sale of a security denominated in a 

foreign currency, it may desire to ―lock in‖ the U.S. dollar price of the security.  By entering into 

a forward contract for the purchase or sale, for a fixed amount of U.S. dollars, of the amount of 

foreign currency involved in the underlying security transaction, a Fund will be able to protect 

itself against a possible loss resulting from an adverse change in the relationship between the 
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U.S. dollar and the subject foreign currency during the period between the date the security is 

purchased or sold and the date on which payment is made or received. 

In addition, when Heartland Advisors believes that the currency of a particular foreign 

country may suffer a substantial decline against another currency, including the U.S. dollar, it 

may enter into a forward contract to sell or buy the amount of the former foreign currency, 

approximating the value of some or all of a Fund’s portfolio securities denominated in such 

foreign currency.  Alternatively, where appropriate, a Fund may hedge all or part of its foreign 

currency exposure through the use of a basket of currencies or a proxy currency where such 

currency or currencies act as an effective proxy for other currencies.  In such a case, a Fund may 

enter into a forward contract where the amount of the foreign currency to be sold exceeds the 

value of the securities denominated in such currency.  The use of this basket hedging technique 

may be more efficient and economical than entering into separate forward contracts for each 

currency it holds. 

The precise matching of the forward contract amounts and the value of the securities 

involved will not generally be possible since the future value of such securities in foreign 

currencies will change as a consequence of market movements in the value of those securities 

between the date the forward contract is entered into and the date it matures.  The projection of 

short-term currency market movement is extremely difficult and the successful execution of a 

short-term hedging strategy is highly uncertain.  Under normal circumstances, consideration of 

the prospect for currency parities will be incorporated into the longer-term investment decisions 

made with regard to overall diversification strategies.  However, Heartland Advisors believes 

that it is important to have the flexibility to enter into such forward contracts when it determines 

that the best interests of a Fund will be served. 

Successful use of forward currency contracts will depend on Heartland Advisors’ skill in 

analyzing and predicting currency values.  Forward contracts may substantially change a Fund’s 

investment exposure to changes in currency exchange rates, and could result in losses to the 

Fund if currencies do not perform as Heartland Advisors anticipates.  For example, if a 

currency’s value rose at a time when Heartland Advisors had hedged a Fund by selling that 

currency in exchange for U.S. dollars, the Fund would be unable to participate in the currency’s 

appreciation.  There might be imperfect correlation, or even no correlation, between price 

movements of an instrument and price movements of investments being hedged.  Such a lack of 

correlation might occur due to factors unrelated to the value of the investments being hedged, 

such as speculative or other pressures on the markets in which these instruments are traded.  In 

addition, a Fund’s use of currency-related derivative instruments is always subject to the risk that 

the currency in question could be devalued by the foreign government.  In such a case, any long 

currency positions would decline in value and could adversely affect any hedging position 

maintained by a Fund.  There is no assurance that Heartland Advisors’ use of forward currency 

contracts will be advantageous to a Fund or that it will hedge at an appropriate time. 

Forward foreign exchange contracts may or may not be treated as Section 1256 contracts 

or straddles under the Internal Revenue Code.  See ―Types of Securities - Derivative Instruments 

- Federal Tax Treatment of Options and Futures Contracts.‖ 
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Change or Influence Control over Portfolio Companies 

As a shareholder of a portfolio company, each Fund reserves the right to freely 

communicate its views on matters of policy to the company’s management, board of directors 

and other shareholders when a policy may affect the value of the Fund’s investment.  In 

exercising this right, each of the Funds may, from time to time, use its ownership interest in a 

portfolio company to seek to change or influence control of the company’s management.  For 

example, a Fund might take steps, either individually or as part of a group, (a) to actively 

support, oppose or influence a company’s decision-making, (b) to seek changes in a company’s 

management or board of directors, (c) to effect the sale of all or some of a company’s assets, 

(d) to vote to participate in or oppose a takeover of a portfolio company or an acquisition by a 

portfolio company, or (e) to serve as lead plaintiff in a matter related to a portfolio company.  A 

Fund would engage in such activities in an effort to protect and maximize the value of its 

investment on behalf of the Fund’s shareholders.  The extent to which a Fund might invest for 

purposes of changing or influencing control of management would depend, among other things, 

on facts and circumstances specific to the issuer as well as general market conditions. 

Investing for purposes of changing or influencing control of management could result in 

additional expenses to a Fund, including expenses associated with operational or regulatory 

requirements and the ongoing cost of potential litigation.  It could also restrict a Fund’s ability to 

freely dispose of the securities of a portfolio company with respect to which it is deemed to be 

investing to effect control, which might adversely affect the Fund’s liquidity as well as the sale 

price of those securities.  Finally, greater public disclosure is required regarding a Fund’s 

investment and trading strategies in regulatory filings relating to such securities. 

It is expected that a Fund would make investments for purposes of changing or 

influencing control only on a selective basis when Heartland Advisors believes it would be in the 

best interests of the Fund and its shareholders. 

Lending Portfolio Securities 

Each Fund may lend its portfolio securities to institutional investors or broker-dealers up 

to a maximum of one-third of its total assets, where such loans are callable at any time and are 

continuously secured by collateral consisting of cash or liquid assets at least equal to the value of 

the security lent. The collateral received by a Fund may be invested in government securities, 

money-market instruments, or other short-term debt instruments. A Fund receives amounts equal 

to earned income for having made the loans. A Fund is the beneficial owner of the loaned 

securities in that any gain or loss in the market price during the loan period inures to the Fund. 

Thus, when the loan is terminated, the value of the securities may be more or less than their 

value at the beginning of the loan. In determining whether to lend its portfolio securities, a Fund 

takes into account the creditworthiness of the borrower since the Fund could experience costs 

and delays in recovering loaned securities or exercising its rights to the collateral in the event of 

bankruptcy of the borrower. A Fund may pay a fee to placing brokers in connection with loans of 

its portfolio securities. Lending portfolio securities involves risks, including, but not limited to, 

that the borrower may fail to return the securities or provide additional collateral as required. 

Also, voting rights with respect to loaned securities may pass with the lending of the securities, 

thereby limiting Heartland’s ability to vote such securities.   
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Repurchase Agreements 

Each Fund may enter into repurchase agreements with certain banks or nonbank dealers.  

In a repurchase agreement, a Fund buys a security at one price, and at the time of sale the seller 

agrees to repurchase the obligation at a mutually agreed upon time and price (usually within 

seven days).  The repurchase agreement thereby determines the yield during the purchaser’s 

holding period, while the seller’s obligation to repurchase is secured by the value of the 

underlying security.  Repurchase agreements which mature in more than seven days will be 

treated as illiquid securities under the guidelines adopted by Heartland’s Board of Directors and 

will be subject to each Fund’s limitation on investments in illiquid securities.  See ―Types of 

Securities - Illiquid Securities‖ above. 

Heartland Advisors will monitor, on an ongoing basis, the value of the underlying 

securities to ensure that the value equals or exceeds the repurchase price plus accrued interest.  

Since the underlying securities are not owned by a Fund but only constitute collateral for the 

seller’s obligation to repay the purchase price, repurchase agreements could involve certain risks 

in the event of a default or insolvency of the other party to the agreement, including possible 

delays or restrictions upon the Fund’s ability to dispose of and costs in connection with the 

disposal of the underlying securities.  Although no definitive creditworthiness criteria are used, 

Heartland Advisors reviews the creditworthiness of the banks and nonbank dealers with which 

the Funds enter into repurchase agreements to evaluate those risks.  A Fund may, under certain 

circumstances, deem repurchase agreements collateralized by U.S. government securities to be 

investments in U.S. government securities. 

Reverse Repurchase Agreements and Dollar Rolls 

Each Fund may enter into reverse repurchase agreements with banks and broker-dealers, 

under which the Fund sells a portfolio security to such party in return for cash and agrees to 

repurchase the instrument at a particular price and time.  A Fund generally retains the right to 

interest and principal payments on the security.  While a reverse repurchase agreement is 

outstanding, a Fund will establish and maintain a segregated account consisting of cash or other 

liquid assets, either of which may be quoted or denominated in any currency, having a value at 

least equal to the Fund’s obligation under the agreement. 

Each Fund may also enter into dollar rolls, in which the Fund would sell securities for 

delivery in the current month and simultaneously contract to purchase substantially similar 

securities on a specified future date.  While a Fund would forego principal and interest paid on 

the securities during the roll period, the Fund would be compensated by the difference between 

the current sales price and the lower price for the future purchase as well as by any interest 

earned on the proceeds of the initial sale.  A Fund also could be compensated through the receipt 

of fee income equivalent to a lower forward price. At the time of entering into a dollar roll, a 

Fund will establish and maintain a segregated account consisting of cash or other liquid assets, 

either of which may be quoted or denominated in any currency, having a value at least equal to 

the Fund’s obligation to buy the securities. 
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To the extent the value of the security that a Fund agrees to purchase pursuant to a 

reverse repurchase agreement or a dollar roll declines, the Fund may experience a loss.  Reverse 

repurchase transactions and dollar rolls may increase fluctuations in the market value of a Fund’s 

assets and may be viewed as a form of leverage.  In determining whether to enter into a reverse 

repurchase agreement or dollar roll, a Fund will take into account the creditworthiness of the 

counterparty. 

Short Sales 

Each Fund may engage in short sales of securities under certain circumstances. Selling 

securities ―short against the box‖ involves selling a security that a Fund owns (or has an 

unconditional right to purchase) for delivery at a specified date in the future to hedge 

protectively against anticipated declines in the market price of its portfolio’s securities.  If the 

value of the securities sold short increases prior to the scheduled delivery date, the Fund loses the 

opportunity to participate in the gain. A Fund may also engage in short sales of securities of an 

issuer (―acquirer‖) that has publicly announced a proposed or a pending transaction in which a 

portfolio security of the Fund will be converted into securities of the acquirer. A Fund will 

maintain a segregated collateral account with its custodian to cover open short positions in 

acquirer securities. If the value of an acquirer’s security sold short were to increase relative to the 

segregated collateral, the Fund would lose the opportunity to participate in the appreciation and 

may also be required to purchase additional shares of the shorted security to close out the 

position or settle the position in cash. 

Standby Commitments 

To facilitate portfolio liquidity, the Funds may obtain standby commitments from 

brokers, dealers or banks with respect to debt securities in their portfolios.  A standby 

commitment gives the holder the right to sell the underlying security to the seller at an agreed-

upon price, generally equal to the amortized cost of the underlying security plus accrued interest, 

on certain dates or within a specified period.  Standby commitments generally increase the cost 

of the acquisition of the underlying security, thereby reducing its yield.  Standby commitments 

are subject to the issuer’s ability to fulfill its obligation upon demand.  Although no definitive 

creditworthiness criteria are used, Heartland Advisors evaluates those risks by reviewing the 

creditworthiness of the brokers, dealers and banks from which a Fund obtains standby 

commitments to evaluate those risks. 

Cash Liquidation for Redemption 

Each Fund may participate in a program with ReFlow Fund, LLC (―ReFlow‖), which is 

designed to provide an alternative liquidity source for mutual funds experiencing net 

redemptions of their shares. In order to pay cash to shareholders who redeem their shares on a 

given day, a mutual fund typically must hold cash in its portfolio, liquidate portfolio securities, 

or borrow money, all of which impose certain costs on a Fund. Pursuant to the program, ReFlow 

provides participating mutual funds with a source of cash to meet net shareholder redemptions by 

being prepared to purchase Fund shares, at the Fund’s closing net asset value, equal to the 

amount of the Fund’s net redemptions on any given day. ReFlow then generally redeems those 

shares when the Fund experiences net sales, at the end of the maximum holding period 

determined by ReFlow (currently 28 days) or at other times at ReFlow’s discretion. When the 

Fund participates in the ReFlow program, the Fund will pay a fee to ReFlow at a rate determined 
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by a daily auction with other participating mutual funds. The current minimum fee rate is 0.15% 

of the value of the Fund’s shares purchased by ReFlow for the period of time that the shares 

remain outstanding. The Fund may submit a bid at a higher fee rate if it determines that doing so 

is in the best interest of Fund shareholders. ReFlow will purchase Institutional Class shares of the 

Fund and shares purchased by ReFlow through this program are not subject to the frequent 

trading limitation described in ―Excessive Account Activity‖ under ―Other Policies‖ in the 

Prospectus.  Heartland Advisors believes during periods of unusual redemption activity it can 

utilize this program to help stabilize the Fund’s net assets. A Fund is not required to participate 

in this program. There is no assurance that ReFlow will have sufficient funds available to meet 

the Fund’s liquidity needs on a particular day. In accordance with federal securities laws, 

ReFlow is prohibited from acquiring more than 3% of the outstanding voting securities of the 

Fund. 

INVESTMENT RESTRICTIONS 

Each Fund has adopted the following investment restrictions. Unless otherwise expressly 

provided herein, any restriction that is expressed as a percentage is adhered to at the time of 

investment or other transaction; a later change in percentage resulting from changes in the value 

of a Fund’s assets will not be considered a violation of the restriction. Calculations based on total 

assets do not include cash collateral held in connection with portfolio lending activities. 

Restrictions that are designated as fundamental policies cannot be changed without the 

majority approval of shareholders as defined in the 1940 Act.  Non-fundamental restrictions may 

be changed by the Heartland Board of Directors without shareholder approval. 

Under the 1940 Act, ―majority approval of shareholders‖ means approval by the lesser of 

(1) the holders of 67% or more of a Fund’s shares represented at a meeting of shareholders at 

which the holders of at least 50% of the Fund’s outstanding shares are present in person or by 

proxy or (2) more than 50% of the Fund’s outstanding shares. 

Fundamental Restrictions Common to the Funds 

As a matter of fundamental policy, which may not be changed without shareholder 

approval, no Fund may: 

1. Concentration.  Invest more than 25% of total assets in securities of non-

governmental issuers whose principal business activities are in the same industry; provided, 

however, that there shall be no limitation on the purchase of securities issued or guaranteed by 

national governments,
1
 their agencies or instrumentalities. 

2. Real Estate.  Purchase or sell real estate, except the Fund may (i) acquire real 

estate as a result of ownership of securities or other instruments, (ii) invest in securities or other 

instruments backed by real estate and (iii) invest in securities of companies that are engaged in 

the real estate business and those that invest in real estate, including, but not limited to, real 

estate investment trusts. 

                                            
(1) For so long as it is the position of the staff of the SEC that foreign governments are industries for purposes of 

mutual fund policies concerning concentration, they shall not be included within the types of governmental 

issuers excluded from the Funds’ concentration policies. 
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3. Borrowing.  Borrow money or property, except the Fund may (i) make 

investments or engage in other transactions permissible under the 1940 Act which may involve 

borrowing, provided that the combination of such activities shall not exceed 33⅓% of total assets 

(including the amount borrowed), less the Fund’s liabilities (other than borrowings), and 

(ii) borrow up to an additional 5% of its total assets (not including the amount borrowed) from a 

bank for temporary purposes.  Any borrowing which comes to exceed these limits shall be 

reduced in accordance with applicable law. 

4. Loans.  Make loans, except the Fund may (i) acquire publicly distributed or 

privately placed debt securities and purchase debt, (ii) purchase money market instruments and 

enter into repurchase agreements, and (iii) lend portfolio securities.  No Fund may lend portfolio 

securities if, as a result thereof, the aggregate of all such loans would exceed 33⅓% of total 

assets taken at market value at the time of such loan. 

5. Underwriting.  Underwrite the securities of other persons, except to the extent that 

the Fund may be deemed to be an underwriter within the meaning of the Securities Act in 

connection with the purchase and sale of  portfolio securities. 

6. Senior Securities.  Issue senior securities, except to the extent permitted under the 

1940 Act. 

7. Commodity Interests.  Purchase or sell physical commodities unless acquired as a 

result of ownership of securities or other instruments, except the Fund may purchase or sell 

futures contracts, options on futures contracts and other derivative instruments, and it may invest 

in securities or other instruments backed by physical commodities or in the securities of 

companies engaged in commodities businesses. 

Other Fundamental Restrictions 

In addition to the fundamental restrictions common to all the Funds, the Funds have 

fundamental policies on diversification, pledging of assets, short sales and affiliate transactions, 

as described below. 

Diversification.  The Select Value Fund (a) may not, with respect to 75% of its total 

assets, invest more than 5% of the fair market value of its assets in securities of any one issuer, 

other than securities issued or guaranteed by the U.S. Government, its agencies or 

instrumentalities; and (b) may not, with respect to 75% of its total assets, purchase more than 

10% of the outstanding voting securities of an issuer. 

The Value Plus Fund (a) may not, with respect to 75% of its total assets, invest more than 

5% of the fair market value of its assets in securities of any one issuer, other than securities 

issued or guaranteed by the U.S. Government, its agencies or instrumentalities, and (b) may not 

invest more than 10% of the fair market value of its total assets in securities of any one issuer, 

other than securities issued or guaranteed by the U.S. Government, its agencies or 

instrumentalities.  The Value Plus Fund also may not purchase more than 10% of the outstanding 

voting securities of an issuer. 

The Value Fund may not invest more than 5% of the fair market value of its assets in 

securities of any one issuer, except for U.S. Government agency securities and securities backed 

by the U.S. Government, its agencies or instrumentalities, which may be purchased without 
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limitation.  For the purposes of this limitation, the Fund will regard the entity which has the 

ultimate responsibility for payment of principal and interest as the issuer.  The Value Fund may 

not purchase more than 10% of the outstanding voting securities of an issuer. 

Pledging of Assets.  The Select Value Fund may not mortgage, hypothecate or pledge 

any of its assets as security for any of its obligations, except as required for otherwise 

permissible borrowings (including reverse repurchase agreements), short sales, futures, options 

and other hedging activities.  The Select Value Fund also will not pledge more than 15% of its 

net assets to secure its permitted borrowings. 

Each of the Value Plus and Value Funds may not pledge more than 15% of its net assets 

to secure its permitted borrowings. 

Short Sales.  The Value Fund may sell securities short when it either:  (a) holds a long 

position in the same security which equals or exceeds the number of shares sold short, or 

(b) holds a long position in a security with respect to which there has been a public 

announcement of a proposed transaction that would result in the conversion of the securities so 

held into an equal or greater number of shares of the securities sold short; provided that the Fund 

may not effect any such short sale of securities if, as a result thereof, the aggregate value of all of 

its open short positions would exceed 5% of the Fund’s total assets, or if more than 10% of its 

net assets would be held as collateral for such short positions. 

The other Funds do not have a fundamental restriction governing short sales. 

Non-Fundamental Restrictions 

Each Fund’s investment objective (set forth in its Prospectus) and the following non-

fundamental restrictions are subject to change by Heartland’s Board of Directors without 

shareholder approval. 

No Fund may: 

1. Investment Companies.  Purchase securities of other open-end or closed-end 

investment companies, except as permitted by the 1940 Act.  Subject to approval by the 

Heartland Board of Directors, a Fund may invest all (or substantially all) of its assets in the 

securities of a single open-end investment company (or series thereof) with the same investment 

objective and substantially the same investment policies and restrictions as the Fund in 

connection with a ―master/feeder‖ arrangement.  The Fund and one or more other mutual funds 

or other eligible investors with identical investment objectives (―Feeders‖) would invest all (or a 

portion) of their respective assets in the shares of another investment company (the ―Master‖) 

that had the same investment objective and substantially the same investment policies and 

restrictions as the Feeders.  The Fund would invest in this manner in an effort to achieve 

economies of scale associated with having the Master make investments in portfolio companies 

on behalf of the Feeders. 

2. Illiquid Securities.  Purchase a security if, as a result, more than 15% of net assets 

would be invested in illiquid securities. 
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3. Margin Purchases.  Purchase securities on margin, except that a Fund may 

(i) obtain short-term credit necessary for the clearance and settlement of purchases and sales of 

portfolio securities, and (ii) make margin deposits as required in connection with permissible 

options, futures, options on futures, short selling and other arbitrage activities. 

4. Short Sales.  Sell securities short, unless the Fund owns or has the right to obtain 

securities equivalent in kind and amount to the securities sold short, or unless it covers such short 

sale as required by the current rules and positions of the SEC or its staff, and provided that 

transactions in options, futures, options on futures, or other derivative instruments are not 

deemed to constitute selling securities short. 

5. Concentration.  For purposes of a Fund’s fundamental restriction on 

concentration, industries shall be determined by reference to the classifications specified in the 

Fund’s annual and semiannual reports.  For so long as it is the position of the staff of the SEC 

that foreign governments are industries for purposes of such restriction, investments in foreign 

governments shall be so limited. 

6. Futures Contracts.  Purchase a futures contract or an option on a futures contract 

if, with respect to positions in futures and futures options which do not represent bona fide 

hedging transactions, the aggregate initial margin and premiums required to establish such 

positions, less the amount by which such positions are in the money within the meaning of the 

Commodity Exchange Act, would exceed 5% of the Fund’s net assets. 

7. Real Estate Investment Trusts.  Invest more than 10% of its total assets in real 

estate investment trusts. 

PORTFOLIO TURNOVER 

Portfolio turnover for each Fund is the ratio of the lesser of annual purchases or sales of 

portfolio securities by the Fund to the average monthly value of portfolio securities owned by the 

Fund, not including securities maturing in less than 12 months.  A 100% portfolio turnover rate 

would occur, for example, if the lesser of the value of purchases or sales of a Fund’s portfolio 

securities for a particular year were equal to the average monthly value of the portfolio securities 

owned by the Fund during the year.  For the fiscal years ended December 31, 2010 and 2011, the 

portfolio turnover rates for the Funds were as follows: 

 2010 2011 

Select Value Fund 51% 47% 

Value Plus Fund 31% 11% 

Value Fund 29% 25% 

MANAGEMENT 

Board of Directors 

Under applicable law, the Board of Directors is responsible for the management of 

Heartland and provides broad supervision over its affairs.  The Board elects the Officers of 

Heartland and hires the Funds’ service providers, including the Funds’ investment advisor, 

Heartland Advisors, Inc., and distributor of the Funds’ shares, ALPS Distributors, Inc.  The 
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Board meets regularly to review, among other items, the Funds’ investments, performance and 

expenses. The Board annually reviews and considers approval of the continuation of the 

investment advisory agreement with Heartland Advisors and each Fund’s distribution plan and 

related distribution agreements.  The Board also establishes, monitors and periodically reviews 

numerous policies and procedures governing the conduct of Heartland’s business.  

Officers  

Pursuant to Heartland’s Bylaws, the Board delegates the day-to-day management of the 

Funds to the Officers of Heartland.  The Officers manage the Funds’ daily affairs under the 

direction and supervision of the Board, and they prepare reports and make presentations to the 

Board about the Funds’ affairs at meetings of the Board and when requested by the Board from 

time to time. 

Board Leadership Structure 

The policy of Heartland is that the Chairman of the Board and 75% of Board members 

must not be ―interested persons‖ (within the meaning of the 1940 Act) of Heartland Advisors, the 

Distributor, or the Funds’ transfer agent.  The Independent Chairman participates in the planning 

of the agenda for Board meetings and presides over meetings of the Board and meetings of the 

Independent Directors.  The Independent Chairman also generally acts as a liaison between Fund 

Officers and other Directors of Heartland between Board meetings.  The Chairman may also 

perform such other functions as may be requested by the Board.    

The Board has delegated oversight of the Funds’ risk management to the Audit 

Committee of the Board.  Therefore, the Board’s primary role in the risk oversight of the Funds 

consists of supervising the work of the Audit Committee, which the Board accomplishes by 

reviewing reports and observing presentations on risk oversight matters prepared by the Audit 

Committee and providing advice to the Audit Committee when necessary.  For more information 

on the Audit Committee’s oversight of risk, see the Section of this SAI titled ―Committees of the 

Board—Audit Committee‖ below. 
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Directors and Officers of the Funds 

The following table presents information about each Director and Officer of Heartland:  

 

 

 

 

 

Name, Address and Age 

 

 

 

Position(s) 

Held with 

Heartland 

Term of 

Office and 

Length 

of Time 

Served(1) 

 

 

Principal Occupation(s) 

During Past 

Five Years 

Number of 

Heartland 

Funds 

Overseen 

by 

Director 

 

 

Other 

Directorships 

Held by 

   Director(2) 

Independent Directors:      

Ward D. Armstrong  

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate: 01/54 

Director Since 2/08 Managing Director, 

Northrock Partners, a 

Private Wealth Advisory 

Practice of Ameriprise 

Financial, February 2010 

to present; Senior Vice 

President, Ameriprise 

Financial, Inc. November 

1984 to May 2007; 

President, American 

Express Asset 

Management, from 2002 

to 2004; Chairman 

Ameriprise Trust 

Company, November 

1996 to May 2007. 

3 None 

Michael D. Dunham 

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate: 07/45 

Director Since 1/04 President, DGA Real 

Estate, LLC since January 

2006;  President and 

Owner of Dunham Global 

Associates, Ltd., since 

2001; Senior Vice 

President, IFS AB, 

January 2000 to May 

2006; Co-Founder and 

CEO of Effective 

Management Systems, 

Inc., 1978 to 1999. 

3 Director, BioForce 

Nanosciences 

Holdings, Inc., 

September 2007 to 

December 2009; 

Chairman, Merge 

Healthcare, Inc. 

(formerly Merge 

Technologies, Inc.) 

May 2006 to June 

2008. 
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Name, Address and Age 

 

 

 

Position(s) 

Held with 

Heartland 

Term of 

Office and 

Length 

of Time 

Served(1) 

 

 

Principal Occupation(s) 

During Past 

Five Years 

Number of 

Heartland 

Funds 

Overseen 

by 

Director 

 

 

Other 

Directorships 

Held by 

   Director(2) 

Kenneth A. Kavajecz 

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate: 03/66 

 

Director Since 2/08 Professor of Finance – 

Wisconsin Alumni 

Professor of Investments, 

University of Wisconsin-

Madison, since September 

2011; Associate Professor 

of Finance, University of 

Wisconsin-Madison, April 

2004 to September 2011; 

Associate Dean of 

Undergraduate Program, 

University of Wisconsin-

Madison, from August 

2008 to August 2011; 

Associate Dean of Masters 

Programs, University of 

Wisconsin-Madison, July 

2006 to August 2011; 

Assistant Professor of 

Finance from June 2003 to 

April 2004; Assistant 

Professor, The Wharton 

School, from February 

1997 to June 2003; 

Assistant Economist, 

Board of Governors of the 

Federal Reserve System, 

Division of Monetary 

Affairs, 1988 to 1992. 

3 None 

Dale J. Kent 

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate:  11/52 

Director Since 8/03 Executive Vice President 

and Chief Financial 

Officer, West Bend 

Mutual Insurance 

Company, since July 

2002; Partner, Arthur 

Andersen LLP, 1986 to 

2002; employed by Arthur 

Andersen LLP, in other 

capacities, 1974 to 1985. 

3 None 

Robert A. Rudell 

789 North Water Street, 

Suite 500 

Milwaukee, WI  53202 

Birthdate: 09/48 

Chairman of 

the Board 

 

Director 

Since 1/06 

 

 

Since 2/05 

Retired; Chief Operating 

Officer, Zurich Scudder 

Investments, 1998 to 

2002;  President, Scudder 

Retirement Services, 1996 

to 1998; employed by 

IDS/American Express as 

President in Institutional 

Retirement Services and 

other capacities, 1973 to 

1996. 

3 Director, Medtox 

Scientific, Inc., 

April 2002 to 

present; Director, 

Optimum Funds, 

May 2003 to 

present (6 mutual 

funds); Director, 

Vantagepoint 

Funds, March 

2007 to 2011 (31 

mutual funds). 
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Name, Address and Age 

 

 

 

Position(s) 

Held with 

Heartland 

Term of 

Office and 

Length 

of Time 

Served(1) 

 

 

Principal Occupation(s) 

During Past 

Five Years 

Number of 

Heartland 

Funds 

Overseen 

by 

Director 

 

 

Other 

Directorships 

Held by 

   Director(2) 

Interested Directors and 

Officers: 

     

William (―Bill‖) J. 

Nasgovitz(3)(4) 

789 North Water Street, 

Suite 500 

Milwaukee, WI  53202 

Birthdate: 10/44 

President and 

Director 

Since 12/84 President and Chief 

Executive Officer, 

Heartland Advisors, Inc., 

since 1982. 

3 None 

William (―Will‖) R. 

Nasgovitz(4)                    

789 North Water Street, 

Suite 500                               

Milwaukee, WI 53202           

Birthdate: 04/78 

Chief 

Executive 

Officer 

Since 05/12 Senior Vice President, 

Director and Portfolio 

Manager, Heartland 

Advisors, Inc., since 

November 2011; Vice 

President and Portfolio 

Manager, Heartland 

Advisors, Inc., from 2006 

to 2011; Research Analyst 

from, Heartland Advisors, 

Inc., 2004-2006; Research 

Associate, Heartland 

Advisors, Inc., from 

November 2003 to 2004, 

of Heartland Advisors, 

Inc.; Senior Research 

Associate, Cambridge 

Associates, LLC from 

2000 to 2002. 

N/A N/A 
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Name, Address and Age 

 

 

 

Position(s) 

Held with 

Heartland 

Term of 

Office and 

Length 

of Time 

Served(1) 

 

 

Principal Occupation(s) 

During Past 

Five Years 

Number of 

Heartland 

Funds 

Overseen 

by 

Director 

 

 

Other 

Directorships 

Held by 

   Director(2) 

Nicole J. Best 

789 North Water Street  

Suite 500 

Milwaukee, WI 53202 

Birthdate: 9/73 

Vice 

President and 

Principal 

Accounting 

Officer and 

Treasurer 

Since 6/11 Senior Vice President and 

Chief Financial Officer, 

Heartland Advisors, Inc., 

since May 2010; Vice 

President and Secretary, 

Heartland Group, Inc. 

May 2010 to June 2011; 

Senior Vice President, 

Investor Services and 

Markets, Brown Brothers 

Harriman & Co., 

September 2008 to May 

2010; Senior Vice 

President and Chief 

Compliance Officer, 

Heartland Advisors, Inc., 

November 2005 to August 

2008; Senior Vice 

President and Treasurer, 

Heartland Advisors, Inc., 

February 2001 to August 

2006; Treasurer and 

Principal Accounting 

Officer, Heartland Group, 

Inc., June 2000 to 

November 2005. 

Employed by Heartland 

Advisors, Inc. in other 

capacities from 1998 to 

2008. Employed by 

Arthur Anderson, LLP, in 

other capacities, 1995 to 

1998. 

N/A N/A 

Katherine M. Jaworski 

789 North Water Street  

Suite 500 

Milwaukee, WI 53202 

Birthdate: 11/70 

 

Vice 

President and 

Secretary 

 

Since 6/11 

 

Vice President and 

Investment Operations 

Manager of Heartland 

Advisors, Inc. since 

January 2004; Principal 

Accounting Officer and 

Treasurer, Heartland 

Group, Inc., May 2010 to 

June 2011; Assistant 

Secretary, Heartland 

Group, Inc., November 

2008 to May 2010. 

Employed by Heartland 

Advisors, Inc. in other 

capacities since April 

1999. 

N/A N/A 
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Name, Address and Age 

 

 

 

Position(s) 

Held with 

Heartland 

Term of 

Office and 

Length 

of Time 

Served(1) 

 

 

Principal Occupation(s) 

During Past 

Five Years 

Number of 

Heartland 

Funds 

Overseen 

by 

Director 

 

 

Other 

Directorships 

Held by 

   Director(2) 

Vinita K. Paul 

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate: 8/79 

Vice 

President and 

Chief 

Compliance 

Officer 

 

Since 08/08 

 

 

General Counsel, 

Heartland Advisors, Inc., 

since August 2009; Vice 

President and Chief 

Compliance Officer, 

Heartland Advisors, Inc., 

since August 2008; 

Associate, Quarles & 

Brady LLP, November 

2007 to July 2008; Vice 

President and Interim 

General Counsel, The 

Ziegler Companies, Inc., 

July 2007 to October 

2007; Assistant Secretary, 

North Track Funds, Inc., 

December 2006 to 

October 2007; Assistant 

Secretary, Ziegler 

Exchange Traded Trust, 

December 2006 to 

October 2007; Vice 

President and Assistant 

General Counsel, The 

Ziegler Companies, Inc., 

September 2006 to July 

2007; Associate, Quarles 

& Brady LLP, September 

2004 to August 2006. 

N/A N/A 

Paul T. Beste 

789 North Water Street, 

Suite 500 

Milwaukee, WI 53202 

Birthdate: 1/56 

Vice 

President 

 

Assistant 

Secretary 

Anti-Money 

Laundering 

Officer 

 

 

Since 9/97 

 

Since 5/10 

 

Since 11/02 

Director and Chief 

Operating Officer, 

Heartland Advisors, Inc., 

since December 

1999; Secretary, Heartland 

Group, Inc., November 

2005 to May 2010; 

Principal Accounting 

Officer, Heartland Group, 

Inc., December 2009 to 

May 2010; Interim 

Treasurer and Principal 

Accounting Officer, 

Heartland Group, Inc., 

September 2008 to 

December 2008; Secretary 

and Treasurer, Heartland 

Value Manager, LLC, 

August 2000 to April 

2011; employed by 

Heartland Advisors, Inc. 

in other capacities since 

1997. 

N/A N/A 

__________________________________________ 
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(1) Officers of Heartland serve one-year terms, subject to annual reappointment by the Board of Directors.  Directors of Heartland serve a 

term of indefinite length until their resignation or removal, and stand for re-election by shareholders only as and when required under 
the 1940 Act. 

(2) Only includes directorships held within the past 5 years in a company with a class of securities registered pursuant to Section 12 of the 

Securities Exchange Act of 1934 or subject to the requirements of Section 15(d) of the Securities Exchange Act of 1934, or any 
company registered as an investment company under the 1940 Act.  

(3) William (―Bill‖) J. Nasgovitz is considered to be an ―interested person‖ (as defined in the 1940 Act) of Heartland Group, Inc. because 

of his position with Heartland Advisors, Inc. 

(4) William (―Will‖) R. Nasgovitz is the son of William (―Bill‖) J. Nasgovitz.  

Committees of the Board 

The standing committees of Heartland’s Board of Directors include an Audit Committee 

and a Nominating Committee.  Both committees consist of all the Independent Directors, namely 

Ward D. Armstrong, Kenneth A. Kavajecz, Robert A. Rudell, Dale J. Kent and Michael D. 

Dunham.  Mr. Kent serves as chairman of the Audit Committee, and Mr. Dunham serves as 

chairman of the Nominating Committee.  The Board has determined that Mr. Kent is an Audit 

Committee financial expert. 

Audit Committee.  The Audit Committee is responsible for selecting the independent 

registered public accounting firm for the Funds and oversees the preparation of each Fund’s 

financial statements.  In this capacity, the Audit Committee meets at least annually with the 

independent registered public accounting firm to discuss any issues surrounding the preparation 

and audit of the Funds’ financial statements.  The Audit Committee also discusses with the 

independent registered public accounting firm the strengths and weaknesses of the systems and 

operating procedures employed in connection with the preparation of each Fund’s financial 

statements, pricing procedures and the like, as well as the performance and cooperation of staff 

members responsible for these functions.   

The Audit Committee is primarily responsible for overseeing and evaluating Heartland’s 

compliance policies and procedures as well as policies with respect to risk assessment and risk 

management.  To aid its oversight and evaluation, the Audit Committee obtains regular periodic 

reports and other information from Heartland’s management and Chief Compliance Officer 

regarding Heartland’s operations. The Audit Committee reviews and discusses the Funds’ 

primary risk exposures and the steps management has taken to monitor and control such risks 

and, when it deems necessary, communicates its thoughts on how risk assessment and risk 

management could be improved. While the Board provides risk oversight, the management of 

the Funds' risks is carried out on a day-to-day basis by Fund management, the Advisor and other 

Fund service providers. Although the risk management policies and procedures of the Advisor 

and other Fund service providers are reasonably designed to be effective, there can be no 

guarantee that they will be effective.  

The Audit Committee has adopted a written charter.  The Audit Committee had five (5) 

meetings during the fiscal year ended December 31, 2011.   
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Nominating Committee. The Nominating Committee nominates candidates for 

appointment to the Board of Directors to fill vacancies and to nominate candidates for election 

and re-election to the Board as and when required.  The Nominating Committee generally 

accepts recommendations for nominations by shareholders of the Funds.  The Nominating 

Committee has adopted a written charter.  The Nominating Committee had no meetings during 

the fiscal year ended December 31, 2011.  

A brief summary of each Director’s specific experience, qualifications, attributes, and 

skills that led to the Nominating Committee to conclude that such person should serve as a 

Director for the Funds is set forth below. 

Ward D. Armstrong.   Mr. Armstrong is currently Managing Director of Northrock 

Partners, a Private Wealth Advisory Practice of Ameriprise Financial. Mr. Armstrong's prior 

experience includes serving as Senior Vice President at Ameriprise Financial, Inc. from 1984 to 

2007, as President of American Express Asset Management Group from 2002 to 2004, and as 

Chairman of Ameriprise Trust Company from 1996 to 2007.  He has also served as a director on 

the boards of two other asset management firms.  In addition to his many years of experience in 

the asset management industry generally, he has extensive experience in developing, evaluating 

and monitoring asset management portfolios, and Heartland believes Mr. Armstrong possesses a 

strong background and knowledge base in selling, marketing and distributing mutual fund shares. 

Michael D. Dunham.  Mr. Dunham is currently the President of DGA Real Estate, LLC 

and the President and Owner of Dunham Global Associates, Ltd. His prior experience includes 

serving as Chairman of the Board of Merge Healthcare, Inc. (formerly, Merge Technologies, 

Inc.) from 2006 to 2008; Senior Vice President of IFS AB from 2000 to 2006; and Co-Founder 

and CEO of Effective Management Systems, Inc. from 1978 to 1999. In addition, Mr. Dunham’s 

experience includes service on boards of directors and audit committees of other public 

companies and experience engaging in business in the Americas, Europe and Asia.  Heartland 

believes that Mr. Dunham's skills as an entrepreneur and his public company and global business 

experience brings a wealth of knowledge and a diverse perspective to the Board and its 

committees. 

Kenneth A. Kavajecz. Mr. Kavajecz is currently a Professor of Finance – Wisconsin 

Alumni Professor of Investments at the University of Wisconsin – Madison. Previously, Mr. 

Kavajecz was an Associate Dean of the undergraduate program from 2008 to 2011 and the 

Associate Dean of the Full-Time MBA Program from 2006 to 2011 at the University of 

Wisconsin - Madison. He has also served the University of Wisconsin - Madison and The 

Wharton School in various capacities since 1997.   Mr. Kavajecz was also an Assistant 

Economist at the Board of Governors of the Federal Reserve System, Division of Monetary 

Affairs from 1988 to 1992.  He was a member of the Economic Advisory Board at Nasdaq from 

2002 to 2004 and served as Chairman of that Board in 2004.  Mr. Kavajecz further varies the 

background of the Board and its committees through his academic and government experience 

and in-depth knowledge of economic and financial matters. 

Dale J. Kent. Mr. Kent has been the Executive Vice President and Chief Financial 

Officer at West Bend Mutual Insurance Company (―West Bend‖) since July 2002, where his 

duties include managing a $1.1 billion portfolio and supervising West Bend’s chief risk officer. 

Previously, he was a Partner at Arthur Andersen LLP from 1986 to 2002, during which time he 

supervised numerous audits of mutual funds and hedge funds and provided audit and related 



 

 45 

services to asset managers and securities firms.  Through his many years of experience as an 

executive and a public accountant, Heartland believes Mr. Kent possesses a strong knowledge of 

accounting, compliance and risk assessment in the mutual fund industry. 

William ("Bill") J. Nasgovitz. Mr. Bill Nasgovitz is the President, Chief Executive Officer 

and Founder of Heartland Advisors, Inc. He has been the lead portfolio manager of the Heartland 

Value Fund since its inception in 1984. Mr. Bill Nasgovitz also serves as portfolio manager for 

separately managed accounts, and a series of another registered investment company managed 

by Heartland Advisors, Inc. Mr. Bill Nasgovitz brings to the Board over 40 years of value 

investing experience and an intricate knowledge of the securities markets. Prior to founding 

Heartland Advisors, Inc., he served in a number of roles in the financial industry as well 

spending four years in the U.S. Air Force (highest rank achieved, Captain).    

Robert A. Rudell. Mr. Rudell's experience includes serving as Chief Operating Officer at 

Zurich Scudder Investments (―ZSI‖) from 1998 to 2002, where he was responsible for the 

systems, operations and financial reporting of ZSI’s US investment business.  He was also 

President of Scudder Retirement Services from 1996 to 1998 and was employed by 

IDS/American Express as President of Institutional Retirement Services and other capacities 

from 1973 to 1996.  Mr. Rudell also serves on the boards of directors and audit committees of 

one other mutual fund family, and a public and private company. Besides his many years of 

experience in the asset management industry generally, Heartland believes Mr. Rudell brings a 

strong knowledge of operations, compliance and risk assessment in the mutual fund industry. 

Director Ownership of Fund Shares 

The table below sets forth the dollar range of shares of the Funds owned by the Directors 

of Heartland as of December 31, 2011.    

Name of Director 

Dollar Range of  Equity Securities 

in each Heartland Fund 

Aggregate Dollar Range of Equity Securities in 

All Heartland Funds 

Overseen by Director 

Ward D. Armstrong $50,001-$100,000 (Select Value) 

Over $100,000 (Value Plus) 

$50,001-$100,000 (Value) 

 

Over $100,000 

Michael D. Dunham None (Select Value) 

None (Value Plus) 

$10,001-$50,000 (Value) 

 

$10,001-$50,000 

Kenneth A. Kavajecz 

 

$10,001-$50,000 (Select Value) 

$10,001-$50,000 (Value Plus) 

$10,000-$50,000 (Value) 

 

$50,001-$100,000 

Dale J. Kent $10,001-$50,000 (Select Value) 

$50,001-$100,000 (Value Plus) 

$50,001-$100,000 (Value) 

 

Over $100,000 

William (―Bill‖) J. Nasgovitz Over $100,000 (Select Value) 

Over $100,000 (Value Plus) 

Over $100,000 (Value) 

 

Over $100,000 
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Name of Director 

Dollar Range of  Equity Securities 

in each Heartland Fund 

Aggregate Dollar Range of Equity Securities in 

All Heartland Funds 

Overseen by Director 

Robert A. Rudell $50,001-$100,000 (Select Value) 

$50,001-$100,000 (Value Plus) 

$50,001-$100,000 (Value) 

 

Over $100,000 

 

No Director who is not an interested person of Heartland, or his or her immediate family 

members, owned beneficially or of record, as of December 31, 2011, any securities of Heartland 

Advisors, the Distributor or any person directly or indirectly controlling, controlled by, or under 

common control with Heartland Advisors or the Distributor.   

Director Compensation 

Heartland pays the compensation of the Directors who are not Officers, Directors or 

employees of Heartland Advisors.  The following compensation was paid to the Directors who 

are not interested persons of Heartland Advisors for their services during the fiscal year ended 

December 31, 2011: 

 

Director 

Aggregate Compensation 

from Each Heartland 

Fund(1) 

Pension or 

Retirement 

Benefits Accrued 

as Part of Funds 

Expenses 

Estimated Annual 

Benefits Upon           

Retirement 

Total 

Compensation from 

Heartland Fund 

Complex Paid to 

Directors(1) 

Ward D. Armstrong $  7,509 (Select Value) 

$19,256- (Value Plus) 

$13,235 (Value) 

 

None None $40,000 

Michael D. Dunham $  7,509 (Select Value) 

$19,256 (Value Plus) 

$13,235  (Value) 

 

None None $40,000 

Kenneth A. Kavajecz $  7,509 (Select Value) 

$19,256 (Value Plus) 

$13,235 (Value) 

 

None None $40,000 

Dale J. Kent $  8,169 (Select Value) 

$20,921 (Value Plus) 

$14,410(Value) 

 

None None $43,500 

Robert A. Rudell $  9,013 (Select Value) 

$23,091 (Value Plus) 

$15,896 (Value) 

None  None $48,000 

________________________ 

 (1) Heartland has a deferred compensation program for its Directors under which they may elect to defer all or a portion of 

their compensation and invest the deferral in ―phantom‖ shares of any Heartland Fund.  The table above includes all 

deferred compensation of Directors.  As of December 31, 2011, there were no amounts payable under the plan.  

Material Transactions with Independent Directors 

No Director who is not an interested person of Heartland, or an immediate family 

member of such Director, has had, during the two most recently completed calendar years, a 

direct or indirect interest in Heartland Advisors, the Distributor or any person directly or 

indirectly controlling, controlled by or under common control with Heartland Advisors or the 
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Distributor, which exceeds $120,000.  In addition, no Director who is not an interested person of 

Heartland, or any immediate family members of such Director, has had, during the two most 

recently completed calendar years, a direct or indirect material interest in any transaction or 

series of similar transactions in which the amount involved exceeds $120,000 and to which one 

of the parties was Heartland; an Officer of Heartland; an investment company (or an entity that 

would be an investment company but for the exclusions provided by Section 3(c)(1) or 3(c)(7) of 

the 1940 Act); an officer of an investment company (or an entity that would be an investment 

company but for the exclusions provided by Section 3(c)(1) or 3(c)(7) of the 1940 Act) having 

Heartland Advisors as its investment adviser or the Distributor as its principal underwriter or 

having an investment advisor or principal underwriter that directly or indirectly controls, is 

controlled by, or is under common control with Heartland Advisors or the Distributor; Heartland 

Advisors or the Distributor; an Officer of Heartland Advisors or the Distributor; or a person 

directly or indirectly controlling, controlled by or under common control with Heartland 

Advisors or the Distributor, or an officer of any such ―control‖ person.  No Director who is not 

an interested person of Heartland, or immediate family member, of such a Director, has had, in 

the two most recently completed calendar years, a direct or indirect relationship, in which the 

amount involved exceeds $120,000, with any of the persons described above in this paragraph 

and which include payments for property or services to or from any of those persons; provision 

of legal services to any person specified above in this paragraph; provision of investment 

banking services to any person specified above in this paragraph, other than as a participating 

underwriter in a syndicate; or any consulting or other relationship that is substantially similar in 

nature and scope to the relationships detailed herein.   

Portfolio Managers 

As described in the Prospectus, the portfolio managers of the Funds are as follows:  

Select Value Fund David C. Fondrie 

Theodore D. Baszler                    

William (―Will‖) R. Nasgovitz 

Value Plus Fund Bradford A. Evans 

Adam J. Peck 

Value Fund William (―Bill‖) J. Nasgovitz 

Bradford A. Evans 

William (―Will‖) R. Nasgovitz 

 

Portfolio Managers’ Compensation Structure.  

Each portfolio manager is a full time employee of the Heartland Advisors.  Heartland 

Advisors is responsible for paying all compensation, including various employee benefits, to the 

portfolio managers.  Portfolio manager compensation is designed to attract and retain highly 

qualified investment management professionals and to reward individual and team contributions.  

On an annual basis, each portfolio manager receives a fixed salary based primarily on the 

manager’s relevant industry experience, which may be increased each calendar year.  Each 
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portfolio manager is also eligible to participate in the Advisor’s 401(k) plan that is offered to all 

of Heartland Advisors’ full-time employees. 

 

On an annual basis, portfolio managers are eligible, for the investment strategies they 

participate in, to receive the following additional compensation: 

 

 A performance-based incentive, which takes into consideration the one-year, three-year 

and five-year performance of the strategies they manage;  however, results must be in the 

top 50% of the respective Lipper category.  The initial target pool for each investment 

team is based on a percentage of revenues from the accounts managed.  Performance, as 

measured against Lipper peer group performance rankings, is used to determine the 

multiplier applied to the  initial target pool, generally from 0 to 2 times. This creates the 

ranking pool amount. 

Collectively, firm wide investment performance increases or decreases the ranking pool 

amount, typically from 110% to 95%, respectively. Firm wide performance is measured 

by the asset weighted average ranking results from each of the investment teams 

combined.  The incentive pool for each team is allocated amongst the respective members 

based upon individual contributions. 

 A discretionary incentive, which is based, among other factors, on the research of 

securities that are held or considered for purchase for the Fund, contribution to the Fund’s 

day-to-day management, leadership, organizational development and the profitability of 

the Advisor. 

 

Finally, the portfolio managers may also be eligible to own stock of Heartland Holdings, Inc., 

Heartland Advisors’ parent company.  

 

Portfolio Manager Ownership of Fund Shares.  The table below sets forth the dollar range 

of shares of the Funds owned, directly and indirectly, by each portfolio manager as of December 

31, 2011.   

Name of Portfolio Manager 

Dollar Range of Equity 

Securities in each Heartland Fund 

Aggregate Dollar Range of Equity 

Securities in all Heartland Funds 

Theodore D. Baszler $100,001 - $500,000 (Select Value) 

$1,000 - $10,000 (Value Plus) 

$10,001 - $50,000 (Value) 

$100,001 to $500,000 

Bradford A. Evans None (Select Value) 

$100,001 - $500,000 (Value Plus) 

$100,001 - $500,000 (Value) 

$500,001 - $1,000,000 

David C. Fondrie $100,001 - $500,000 (Select Value) 

$100,001 - $500,000 (Value Plus) 

$100,001 - $500,000 (Value) 

$500,001 - $1,000,000 

William (―Bill‖) J. Nasgovitz Over $1,000,000 (Select Value) 

Over $1,000,000 (Value Plus) 

Over $1,000,000 (Value) 

 Over $1,000,000 

William (―Will‖) R. Nasgovitz $100,001 - $500,000 (Select Value) 

$100,001 - $500,000  (Value Plus) 

$100,001 - $500,000 (Value) 

$500,001 - $1,000,000 

Adam J. Peck None (Select Value) 

$100,001 - $500,000 (Value Plus) 

$1 - $10,000 (Value) 

$100,001 - $500,000 
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Other Accounts Managed by Portfolio Managers.  The following table sets forth the 

number of other accounts managed by the portfolio managers (excluding the Funds) within each 

of the following categories and the total assets (in thousands) in such accounts, as of 

December 31, 2011.  Except as noted below, none of the accounts managed by these portfolio 

managers is charged an advisory fee based on the performance of the account.   

Name 

Registered 

Investment Companies 

Other Pooled 

Investment Vehicles Other Accounts 

Theodore D. Baszler 1 totaling $42,453  None 452 totaling $453,548 

Bradford A. Evans None None 71 totaling $264,727 

David C. Fondrie 1 totaling $42,453  None 452 totaling $453,548 

William (―Bill‖) J. Nasgovitz 1 totaling $16,994 None 52 totaling $198,328 

William (―Will‖) R. Nasgovitz 1 totaling $42,453  None 388 totaling $505,638 

Adam J. Peck None None 19 totaling $66,399 

Mr. Theodore D. Baszler, Mr. David C. Fondrie and Mr. William (―Will‖) Nasgovitz 

manage the investments of certain European Undertakings for Collective Investment in 

Transferable Securities (―UCITS‖) (with total assets of approximately $101,498,369 as of 

December 31, 2011) that are charged a fee based on the performance of the UCITS. 

Conflicts of Interest.  Many, but not all, of the other accounts managed by the Funds’ 

portfolio managers have investment strategies similar to those employed for the Funds.  Possible 

material conflicts of interest arising from the portfolio managers’ management of the investments 

of the Funds, on the one hand, and the investments of other accounts, on the other hand, include 

the portfolio managers’ allocation of sufficient time, energy and resources to managing the 

investments of the Funds in light of their responsibilities with respect to numerous other 

accounts, particularly accounts that have different strategies from those of the Funds; the fact 

that the fees payable to Heartland Advisors for managing the Funds may be less than the fees 

payable to Heartland Advisors for managing other accounts, potentially motivating the portfolio 

managers to spend more time on managing the other accounts; the proper allocation of 

investment opportunities that are appropriate for the Funds and other accounts; and the proper 

allocation of aggregated purchase and sale orders for the Funds and other accounts. These 

conflicts may be heightened where an account is subject to a performance-based fee or a 

portfolio manager has a personal investment in an account. Heartland Advisors has adopted 

comprehensive policies and procedures reasonably designed to mitigate these conflicts of 

interests.  

Codes of Ethics 

Heartland, Heartland Advisors and the Distributor each have adopted a personal trading 

code of ethics under Rule 17j-1 of the 1940 Act, which are designed to prevent advisory 

personnel and other access persons from engaging in any fraudulent or unlawful personal trading 

activity, such as insider trading.  The codes of ethics permit officers, directors and employees of 

their respective companies to invest in securities, including securities that may be held by the 

Funds, subject to certain restrictions imposed by the codes to avoid actual or potential conflicts 

of interest. 
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Heartland has also adopted a code of ethics for its principal executive, financial and 

accounting officers as required by the Sarbanes-Oxley Act of 2002.  This written code sets forth 

standards that are reasonably designed to deter wrongdoing and to promote honest and ethical 

conduct, including the ethical handling of conflicts of interest; full, fair, accurate, timely and 

understandable disclosure in reports and documents Heartland files with the SEC and in other 

shareholder communications; compliance with applicable governmental laws, rules or 

registrations; the prompt internal reporting of violations of the code to an appropriate person; and 

accountability for adherence to the code. 

Proxy Voting Policies 

Proxy voting policies adopted by Heartland are attached to this SAI as Appendix A.  

These proxy voting policies describe the procedures used by Heartland to determine how to vote 

proxies with respect to securities held by the Funds.  Information regarding how Heartland 

actually voted proxies relating to portfolio securities held by the Funds during the 12-month 

period ended June 30 is also available (1) without charge, upon request, by calling 1-800-432-

7856, and on Heartland’s website at www.heartlandfunds.com, and (2) on the SEC’s website at 

www.sec.gov. 

Policy Regarding Disclosure of Portfolio Holdings 

Heartland’s Board of Directors has adopted policies and procedures with respect to the 

disclosure of information regarding portfolio holdings of the Funds (the ―Disclosure Policy‖).  

The Board of Directors reviews the Disclosure Policy at least annually and oversees 

implementation of the Disclosure Policy by the Funds’ Chief Compliance Officer.   

Heartland and Heartland Advisors recognize that information about the Funds’ portfolio 

holdings is an asset of the Funds and may constitute material, non-public information and that, 

without appropriate safeguards, selective disclosure of such information may run afoul of the 

anti-fraud provisions of the federal securities laws.  In general, the Disclosure Policy is intended 

to prohibit the disclosure of the Funds’ portfolio holdings information except under limited 

circumstances as described below.  In addition to broad dissemination of the Funds’ portfolio 

holdings (either through required filings with the SEC or website postings), the Disclosure Policy 

permits selective disclosure of such information in limited circumstances when it is legally 

required or determined to be in the best interests of shareholders of the Fund and other legitimate 

business reasons to do so and the recipients of such information are subject to a duty of 

confidentiality, including a duty not to trade on the basis of such information.  Disclosure of 

portfolio holdings information, other than under the circumstances described below, requires the 

authorization of the Funds’ Chief Compliance Officer, subject to approval or ratification by 

Heartland’s Board of Directors.  Conflicts of interest between the interests of the Funds’ 

shareholders, on the one hand, and those of Heartland Advisors or any other affiliated person of 

the Funds, on the other hand, with respect to the disclosures of a Fund’s portfolio holdings 

information are resolved by the Funds’ Chief Compliance Officer who may consult with the 

independent Directors of the Funds and/or legal counsel, and then report to the Board at its next 

regularly scheduled meeting. 

Disclosure to Service Providers.  The Funds may disclose information related to the 

Funds’ portfolio holdings to various service providers in connection with the day-to-day 

operations and management of the Funds. Such disclosures are essential to the ability of such 
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services providers to carry out their responsibilities to the Funds.  Each service provider is 

contractually and/or ethically prohibited from further disclosing portfolio holdings information to 

other unaffiliated third parties, unless specifically authorized by the Funds’ Chief Compliance 

Officer, and from trading on the basis of such information.  The frequency of disclosure to these 

service providers may vary, depending on the needs of these service providers for such 

information to function effectively.  Portfolio holdings disclosure to the Funds’ advisor, 

custodian, transfer agent and fund accountant is generally on a daily basis, with no lag.  These 

service providers include: 

 Heartland Advisors, Inc. - the Funds’ investment adviser (daily disclosure of 

portfolio holdings); 

 Brown Brothers Harriman & Co. - the custodian of the Funds’ securities and 

other assets (daily disclosure of portfolio holdings); 

 ALPS Fund Services, Inc. - the Funds’ transfer agent and fund accountant 

(daily disclosure of portfolio holdings); 

 ALPS Distributors, Inc. - the principal underwriter and distributor of shares of 

the Funds (disclosure of portfolio holdings generally on a quarterly basis and 

otherwise from time to time as needed); 

 PricewaterhouseCoopers LLP - an independent registered public accounting 

firm engaged to provide audit, audit-related and tax services to the Funds 

(portfolio holdings are disclosed to this firm on a semi-annual basis in 

connection with the preparation of annual and semiannual reports to 

shareholders, and otherwise from time to time as needed); 

 Quarles & Brady LLP - legal counsel to the Funds (portfolio holdings are 

disclosed to this firm on a quarterly basis in connection with the preparation 

of regulatory filings and otherwise from time to time as needed); 

 Glass Lewis & Co. - a proxy voting service used by the Funds (portfolio 

holdings are disclosed to this service provider as frequently as needed to 

enable it to vote proxies with respect of such holdings);  

 FactSet Research Systems, Inc. - systems vendor (portfolio holdings are 

disclosed daily to this firm, without any lag, so that it can provide reports, 

information and research on such holdings for the benefit of Heartland 

Advisors); and 

 Quad/Graphics, and, from time to time, other print/mail houses - parties that 

facilitate the printing and delivery of Fund regulatory filings, prospectuses and 

shareholder communications (portfolio holdings are disclosed to them to the 

extent reflected in documents they are asked to print or mail about a week or 

so before they are delivered to shareholders). 

Public Disclosures.  The Funds will publicly disclose all holdings in their semiannual and 

annual reports to shareholders, as well as in Form N-Q, which is filed with the SEC within 60 

days after the end of the Funds’ first and third fiscal quarters.  Heartland will post these 

regulatory filings on its website at www.heartlandfunds.com, and the filings are also available on 

the SEC’s website at www.sec.gov.  In addition, the Funds will publicly disclose on their website 

(1) their top ten holdings approximately 10 days after the most recent calendar quarter end  and 

(2) all holdings no more than 30 days after the most recent calendar quarter end. Moreover, the 

Funds’ portfolio holdings will be disclosed (1) in response to requests or inquiries from 

governmental and regulatory agencies, (2) in applicable regulatory filings, such as Schedule 13G 
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and Form 13F reports (including filings made by Heartland Advisors with respect to the Funds’ 

holdings), (3) in compliance with a valid subpoena or court order and (4) in connection with 

class action and other litigation involving a particular holding to which a Fund may be a party.   

Disclosure to Broker-Dealers.  The Trading and/or Research Departments of Heartland 

Advisors may periodically furnish lists of portfolio holdings to various broker-dealers to 

facilitate efficient trading in portfolio securities for the Funds and to receive relevant research.  

These lists will not identify individual or aggregate positions, or identify particular clients, 

including the Funds.  In connection with fulfilling their duties to the Funds, personnel of 

Heartland Advisors determine the frequency of disclosure to broker-dealers for trading and 

research.  Such disclosure varies and may be as frequent as daily, and with no delay.  These 

broker-dealers are prohibited from trading personally on the basis of such information. 

Disclosure of Individual Holdings.  Portfolio managers, research analysts and other 

spokespersons of Heartland Advisors may disclose or confirm, on a periodic basis, the ownership 

of any individual portfolio holding in materials prepared for Fund shareholders (e.g., manager 

commentary), media interviews, due diligence meetings with clients or prospective clients, 

consultants, and ranking and rating organizations.  In making any such disclosure, personnel of 

Heartland Advisors are subject to the Heartland Funds’ Business Conduct Rules and Code of 

Ethics, which include a duty to act in the best interests of clients, including the Funds, and to 

protect material non-public information of the Funds.  In addition, the Funds’ complete portfolio 

holdings may be disclosed on a periodic basis to the following recipients as part of ongoing 

arrangements that serve legitimate business purposes and are in the best interests of the Funds 

and their shareholders:  Lipper, Inc.; Morningstar, Inc.; Investment Company Institute (ICI); 

Callan Associates; and Mercer Investment Consulting. These organizations generally receive 

monthly portfolio holdings information within 10 business days following month-end.  These 

organizations have a duty of confidentiality with respect to such portfolio holdings information, 

including a duty not to trade on the basis of such information.  These organizations provide 

ratings and ranking information and other data regarding the Funds and Heartland Advisors for 

use by investors and investment consultants. 

Disclosure of Aggregate Holdings.  Aggregate portfolio characteristics may be made 

available without a delay.  Examples of aggregate portfolio characteristics include (1) the 

allocation of a Fund’s holdings among various asset classes, sectors, or industries, (2) the 

attribution of Fund returns by asset class, sector or industry, and (3) the volatility characteristics 

of a Fund.  Such disclosure has been determined not to constitute material, non-public 

information, and therefore it has been determined that such disclosure is not harmful to the 

shareholders of the Funds. 

The Disclosure Policy may not be waived, or exceptions made, without the consent of the 

Funds’ Chief Compliance Officer.  In determining whether to grant a waiver or make an 

exception, the Chief Compliance Officer will consider any potential conflicts of interest, taking 

into consideration all relevant facts and circumstances, including, but not limited to, the 

frequency and extent of the disclosure and the intended use of the information disclosed.  Before 

granting such a waiver or exception, the Chief Compliance Officer must determine that 

disclosure of portfolio holdings information serves a legitimate business purpose, is in the best 

interests of the particular Fund and its shareholders, and that the recipient is subject to a duty of 

confidentiality, including an obligation not to trade on such information.  All waivers or 
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exceptions will be disclosed to the Board of Directors of Heartland for its approval or ratification 

at its next regularly scheduled quarterly meeting.   

In addition, Heartland Advisors has adopted policies and procedures to limit 

communications with the public about its clients’ portfolio holdings, including the Funds.  These 

policies and procedures, which apply to all personnel of Heartland Advisors, (1) require 

coordination of media inquiries; (2) prohibit discussions of non-public information, including the 

unauthorized disclosure of portfolio holdings in any private account and the disclosure of 

securities on a restricted list or acquired in private placements and other private transactions or 

that represent significant positions in a particular issuer; and (3) prohibit public statements that 

are inconsistent with Heartland Advisors’ investment outlook, that constitute investment 

recommendations, or that may have the effect of ―conditioning the market,‖ such as positive 

statements about a security intended to be sold or negative comments about a security intended 

to be purchased. 

Neither Heartland nor Heartland Advisors (including any affiliates thereof) may receive 

compensation or other consideration in connection with the disclosure of any Fund’s portfolio 

holdings information.   

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES 

As of April 2, 2012, no person controlled any of the Funds and the Directors and Officers 

of Heartland Group, Inc. as a group owned less than 1% of the outstanding shares of each of the 

Value Fund, the Select Value Fund and the Value Plus Fund.  As of such date, no person was 

known to management to own, beneficially or of record, 5% or more of the outstanding shares of 

any of the Funds except as follows:   

Record or Beneficial Holder Fund No. of Shares                (%) 

Charles Schwab & Co., Inc. 

ATTN: Mutual Funds 

101 Montgomery Street 

San Francisco, CA 94104 

(record holder) 

Select Value  

    Investor  

 

Value Plus  

    Investor 

    Institutional  

 

Value 

    Investor  

    Institutional  

 

        5,592,838.04 

 

 

16,876,682.24 

1,422,556.78 

 

 

5,138,855.19 

224,044.25                          

 

27.41% 

 

 

28.00% 

6.21% 

 

 

18.88% 

12.47%     

                      

Comerica Bank FBO Pipe Fitters Retirement 

Fund Local 597 

PO Box 75000 

Detroit, MI 48201 

 

Select Value 

     Institutional 

 

402,607.39 

 

6.36% 

National Financial Services Corp. 

The Exclusive Benefit of Our Customers 

Old World Financial Center 5th Floor 

200 Liberty Street 

New York, NY 10281-1003 

(record holder) 

Select Value  

    Investor 

    Institutional  

 

Value Plus  

    Investor 

    Institutional  

 

Value 

    Investor  

    Institutional  

 

5,207,104.94 

1,458,445.77 

 

   

16,379,115.46 

5,143,609.61 

 

   

3,679,429.36 

318,684.17                          

 

25.52% 

23.05% 

 

 

27.17% 

22.47% 

 

 

13.52% 

17.73% 
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Record or Beneficial Holder Fund No. of Shares                (%) 

Pershing LLC 

One Pershing Plaza 

14th Floor 

Jersey City, NJ 07399 

(record holder) 

Select Value  

    Investor 

 

Value Plus  

    Investor 

 

 

1,127,756.81 

 

   

3,332,986.51 

 

5.53% 

 

 

5.53% 

 

Pincor Financial Services Corp. 

711 High St. 

Des Moines, IA 50303 

Value Plus 

    Investor 

 

Value 

     Institutional 

 

3,279,268.82 

 

 

109,659.66 

 

5.44% 

 

 

6.10% 

 

US Bancorp FBO City of Milwaukee 

Deferred Compensation Plan 

PO Box 182029 

Columbus, OH 43218-2029 

 

Select Value  

    Institutional 

 

 

416,640.11 

 

 

 

6.58% 

Wells Fargo Bank NA FBO Crown CTF 

PO Box 1533 

Minneapolis, MN 55480 

 

Select Value 

     Institutional 

 

542,697.73 

 

8.58% 

Wells Fargo Bank NA TTEE FBO 

Milwaukee County Deferred Comp  

8515 E. Orchard Rd. #2T2 

Greenwood Village, CO 80111-5002 

 

Value  

    Institutional 

 

 

113,283.63 

 

 

 

6.30% 

Wendel & Co. A/C 

C/O The Bank of New York Mellon 

PO Box 1066 Wall St Station 

New York, NY 10268 

 

Value Plus 

     Institutional 

 

1,907,975.24 

 

8.33% 

Wilmington Trust Co Cust FBO 

Parkview Health Systems Inc. 403B 

PO Box 8880 

Wilmington, DE 19899-8880 

 

Value 

     Institutional 

 

151,057.04 

 

8.41% 

Wilmington Trust Co TTEE FBO 

Parkview Health Systems Inc. 401A 

PO Box 8880 

Wilmington, DE 19899-8880 

Value 

     Institutional 

 

100,530.97 

 

5.59% 

INVESTMENT ADVISORY AND OTHER SERVICES 

Heartland Advisors provides investment management and administrative services to the 

Funds pursuant to substantially identical Investment Advisory Agreements with respect to all of 

the Funds.  All of these agreements are collectively referred to as the ―Management 

Agreements.‖  Bill Nasgovitz, a Director and the President of Heartland, controls Heartland 

Advisors by virtue of his indirect ownership of a majority of its outstanding capital stock, and 

serves as its President and Chief Executive Officer.  Heartland Advisors, founded in 1982, serves 

as the investment advisor for the Funds, and also provides investment management services for 

individuals, institutions, retirement plans, and a series of another investment company; and sub-

advisory services to a sub-portfolio of a series of another investment company. As of March 31, 

2012, Heartland Advisors had approximately $5.4 billion in assets under management.  Mr. 

Nasgovitz intends to retain control of Heartland Advisors through the continued ownership of a 

majority of the outstanding voting stock of Heartland Holdings, Inc., which owns all of the stock 

of Heartland Advisors.   
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Under the Management Agreements, the Select Value Fund pays Heartland Advisors an 

annual management fee at the rate of 0.75% of the Fund’s average daily net assets up to $1 

billion and 0.70% of the Fund’s average daily net assets in excess of $1 billion; the Value Fund 

pays Heartland Advisors an annual management fee at the rate of 0.75% of the Fund’s average 

daily net assets; and the Value Plus Fund pays Heartland Advisors an annual management fee at 

the rate of 0.70% of the Fund’s average daily net assets.  The fees are paid in monthly 

installments. 

Each of the Management Agreements continues from year to year only if such 

continuation is approved annually by the Board of Directors of the Funds, including at least a 

majority of the Directors who are not ―interested persons‖ of the Funds (as that term is defined in 

the 1940 Act).  The Board of Directors, including all of the Directors who are not interested 

persons of the Funds, last approved the annual continuation of the Management Agreements at a 

regular quarterly meeting held in May 2011. 

The Management Agreements may enable Heartland Advisors to receive investment 

research products and services from certain broker-dealers as a result of its authority to allocate 

securities transactions for the Funds to those firms. 

The following table sets forth the management fees paid by each Fund to Heartland 

Advisors for the last three fiscal years: 

 2009 2010 2011 

Select Value Fund $2,482,673 $4,221,890 $5,639,376 

Value Plus Fund $5,031,458 $7,808,037 $14,213,757 

Value Fund $7,509,204 $9,095,478 $9,602,449 

Under the Management Agreements, Heartland Advisors manages the investment 

operations of the Funds and provides administrative services.  Subject to the supervision and 

control of the Board of Directors, Heartland Advisors is authorized to formulate and maintain a 

continuing investment program with respect to the Funds and to determine the selection, amount, 

and time to buy, sell or lend securities or other investments for the Funds, including the selection 

of entities with or through which such purchases, sales or loans are to be effected.  In addition, 

Heartland Advisors supervises the business and affairs of the Funds and provides such services 

and facilities as may be required for effective administration of the Funds.  Heartland Advisors 

will permit any of its Officers or employees to serve, without compensation from the Funds, as 

Directors or Officers of Heartland if elected to such positions. 

Heartland Advisors at its own expense furnishes all executive and other personnel to the 

Funds, paying all salaries and fees of the Officers and Directors of Heartland who are employed 

by Heartland Advisors or its affiliates.  In addition, Heartland Advisors provides office space and 

other facilities required to render the services set forth above.  Heartland Advisors is not required 

to pay or provide any credit for services provided by Heartland’s custodian, transfer agent or 

other agents without additional costs to Heartland.  Moreover, if Heartland Advisors pays or 

assumes any expenses of Heartland or a Fund which it is not required to pay or assume under the 

Management Agreements, Heartland Advisors will not be obligated to pay or assume the same or 

similar expense in the future. 



 

 56 

The Funds bear all their other expenses including all charges of depositories, custodians 

and other agencies for the safekeeping and servicing of their cash, securities and other property; 

all expenses of maintaining and servicing shareholder accounts, including all charges for 

transfer, shareholder recordkeeping, dividend disbursing, redemption and other agents for the 

benefit of the Funds; all charges for equipment or services used for obtaining price quotations or 

for communication with the Funds’ custodian, transfer agent or any other agent selected by 

Heartland; all charges for accounting services provided to the Funds by Heartland Advisors or 

any other provider of such services; all charges for services of Heartland’s independent auditors 

and legal counsel; all compensation of Directors and Officers (other than those employed by or 

who serve as Directors of Heartland Advisors or its affiliates), all expenses of Heartland’s 

Officers and Directors incurred in connection with their services to the Funds, and all expenses 

of meetings of the Directors or committees thereof; all expenses incidental to holding meetings 

of shareholders, including expenses of printing and supplying to each record-date shareholder 

notice and proxy solicitation materials, and all other proxy solicitation expenses; all expenses of 

printing of annual or more frequent revisions of the Funds’ prospectuses, statements of additional 

information and shareholder reports, and of supplying to each then existing shareholder copies of 

such materials as required by applicable law; all expenses of bond and insurance coverage 

required by law or deemed advisable by the Heartland Board of Directors; all brokers’ 

commissions and other normal charges incident to the purchase, sale or lending of portfolio 

securities; all taxes and governmental fees payable to federal, state or other governmental 

agencies, domestic or foreign, including all stamp or other transfer taxes; all expenses of 

registering and maintaining the registration of Heartland under the 1940 Act and, to the extent no 

exemption is available, expenses of registering shares under the Securities Act of 1933, of 

qualifying and maintaining qualification of Heartland and of shares of the Funds for sale under 

the securities laws of various states or other jurisdictions, and of registration and qualification of 

Heartland under all other laws applicable to Heartland or its business activities; all interest on 

indebtedness and commitment fees for lines of credit, if any, incurred by Heartland or the Funds; 

and all fees, dues and other expenses incurred by Heartland in connection with membership in 

any trade association or other investment company organization.  Any expenses that are 

attributable solely to the organization, operation or business of a particular Fund shall be paid 

solely out of that Fund’s assets.  Any expenses incurred by Heartland that are not solely 

attributable to a particular Fund are apportioned in such a manner as Heartland Advisors 

determines is fair and appropriate, or as otherwise specified by the Board of Directors. 

The Management Agreements provide that neither Heartland Advisors, nor any of its 

Directors, Officers, shareholders, agents or employees shall have any liability to Heartland or 

any shareholder of Heartland for any error of judgment, mistake of law, loss arising out of any 

investment, or any other act or omission in the performance by Heartland Advisors of its duties 

under the Agreements, except for loss or liability resulting from willful misfeasance, bad faith or 

gross negligence on Heartland Advisors’ part or from reckless disregard by Heartland Advisors 

of its obligations and duties under the Agreements. 

Transfer and Dividend Disbursing Agent 

ALPS Fund Services, Inc. (―ALPS‖), 1290 Broadway, Suite 1100, Denver, Colorado 

80203, serves as transfer and dividend disbursing agent for the Funds.  
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Bookkeeping and Accounting Agreement 

For certain bookkeeping and accounting services it provides to the Funds, subject to an 

annual minimum of $550,000, ALPS receives an annual fee based on total assets of all Funds 

prorated among them in an amount equal to 0.04% on the first $500 million of average daily net 

assets; 0.03% on average daily net assets between $500 million and $1 billion, and 0.015% of 

average daily net assets in excess of $1 billion. 

  For the fiscal year ending December 31, 2009, the total compensation paid to ALPS for 

bookkeeping and accounting services was $580,310.  For the fiscal year ending December 31, 

2010, the total compensation paid to ALPS for bookkeeping and accounting services was 

$659,076. For the fiscal year ending December 31, 2011, the total compensation paid to ALPS 

for bookkeeping and accounting services was $834,350. 

Custodian 

Brown Brothers Harriman & Co., 40 Water Street, Boston, Massachusetts 02109, serves 

as custodian for the Funds.  The Custodian is responsible for, among other things, holding all 

securities and cash, handling the receipt and delivery of securities, and receiving and collecting 

income from investments.  Subcustodians may provide custodial services for certain assets of the 

Funds held domestically and outside the U.S. 

Independent Registered Public Accounting Firm 

PricewaterhouseCoopers LLP, 1900 16
th

 Street, Suite 1600, Denver, Colorado 80202, an 

independent registered public accounting firm, audits the annual financial statements of the 

Funds and report thereon, reviews certain regulatory reports and prepares and/or reviews the 

federal income tax returns, and performs other professional auditing, tax and accounting services 

when engaged by Heartland to do so. 

Other Shareholder Support Services 

The Funds have also entered into shareholder support services agreements with certain 

broker-dealers and other fiduciaries (―Financial Intermediaries‖) whereby the Financial 

Intermediary provides certain services to individual shareholders that hold shares of a Fund 

through an omnibus account or similar arrangement with the Financial Intermediary.  Such 

shareholder support services may include, but are not limited to, (i) maintaining shareholder 

accounts; (ii) providing information periodically to shareholders showing their ownership in a 

Fund; (iii) processing purchase, exchange and redemption requests from shareholders and 

placing such orders with Heartland or its service providers; (iv) responding to shareholder 

inquiries; (v) forwarding documents and other communications from Heartland (such as proxies, 

shareholder reports, annual and semi-annual financial statements and dividend, distribution and 

tax notices) to shareholders; (vi) assisting shareholders in changing dividend options, account 

designations, and addresses; (vii) providing subaccounting and tax reporting services; (viii) 

processing dividend and other payments from Heartland on behalf of the shareholders; and (ix) 

providing such other similar services as Heartland may reasonably request or to which the parties 

may agree.  In consideration for such services, a Financial Intermediary is compensated by a 

Fund at an annual rate based upon the average daily net asset value of the applicable class of 

Shares of such Fund.  
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DISTRIBUTION OF SHARES 

ALPS Distributors, Inc. (the ―Distributor‖), 1290 Broadway, Suite 1100, Denver, 

Colorado 80203, acts as principal underwriter and distributor of the shares of the Funds.   

Under the Distribution Agreement approved by the Board of Directors of Heartland 

(including a majority of those Directors who are not interested persons of Heartland or of the 

Distributor), the Distributor may solicit orders for the sales of shares of the Funds and has agreed 

to undertake such advertising and promotion as it believes is reasonable in connection with such 

solicitation.  The Distributor engages in activities which it in good faith deems reasonable, which 

are primarily intended to result in the sale of shares of the Funds, including without limitation 

advertising, compensation of securities dealers, sales personnel and others for distribution and 

related services, the printing and mailing of prospectuses to persons other than current 

shareholders, and the printing and mailing of sales literature.  

The Distribution Agreement will continue for each Fund automatically for successive 

one-year terms, provided that such continuance is approved at least annually (i) by the vote of 

the members of Heartland’s Board of Directors who are not interested persons of the Fund or the 

Distributor, cast in person at a meeting for the purpose of voting on such approval and (ii) by the 

vote of either a majority of Heartland’s Board or a majority of the outstanding voting securities 

of the Fund.  Notwithstanding the above, the Distribution Agreement may be terminated without 

penalty on not less than 60 days’ prior written notice by either party and will automatically 

terminate in the event of its assignment. 

Distribution Expenses 

Rule 12b-1 Plan.  Each Fund has adopted a distribution plan (the ―Rule 12b-1 Plan‖) 

which, among other things, requires the Investor Class Shares of each Fund to pay the 

Distributor a monthly amount of up to 0.25% of its average daily net assets computed on an 

annual basis.  Any amount of such payment not paid by the Distributor during a Fund’s fiscal 

year for distributing and servicing the Fund’s shares shall be reimbursed by the Distributor to the 

Fund as soon as practicable after the end of the fiscal year. 

All or a portion of these fees may be paid, pursuant to contractual commitments, to 

brokers, dealers, banks and others who provide various services to its customers who hold Fund 

shares.  Among others, these services may include: (1) establishing, maintaining and processing 

changes in shareholder accounts; (2) answering shareholder inquiries; (3) distributing 

prospectuses, reports, advertising and sales literature; and (4) preparing account statements and 

confirmations.  Because the fee is paid out of a Fund’s assets on an ongoing basis, fees paid 

under the Rule 12b-1 plan will increase the cost of your investment and may cost you more over 

time than paying other types of sales charges imposed by some mutual funds. 

The Plan reimburses the Distributor for distributing and servicing each Fund’s shares.  

Covered distribution expenses include, but are not limited to, the printing of prospectuses and 

reports used for sales purposes, advertisements, expenses of preparation and printing of sales 

literature, expenses associated with electronic marketing and sales media and communications, 

and other sales or promotional expenses, including compensation paid to any securities dealer 

(including the Distributor), financial institution or other person who renders assistance in 

distributing or promoting the sale of Fund shares, provides shareholder services to the Funds or 
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has incurred any of the aforementioned expenses on behalf of the Fund pursuant to either a 

Dealer Agreement or other authorized arrangement.  Covered servicing expenses include, but are 

not limited to, costs associated with relationship management, retirement plan enrollment 

meetings, investment and educational meetings, conferences and seminars, and the cost of 

collateral materials for such events.  Each Fund is obligated to pay fees under the Rule 12b-1 

Plan only to the extent of expenses actually incurred by the Distributor for the current year, and 

thus there will be no carry-over expenses from previous years.  No fee paid by a Fund under the 

Rule 12b-1 Plan may be used to reimburse the Distributor for expenses incurred in connection 

with another Fund. 

Each Fund’s Rule 12b-1 Plan also authorizes the Fund to pay covered distribution and 

servicing expenses directly rather than through the Distributor, subject to the requirement that the 

aggregate amounts paid directly and to the Distributor do not exceed 0.25% per annum of the 

average daily net assets of the Investor Class Shares in each Fund.  A Fund’s direct payment of 

covered distribution and servicing expenses is made with the Distributor’s knowledge and 

primarily for administrative convenience. 

Under the Rule 12b-1 Plan, the Distributor provides the Directors for their review 

promptly after the end of each quarter a written report on disbursements under the Rule 12b-1 

Plan and the purposes for which such payments were made, plus a summary of the expenses 

incurred by the Distributor under the Rule 12b-1 Plan. In approving the Rule 12b-1 Plan in 

accordance with the requirements of Rule 12b-1, the Board of Directors considered various 

factors, including the amount of the distribution fee.  The Board of Directors determined that 

there is a reasonable likelihood that the Rule 12b-1 Plan will benefit each Fund and its 

shareholders. 

The Rule 12b-1 Plan continues in effect from year to year only so long as such 

continuance is specifically approved at least annually by the vote of the Board of Directors, 

including a majority of the Directors who are not interested persons of the Distributor, cast in 

person at a meeting called for such purpose. 

The Rule 12b-1 Plan may be terminated with respect to each Fund, without penalty, by 

vote of a majority of the Directors who are not interested persons, or by vote of a majority of the 

outstanding voting securities of the Fund.  Any change in the Rule 12b-1 Plan that would 

materially increase the distribution cost to the Fund requires shareholder approval; otherwise, it 

may be amended by the Board of Directors, including a majority of the Directors who are not 

interested persons, by vote cast in person at a meeting called for the purpose of voting upon such 

amendment.  So long as the Rule 12b-1 Plan is in effect, the selection or nomination of the 

Directors who are not interested persons is committed to the discretion of such Directors. 

Fees Payable by Share Class. 

Investor Class Shares. The maximum amount of fees payable under the Rule 12b-1 Plan 

during any year with respect to Investor Class Shares of each Fund is twenty-five basis points 

(0.25%) of the average daily net assets of such Fund which are attributable to its Investor Class 

Shares.  Because the fee is paid out of a Fund’s assets on an ongoing basis, fees paid under the 

Rule 12b-1 Plan will increase the cost of your investment in the Investor Class Shares and may 

cost you more over time than paying other types of sales charges imposed by some mutual funds.   
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Institutional Class Shares. Institutional Class Shares have no fees payable under the Rule 

12b-1 Plan. 

Fees Paid by the Funds under Rule 12b-1 Plan.  For the fiscal year ended December 31, 

2011, the Funds’ Investor Class Shares paid the following amounts to the Distributor under the 

Rule 12b-1 Plan: $1,546,794 for the Select Value Fund; $4,273,144 for the Value Plus Fund; and 

$2,119,459 for the Value Fund.  

The principal types of activities for which the Funds’ Investor Class Shares made 

payments (net of waivers) under the Rule 12b-1 Plan for the fiscal year ended December 31, 

2011 were as follows:  

 

Advertising/ 

Sales 

Literature 

Printing/Mailing 

of Prospectuses 

(Other than to 

Current Investors) 

Underwriter 

Compensation 

 

Broker-Dealer* 

Compensation 

Sales Personnel 

Compensation 

Investor Class 

Shares: 
     

Select Value Fund $104,743 $5,406 $              - $1,422,016 $25,011 

Value Plus Fund 71,604 951 - 4,151,159 44,600 

Value Fund 171,620 26,386 - 1,867,768 58,513 

____________________ 

* Includes compensation to the Distributor, other broker-dealers and financial institutions. 

PORTFOLIO TRANSACTIONS 

Heartland Advisors is responsible for each Fund’s portfolio decisions and the placing of 

portfolio transactions, subject to the Fund’s specific investment restrictions and requirements. 

Purchases and sales for all portfolios managed by Heartland Advisors for its clients, 

including the Funds’ portfolios, are allocated on a basis which is deemed to be fair and 

appropriate based on the characteristics and needs of the portfolios. Heartland Advisors may, 

when appropriate, aggregate purchases or sales of securities and allocate such trades among two 

or more portfolios.  By so doing, Heartland Advisors reasonably believes that over time it may 

be able to decrease brokerage and transaction costs to its clients through volume discounts, 

reduce brokerage commissions through negotiations not available to purchasers or sellers of 

smaller volumes of securities and/or obtain better pricing than is possible for smaller trades.  In 

general, investment opportunities are allocated randomly or pro rata among clients that have 

comparable investment objectives, available cash and positions where sufficient quantities or 

trading volumes of a security make such allocation practicable.  However, because many of the 

securities owned by Heartland Advisors’ clients have a limited trading market, it may not be 

possible to purchase or sell a sufficient quantity of securities of a particular issuer at a particular 

time to allocate opportunities among all clients that have comparable investment objectives and 

positions.  Blocks of such securities, when available, may require immediate purchase decisions 

by Heartland Advisors prior to allocation of the order among clients.  In other instances, because 

of the nature of the markets for securities with lower volume, it may take a significant period of 

time to accumulate or dispose of a position in such securities at a price deemed acceptable by 

Heartland Advisors.  In such cases, the price of the security may fluctuate over time and it may 
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be desirable to allocate trades to a particular client or group of clients in order to accumulate or 

dispose of a position of reasonable size in relation to the size of the account with as little 

disruption of the market as possible.   

In order to seek the fair treatment of all clients, while recognizing the inherent need for 

flexibility, especially in the micro cap and small cap markets and the markets for certain fixed 

income securities, it is Heartland Advisors’ policy to allocate investment opportunities, 

purchases and sales among clients on a basis that considers the characteristics and needs of the 

clients, including their respective investment objectives, current securities positions, cash 

available for investment or cash needs, and similar factors based on the portfolio manager’s best 

judgment under the circumstances. 

In general, investment opportunities are allocated on a random or pro rata basis, with 

available cash the major consideration, among clients that have comparable investment 

objectives and positions where sufficient quantities or trading volumes of a security exist.  

However, because many of the securities owned by Heartland Advisors’ clients have a limited 

trading market, it may not be possible to purchase or sell a sufficient quantity of securities of a 

particular issuer at a particular time to allocate among all clients that have comparable 

investment objectives and positions.  In other instances, because of the nature of the markets for 

securities with lower volume, it may take a significant period of time to accumulate or dispose of 

a position in such securities at a price deemed acceptable by Heartland Advisors.  In such cases, 

the price of the security may fluctuate over time and it may be desirable to allocate trades to a 

particular client or group of clients in order to accumulate or dispose of a position of reasonable 

size in relation to the size of the account with as little disruption of the market as possible.  There 

also may be situations where an investment opportunity, in particular a new idea, is only 

allocated to those accounts that the portfolio manager reasonably believes have sufficient size 

and diversification. 

Heartland Advisors may, when appropriate, aggregate purchases or sales of securities and 

allocate such trades among two or more clients.  By so doing, Heartland Advisors reasonably 

believes that over time it may be able to decrease brokerage and transaction costs to its clients 

through volume discounts, reduce brokerage commissions through negotiations not available to 

purchasers or sellers of smaller volumes of securities, and/or obtain better pricing than is 

possible for smaller trades.  In general, an aggregated purchase or sale order that is only partially 

filled will be allocated on either a pro rata or random basis among the clients participating in the 

order. 

Generally, clients participating in aggregated trades will receive the same average 

execution price on any given aggregated order on a given business day and transaction costs will 

be shared pro rata based on each client’s participation in the transaction unless the client has 

designated a specific broker and negotiated a separate commission rate with that broker. 

From time to time, Heartland Advisors may take advantage of opportunities to invest in 

initial public offerings of equity securities (―IPOs‖) as they arise.  In general, a Fund may 

participate in an IPO allocation if the portfolio manager believes that, to the extent permitted by 

applicable law, and based on factors including the Fund’s investment objectives, risk profile, 

asset composition and cash levels, the IPO is an appropriate investment.  Accordingly, it is 

unlikely that any particular Fund will participate in every IPO allocation and certain Funds may 

never participate in IPO allocations.  IPOs will generally be allocated on a random basis to all 
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participating Funds in a manner that Heartland Advisors reasonably believes will lead to a fair 

and equitable distribution of IPOs over time. 

Heartland Advisors may select, and establish securities accounts and/or process 

transactions through one or more securities brokerage firms.  It selects brokers and dealers to 

execute transactions for the purchase or sale of portfolio securities based upon a judgment of the 

broker-dealers’ professional capability to provide the service, and in a manner deemed fair and 

reasonable to clients.  The primary consideration in selecting broker-dealers is prompt and 

efficient execution of orders in an effective manner at the most favorable price, but a number of 

other judgmental factors may enter into the decision.  These factors may include, for example:  

knowledge of negotiated commission rates and transaction costs; the nature of the security being 

purchased or sold; the size of the transaction; historical and anticipated trading volume in the 

security and security price volatility; and broker-dealer operational capabilities and financial 

conditions.  Among the brokers that may be used are electronic communication networks 

(ECNs), which are fully disclosed agency brokers that normally limit their activities to electronic 

execution of securities transactions.  While commission rates are a factor in Heartland Advisors’ 

analysis, they are not the sole determinative factor in selecting broker-dealers. 

Heartland Advisors does not consider the efforts of any broker or dealer in marketing or 

selling shares of the Funds in its selection of brokers or dealers to execute portfolio transactions 

for the Funds. 

As permitted by the Securities Exchange Act of 1934, as amended, Heartland Advisors 

engages in the long-standing investment management industry practice of paying higher 

commissions to broker-dealers who provide brokerage and research services (―research 

services‖) than to broker-dealers who do not provide such research services, if such higher 

commissions are deemed reasonable in relation to the value of research services provided.  

Heartland Advisors uses these research services in its investment decision-making processes.  

These types of transactions are commonly referred to as ―soft dollar transactions.‖   

Three different types of research services are typically acquired through these 

transactions: (i) proprietary research services offered by the broker or dealer executing a trade; 

(ii) other research services offered by third parties through the executing broker or dealer and 

(iii) proprietary or third party research services obtained through client commission 

arrangements (as discussed below). Research services that may be obtained by Heartland 

Advisors through soft dollar transactions include, but are not limited to:  economic, industry or 

company research reports or investment recommendations; subscriptions to financial 

publications or research data compilations; compilations of securities prices, earnings, dividends 

and similar data; certain computerized databases; quotation services; research or analytical 

computer software and services; certain trade-related services; and services of economic and 

other consultants concerning markets, industries, securities, economic factors and trends, and 

portfolio strategy. Heartland Advisors also may receive soft dollars on riskless principal 

transactions in accordance with applicable regulatory requirements.  

Research services so received enable Heartland Advisors to supplement its own research 

and analysis used in connection with providing advice to its clients as to the value of securities; 

the advisability of investing in, purchasing or selling securities, and the availability of securities 

or purchasers or sellers of securities; the furnishing to clients of analyses and reports; and the 
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effecting of securities transactions and performing functions incidental thereto (such as clearance 

and settlement) on behalf of clients.   

Soft dollar transactions are not effected pursuant to any binding agreement or 

understanding with any broker-dealer regarding a specific dollar amount of commissions to be 

paid to that broker-dealer.  However, Heartland Advisors does in some instances request a 

particular broker or dealer to provide a specific research service, which may be proprietary to 

that firm or produced by a third party and made available by that firm.  In such instances, the 

broker-dealer, in agreeing to provide the research service, frequently will indicate to Heartland 

Advisors a specific or minimum amount of commissions which it expects to receive by reason of 

its provision of the particular research service.  Although Heartland Advisors does not agree to 

direct a specific or minimum commission amount to a firm in that circumstance, it does maintain 

an internal procedure to identify those brokers who provide it with research services and the 

value of such research services, and endeavors to direct sufficient commissions (including 

commissions on transactions in fixed income securities effected on an agency basis, dealer 

selling concessions on new issues of securities and certain riskless principal transactions) to 

ensure the continued receipt of research services it feels are useful in managing client accounts. 

In a few instances, Heartland Advisors receives products or services from broker-dealers 

that are used both for investment research and for administrative, marketing, or other non-

research or brokerage purposes.  Heartland Advisors has a policy of not allocating brokerage 

business in return for products or services other than brokerage or research services in 

accordance with the provisions of Section 28(e) of the Securities Exchange Act of 1934, as 

amended.  In such instances, it makes a good faith effort to determine the relative proportion of 

its use of such product or service which is for investment research or brokerage, and that portion 

of the cost of obtaining such product or service may be paid through brokerage commissions 

generated by client transactions, while the remaining portion of the costs of obtaining the product 

or service is paid directly by Heartland Advisors.  In making such allocations, Heartland 

Advisors has a conflict of interest and has established reasonable procedures designed to address 

such conflicts. 

Research or brokerage products or services provided by brokers may be used by 

Heartland Advisors in servicing any or all of its clients, and such research products or services 

may not necessarily be used by it in connection with client accounts which paid commissions to 

the brokers providing such product or service. In recognition of these factors, clients may pay 

higher commissions to brokers than might be charged if a different broker had been selected, if, 

in Heartland Advisors’ opinion, this policy furthers the objective of obtaining best price and 

execution.  In addition, Heartland Advisors does not modify or reduce its fees based on the 

amount of brokerage or research services it receives from soft dollar transactions. 

Heartland Advisors may obtain proprietary and third party research through client 

commission arrangements.  In a client commission arrangement, Heartland Advisors agrees with 

a broker effecting trades for Heartland Advisors’ client accounts that a portion of the 

commissions paid by the accounts will be credited to purchase research services either from the 

executing broker or another broker, as directed from time to time by Heartland Advisors.  The 

client commission arrangements, as well as the research provided in connection with such 

arrangements, are intended to comply with Section 28(e) of the Securities Exchange Act of 1934, 

as amended, and the SEC’s related interpretative guidance.  Participating in client commission 

arrangements enables Heartland Advisors to consolidate payments for research services through 
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one or more channels using accumulated client commissions.  Such arrangements also help to 

facilitate Heartland Advisors’ receipt of research services and ability to provide best execution in 

the trading process.  Heartland Advisors also believes such research services are useful in its 

investment decision-making process by, among other things, providing access to resources that 

might not be available to Heartland Advisors absent such arrangements. 

Pursuant to Section 17(e) of the 1940 Act and Rule 17e-1 thereunder, the Funds may 

engage an affiliated person (or an affiliated person of an affiliated person) to act as a broker in 

connection with purchases or sales of portfolio securities by the Funds, provided that the 

commission, fee or other remuneration paid to such broker, from any source, does not exceed 

(a) the usual and customary broker’s commission if the transaction is effected on a securities 

exchange, (b) 2% of the sales price if the transaction is effected in connection with a secondary 

distribution of such securities or (c) 1% of the purchase or sale price of such securities if the 

transaction is otherwise effected.  A commission, fee or other remuneration will not be deemed 

to exceed the ―usual and customary‖ broker’s commission if the commission, fee or other 

remuneration is reasonable and fair compared to the commission, fee or other remuneration paid 

to other brokers in connection with comparable transactions involving similar securities being 

purchased or sold on a securities exchange during a comparable period of time.  This standard 

does not allow the affiliated broker to receive more than the remuneration which would be 

expected to be received by an unaffiliated broker in a commensurate arm’s-length transaction.  

Furthermore, Heartland’s Board of Directors, including a majority of the Directors who are not 

interested persons, has adopted procedures which are reasonably designed to provide that any 

commission, fee or other remuneration paid to an affiliated broker is consistent with the 

foregoing standard, and determines at least quarterly that all transactions with affiliated brokers 

were effected in accordance with such procedures. 

Pursuant to a plan adopted by Heartland’s Board of Directors under, and subject to the 

provisions of Rule 10f-3 under the 1940 Act, the Funds may purchase securities during the 

existence of an underwriting or selling syndicate, when a principal underwriter is an affiliate of 

the Funds.  The plan and Rule 10f-3 limit the securities that may be so purchased, the time and 

manner of purchase, the underwriting discounts and amount of purchase, and require a review by 

the Board of Directors of any such transactions at least quarterly. 

During the last three fiscal years, the aggregate commissions on portfolio transactions 

paid by the Funds were as follows: 

 

Year ended December 31, 

 2009 2010 2011 

Select Value Fund $979,524 $1,486,002 $1,577,823 

Value Plus Fund $2,529,812 $2,456,330 $2,738,639 

Value Fund $4,696,097 $3,296,585 $3,097,168 
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The table below shows information on brokerage commissions paid by the Funds to 

brokers or dealers who supplied research services to Heartland Advisors during the fiscal year 

ended December 31, 2011:  

Fund 

Amount of Commissions Paid to Brokers 

or Dealers Who Supplied Research 

Services to Heartland Advisors 

Total Dollar Amount Involved 

in Such Transactions (000’s) 

Select Value Fund $1,543,672 $758,880 

Value Plus Fund $2,626,544 $1,106,773 

Value Fund $2,866,098 $611,099 

 The following table sets forth the value of the securities owned by the Funds that were 

issued by a ―regular broker or dealer‖ of the Funds (as that term is defined by Rule 10b-1 under 

the 1940 Act), or the parent company of such regular broker or dealer, as of December 31, 2011. 

Fund Regular Broker-Dealer of the Fund 

Value of Securities Issued by 

Regular Broker-Dealer or Its 

Parent Owned by the Fund 

Select Value Fund Raymond James & Associates, Inc. $13,668,840 

Value Plus Fund BGC Partners, Inc. $17,820,000 

Value Fund BGC Partners, Inc. $4,455,000 

 

DESCRIPTION OF SHARES 

Heartland Group, Inc. is a series company, which means the Board of Directors may 

establish additional series and classes within series, and may increase or decrease the number of 

shares in each class or series, all without shareholder approval.  The Funds are each a separate 

mutual fund series of Heartland.  Currently, three series are authorized and outstanding, and each 

series currently offers Investor Class and Institutional Class Shares.  The authorized common 

stock of Heartland consists of one billion shares, par value $0.001 per share.  Each share has one 

vote, and when issued and paid for in accordance with the terms of the offering, each share will 

be fully paid and non-assessable. Shares have no preemptive, cumulative voting, subscription or 

conversion rights and are freely transferable.  In the interest of economy and convenience, 

certificates representing shares purchased are not issued.  However, such purchases are 

confirmed to the shareholder and credited to their accounts on the books maintained by the 

Funds’ transfer agent.  The shareholder will have the same rights of ownership with respect to 

shares as if certificates had been issued. 

Heartland’s Articles of Incorporation provide that the assets of each series belong to that 

series, subject only to the rights of creditors, and that such assets shall be charged with all 

liabilities in respect of that series and all expenses, costs, charges, and reserves attributable to 

that series.  The Articles further provide that any assets or liabilities not readily identifiable to a 

series shall be allocated among the various series by or under the supervision of the Board of 

Directors in such manner and on such basis as the Board, in its sole discretion, deems fair and 
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equitable, and that such allocation shall be conclusive and binding for all purposes. Heartland is 

aware of no statutory provisions or case law interpreting these or similar provisions or 

establishing whether the assets of one series may, under any circumstances, be charged with the 

unsatisfied liabilities allocated to another series. Accordingly, in the event that the liabilities of a 

series exceed the assets of that series, there is a possibility that the assets of the other series of 

Heartland could be subject to such excess liabilities.  Each share of a series has identical 

dividend, liquidation and other rights.   

Shareholders have the right to vote on the election of directors at each meeting of 

shareholders at which directors are to be elected and on other matters as provided by law or the 

Articles of Incorporation or Bylaws of Heartland.  Heartland’s Bylaws do not require that 

meetings of shareholders be held annually.  However, special meetings of shareholders may be 

called for, among other things, purposes such as electing or removing directors, changing 

fundamental policies, or approving investment advisory contracts.  Heartland may fill vacancies 

on the Board or appoint new directors; provided, however, that at all times at least two-thirds of 

the directors have been elected by shareholders.  Moreover, pursuant to Heartland’s Bylaws, any 

director may be removed by the affirmative vote of a majority of the outstanding shares of 

Heartland; and holders of 10% or more of the outstanding shares of Heartland can require that a 

special meeting of shareholders be called for the purpose of voting upon the question of removal 

of one or more directors. 

Shareholders of each series of a series company, such as Heartland, vote together with 

each share of each series in the company on matters affecting all series (such as election of 

directors), with each share entitled to a single vote.  On matters affecting only one series (such as 

a change in that series’ fundamental investment restrictions), only the shareholders of that series 

are entitled to vote.  On matters relating to all the series but affecting the series differently (such 

as a new investment advisory agreement), separate votes by series are required.  The same rules 

govern the separate or joint voting of classes of shares within a series. 

PURCHASES AND SALES 

Determination of Net Asset Value 

Shares of each Class of each Fund are sold at the next determined net asset value per 

share.  The net asset value of each Class of shares of a Fund is determined by subtracting such 

Fund’s liabilities (including accrued expenses and dividends payable) attributable to such Class 

from such Fund’s total assets (the value of the securities the Fund holds plus cash or other assets, 

including interest accrued but not yet received) attributable to such Class and dividing the result 

by the total number of shares outstanding of such Class. 

Portfolio securities traded on a national securities exchange or in the over-the-counter 

market are valued at the closing price on the principal exchange or market as of the close of 

regular trading hours on the day the securities are being valued, or, lacking any sales, such 

security shall be valued at the latest sales price on the Composite Market (defined below) for the 

day such security is being valued. If there were no sales of a particular security on such 

security’s principal exchange or market or the Composite Market on the day that such security is 

being valued, such security shall be valued at the mean between the bid and asked prices on such 

day, as reported on such security’s principal exchange or market as of the close of regular trading 

hours on the day such security is being valued. ―Composite Market‖ means a consolidation of the 
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trade information provided by national securities and foreign exchanges and over-the-counter 

markets as published by the Fund’s primary pricing service. Securities and other assets for which 

market quotations are not readily available or deemed unreliable are valued at their fair value 

using methods determined in good faith in accordance with pricing policies and procedures 

adopted by Heartland’s Board of Directors.   

The Pricing Committee, designated by Heartland’s Board of Directors, may also make a 

fair value determination for a security for which market quotations are not readily available 

pursuant to the Funds’ pricing policies and procedures if the Pricing Committee reasonably 

determines that a significant event, which materially affects the value of the security, occurred 

after the time at which the market price for the security is determined, but prior to the time at 

which a Fund’s net asset value is calculated.  The Board reviews all of the Pricing Committee’s 

fair value determinations.   

Fair valuation of a particular security is an inherently subjective process, with no single 

standard to utilize when determining a security’s fair value.  As such, different mutual funds 

could reasonably arrive at a different fair value price for the same security.  In each case where a 

security is fair valued, consideration is given to the facts and circumstances relevant to the 

particular situation.  This consideration includes reviewing various factors set forth in the pricing 

procedures adopted by the Board of Directors and other factors as warranted.  In making a fair 

value determination, factors that may be considered, among others, include: the type and 

structure of the security; unusual events or circumstances relating to the security’s issuer; general 

market conditions; prior day’s valuation; fundamental analytical data; size of the holding; cost of 

the security on the date of purchase; nature and duration of any restriction on disposition; trading 

activities and prices of similar securities or financial instruments. 

Debt Securities.  Debt securities are valued at fair value as furnished by an independent 

pricing service approved by Heartland’s Board of Directors that uses various valuation 

methodologies such as matrix pricing and other analytical pricing models as well as market 

transactions and dealer quotations. Debt securities with maturities of 60 days or less may be 

valued at acquisition cost, plus or minus any amortized discount or premium.  Because Heartland 

Advisors believes that there currently is no uniform methodology for valuing foreign debt, such 

securities must be valued pursuant to the fair value procedures adopted by Heartland’s Board of 

Directors.  

Illiquid and Thinly Traded Securities.  The lack of a liquid secondary market for 

certain securities may make it more difficult for a Fund to obtain accurate market quotations for 

purposes of valuing a Fund’s portfolio. If market quotations are not available, these securities 

will be valued in accordance with procedures established by Heartland’s Board of Directors.  

Judgment may, therefore, play a greater role in valuing these securities.  Market quotations are 

generally available on many lower quality and comparable unrated issues only from a limited 

number of dealers, and may not necessarily represent firm bids of such dealers or prices for 

actual sales.  During periods of thin trading, the spread between bid and asked prices is likely to 

increase significantly.  In addition, adverse publicity and investor perceptions, whether or not 

based on fundamental analysis, may decrease the values and liquidity of lower quality and 

comparable unrated securities, especially in a thinly traded market. 
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Foreign Investments.  In the event that (i) a foreign investment held by a Fund is traded 

in both a local and foreign form, (ii) each such form may be converted or exchanged for the other 

and (iii) Heartland Advisors reasonably determines that the rights and privileges of holders of 

either form are comparable for valuation purposes, then Heartland Advisors may value the 

Fund’s investment based on the form for which current market quotes are most readily available 

even if such form is not the form of investment held by the Fund.  If Heartland Advisors has 

reason to believe that circumstances exist which could reasonably be expected to have a material 

impact on the valuation of one form over the other, such as limitations on the ability to convert 

or exchange between forms, limitations on foreign ownership of securities or currency 

regulations, Heartland Advisors shall value the particular investment based on market quotations 

or a fair value determination with respect to the same form as that held by the Fund. 

Foreign securities are valued on a basis of quotations from the primary market in which 

they are traded, and are translated from the local currency into U.S. dollars using exchange rates 

as of the close of the New York Stock Exchange.  On any business day of a Fund on which the 

principal exchange on which a foreign security is traded is closed (for example, a local holiday), 

but trading occurs in the U.S. on either a national exchange or over-the-counter as reported by 

the exchange or through Nasdaq, respectively, then the last sales price from such source shall be 

used.  If no sales price is available from such source, then the prior day’s valuation of the 

security may be used.  

Occasionally, events occur that affect the value of foreign investments between the time 

at which those items are determined and the close of trading on the New York Stock Exchange. 

Such events would not normally be reflected in a calculation of the Funds’ net asset values on 

that day.  If events that materially affect the value of the Funds’ foreign investments or the 

foreign currency exchange rates occur during such period, the investments will be valued at their 

fair value as determined in good faith in accordance with pricing policies and procedures adopted 

by Heartland’s Board of  Directors. 

Redemption-in-Kind 

Each Fund intends to pay all redemptions in cash and is obligated to redeem shares solely 

in cash up to the lesser of $250,000 or one percent of the net assets of the Fund during any 90-

day period for any one shareholder.  However, redemptions in excess of such limit may be paid 

wholly or partly by a distribution in kind of securities or other Fund assets if Heartland Advisors 

determines that existing conditions make cash payments undesirable.  If redemptions were made 

in kind, the redeeming shareholders may incur a gain or loss for tax purposes and transaction 

costs. 
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ADDITIONAL INCOME TAX CONSIDERATIONS 

Each Fund intends to qualify as a ―regulated investment company‖ under Subchapter M 

of the Internal Revenue Code (the ―Code‖) and, if so qualified, will not be subject to federal 

income taxes as a regular corporation to the extent its earnings are timely distributed.  Each Fund 

also intends to make distributions as required by the Code to avoid the imposition of a 4% excise 

tax. 

Each series of a series company, such as Heartland, is treated as a separate entity for 

federal income tax purposes, so that the net investment income and the net realized capital gains 

and losses of one series are not combined with those of another series in the same company. 

To the extent a Fund invests in foreign securities, it may be subject to withholding and 

other taxes imposed by foreign countries.  Tax treaties between certain countries and the United 

States may reduce or eliminate such taxes.  Investors may be entitled to claim U.S. foreign tax 

credits with respect to such taxes, subject to certain provisions and limitations contained in the 

Code. 

Cost Basis 

Pursuant to the Energy Improvement and Extension Act of 2008, the Funds are required 

to report to you and the IRS the cost basis of your Fund shares acquired on or after January 1, 

2012 (―covered shares‖) when they are subsequently redeemed. The cost basis of covered shares 

will be determined using Average Cost Method, described below, unless you elect in writing a 

different permissible method. These requirements do not apply to shares held through a tax-

deferred arrangement, such as a 401(k) or an individual retirement account.  Shares acquired 

before January 1, 2012 (―non-covered shares‖) are treated as if held in an account separate from 

the covered shares for purposes of these reporting requirements. The Funds are not required to 

determine or report a shareholder’s cost basis of non-covered shares and are not responsible for 

the accuracy and reliability of any information provided for non-covered shares. However, as a 

courtesy and when available, the Funds will continue to provide you with the cost basis of non-

covered shares using the Average Cost Method.   

The cost basis of a share is generally its purchase price adjusted for distributions, returns 

of capital, and other corporate actions. Cost basis is used to determine whether the redemption of 

a share results in a gain or loss. If you redeem covered shares during any year, the Funds will 

report the gain/loss, cost basis, and holding period of such covered shares to you and the IRS on 

the Consolidated Form 1099. 

 

A cost basis method is used by the Funds to determine which specific shares are deemed 

to be sold when a shareholder sells less than its entire position in a Fund and has made multiple 

purchases of Fund shares on different dates at differing net asset values. If a shareholder does not 

affirmatively elect a particular cost basis method, the Funds will use the Average Cost Method, 

which averages the cost basis of all Fund shares purchased on or after January 1, 2012, in an 

account regardless of holding period, and deems shares sold or transferred first to be those with 

the longest holding period. Each shareholder may elect in writing an alternate permissible cost 

basis method to calculate the cost basis of its covered shares. The cost basis reporting method 

cannot be changed for previously redeemed covered shares.  
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If you hold Fund shares through a financial intermediary, please contact that financial 

intermediary to discuss the reporting of cost basis and available elections for your account.  

 

You are encouraged to consult your tax advisor regarding the application of these cost 

basis reporting rules and, in particular, which cost basis calculation method you should elect. 

Heartland representatives are not licensed tax advisors and are unable to give tax advice.   

 

FINANCIAL STATEMENTS 

The financial statements, related notes and related report of PricewaterhouseCoopers 

LLP, an independent registered public accounting firm, contained in the Annual Report to 

Shareholders of the Funds as of December 31, 2011, and for the year then ended, are hereby 

incorporated by reference. Copies of the Funds’ Annual Report may be obtained without charge 

by writing to Heartland, 789 North Water Street, Suite 500, Milwaukee, Wisconsin 53202, by 

calling 1-800-432-7856, or by visiting the Heartland website at www.heartlandfunds.com. 
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APPENDIX A 

STATEMENT OF POLICY REGARDING PROXY VOTING 

Heartland Group, Inc. 

Heartland Advisors, Inc. 

(February 2011) 

I.  INTRODUCTION 

 

The purpose of this Statement of Policy Regarding Proxy Voting (the ―Statement‖) is to 

set forth the policies and procedures that are followed to ensure proxies are voted in favor of the 

beneficial security interests that Heartland Advisors, Inc. (―HAI‖) and Heartland Group, Inc. 

(―HGI‖, and collectively with HAI, the ―Fiduciaries‖), respectively, represent. Recognizing that 

guidance with respect to proxy voting is not static, it is intended that this Statement be reviewed 

periodically and revised and interpreted as necessary to remain current both with respect to its 

general terms and with respect to specific corporate governance matters to be voted upon. 

 

 The beneficial security interests represented by the Fiduciaries and hereinafter 

collectively referred to as ―Clients‖ of the Fiduciaries are: 

 As to HAI, the interests of its investment advisory clients for which it has accepted proxy 

voting discretion; and 

 As to HGI, the interests of the shareholders of its various mutual fund series. 

 

The policies and procedures set forth in this Statement are monitored, discussed and 

updated as necessary by the Investment Policy Committee of HAI and the Board of Directors of 

HGI at the recommendation of their respective managing principals or Officers.  Although these 

policies and procedures are common to HAI and HGI, each shall act independently and solely in 

the best interests of the respective fiduciary interests they represent in the administration thereof.   

 

This Statement does not apply to those situations where a Client of HAI has retained 

voting discretion.  In those situations, HAI will cooperate with the Client to ensure proxies are 

voted as directed by the Client.  In addition, HAI will also abide by specific voting guidelines on 

certain policy issues as requested by a particular Client on a case-by-case basis. 

II. STATEMENT OF POLICY 

 

In general, proxies shall be voted in a manner designed to maximize the value of the 

Clients’ investment.  In evaluating a particular proxy proposal, the respective Fiduciary will take 

into consideration, among other things, the period of time over which the voting shares of the 

company are expected to be held, the size of the position, the costs involved in the proxy 

proposal, and the existing governance documents of the affected company, as well as its 

management and operations.  Proxy proposals which change the existing status of a company 

shall be reviewed to evaluate the necessity of the change, and to determine the benefits to the 

company and its shareholders, but the Fiduciaries’ primary objective is to protect and enhance 

the economic interests of their respective Clients.   
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 The proxy voting guidelines, attached as Exhibit A, provide a general framework for the 

manner in which the Fiduciaries’ will vote proxies.  These guidelines are not ―hard and fast‖ 

rules and do not address all matters that may be submitted by companies to a vote of their 

shareholders.  Rather, the guidelines reflect the overall sentiment as to how proxies should be 

voted with respect to matters commonly submitted by companies for shareholder approval.  The 

Fiduciaries may vote proxies that depart from such guidelines if, in their good faith judgment, 

doing so is in the best interests of their respective Clients and the value of the Clients’ 

investments.  On matters not covered by the guidelines, the Fiduciaries will vote proxies in a 

manner believed in good faith to further the value of their Clients’ investments.  As corporate 

governance standards, disclosure requirements and voting mechanics vary greatly among foreign 

markets in which the Clients may invest, there may be instances in which HAI elects not to vote. 

 

Generally, it is the Fiduciaries’ policy to vote in accordance with management’s 

recommendations on most issues since the capability of management is one of the criteria used 

by HAI in selecting stocks, and in recognition of the fact that a board of directors is elected by a 

company’s shareholders and the management of a company will normally have more specific 

expertise and knowledge as to the company’s operations.  However, when the Fiduciaries believe 

management is acting on its own behalf, instead of on behalf of the well-being of the company 

and its shareholders, or when the Fiduciaries believe that management is acting in a manner that 

is adverse to the rights of the company’s shareholders, the Fiduciaries believe it is their duty to 

represent the interests of their respective Clients and, as a result, will not vote with management. 

 

III.  Voting Procedures 

All proxy proposals shall be voted on an individual basis.  Subject to the oversight of its 

Investment Policy Committee, HAI will designate a proxy administrator responsible for voting 

proxies.  The proxy administrator will monitor and review all proxies to ensure that voting is done 

in a timely manner.  The proxy administrator will match each proxy to the securities to be voted, 

and will provide the relevant proxy materials to the HAI analyst for the particular company. In 

general, the HAI analyst for a company shall be responsible for analyzing a proxy proposal 

relating to that company and determining how votes should be cast by communicating his/her 

recommendation to the HAI proxy administrator.  

In evaluating a proxy proposal, the HAI analyst shall be responsible for considering 

whether there is any business relationship between the Fiduciary and the company or other facts 

and circumstances that may give rise to a material conflict of interest on the part of the Fiduciary 

in connection with voting Client proxies.  Instances that may give rise to a material conflict 

include: 

 

(a) The Fiduciary may manage a pension plan, administer an employee benefit plan 

for, or provide other services to a company whose management is soliciting 

proxies.  Failure to vote in favor of management may harm the Fiduciary’s 

relationship with the company. 

(b) The Fiduciary, or an officer, director, employee or representative, may have a 

business or personal relationship with proponents of a proxy proposal such as 

participants in proxy contests, corporate directors or candidates for directorship.  

These relationships could influence the Fiduciary’s proxy voting. 
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(c) An employee of the Fiduciary may have a spouse or other relative who serves as a 

director, executive, manager or employee of a company.  This personal 

relationship may cause a conflict. 

(d) An inherent conflict also exists with any proposal requiring a proxy vote that 

influences the revenue received by the Fiduciary. 

In general, if the HAI analyst determines that a material conflict of interest may exist, the 

proxy shall be referred to the HAI Investment Policy Committee who shall, based on the advice 

of legal counsel, determine whether the proxy may be voted by the Fiduciary or referred to the 

Client (or another fiduciary of the Client) for voting purposes.
1 

 

 

From time to time, HAI may also engage a third party service provider (who is 

independent of HAI and HGI), such as Glass, Lewis  & Co., to perform research and make 

recommendations to HAI as to a particular shareholder vote being solicited.  HAI is under no 

obligation to follow any such recommendation, but will take it under consideration when 

reviewing the proposal being solicited.  Before engaging such third party service provider, HAI 

will take reasonable steps to verify that the service provider is independent of HAI and HGI 

based on all of the relevant facts and circumstances.  In addition, before engaging such third 

party service provider, HAI must be satisfied that the service provider can make impartial proxy 

voting recommendations that are in the best interests of the Clients.  If the third party service 

provider is in the business of providing corporate guidance advice to companies in addition to 

making proxy voting recommendations to investment advisers, HAI will implement procedures 

that require such firm to disclose any relevant facts concerning that firm’s relationship with a 

company whose voting securities are held by Clients, such as the amount of compensation that 

the firm receives from the company.  Such procedures may also include a thorough review of the 

service provider’s conflict procedures, their adequacy and the effectiveness of their 

implementation and/or other means reasonably designed to ensure the integrity of the proxy 

voting process.  HAI will then use that information to determine whether that firm can make 

proxy voting recommendations in an impartial manner and in the best interests of the Clients, or 

whether HAI needs to take other steps and seek other input on how to vote the proxies. 

 

When possible, voting will be conducted electronically through the Glass Lewis & Co. 

electronic delivery platform (―Glass Lewis‖). For each proposal with respect to which a vote is 

cast, a hard copy of the signed ballot and a print out of the accounts for which votes were cast 

shall be retained for six months following the calendar year in which the vote was cast.  In 

addition, an electronic voting record shall be maintained by Glass Lewis that shall include the 

same information, as well as a brief statement of the voting issue and a statement as to how the 

Fiduciary voted.  A hard copy and/or the electronic record shall be maintained for seven calendar 

years.   The Fiduciaries shall also maintain any other books and records required by applicable 

law. 

With regard to proxies voted on behalf of the Heartland Family of Mutual Funds, the 

Fiduciaries shall comply with the disclosure and filing requirements set forth in Investment 

                                            
1
 In the case of HGI, if the Investment Policy Committee determines that the proxy should not be voted by the 

officers of HGI, the proxy shall be submitted to the Audit Committee of HGI (or its designee) to determine how the 

proxy should be voted. 
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Company Act Release IC-25922, including filing of Form N-PX pursuant to Rule 30b1-4 under 

the Investment Company Act of 1940. 

Upon request by a Client or the Board of Directors of HGI, HAI shall provide 

information concerning the voting of proxies on behalf of that Client or the Heartland Funds, 

respectively.  Copies of this Statement of Policy also shall be made available upon request. 
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EXHIBIT A 

Proxy Voting Guidelines 
A. Board Items 

Subject Vote 

Election of Directors FOR nominees in an uncontested election, except that votes may be 

withheld from a director who: 

 Attended less than 75% of board and/or committee meetings without a 

valid business reason for the absences; 

 Serves on a committee when the committee’s actions are inconsistent 

with other guidelines (e.g. excessive option grants, substantial non-

audit fees, or lack of board independence); 

 Receives compensation from the company for services other than 

serving as a director;  

 Serves as Chief Financial Officer or similar financial/accounting role 

for the company; or 

 Has other known positions that create a conflict of interest 

Two-Thirds of Independent 

Directors 

FOR proposals that require two-thirds of the board and/or board 

committees to be independent 

Independent Chairperson  

(Separate Chairperson/CEO) 

FOR proposals that require an independent member act as chairperson of 

the board 

Independent Committees FOR proposals that require all members of the Audit, Nominating and 

Compensation Committees to be independent 

Board Size  FOR proposals that seek to fix or designate a range for the board size 

 AGAINST proposals that give management the ability to alter the 

board size outside a specified range without shareholder approval 

Declassification of Board FOR 

Classification of Board AGAINST 

Removal of Directors  AGAINST proposals that provide that directors may be removed only 

for cause   

 FOR proposals to restore shareholder ability to remove directors with 

or without cause 

Filling Vacancies  FOR proposals that permit shareholders to elect directors to fill board 

vacancies 

 AGAINST proposals that provide that only continuing directors may 

elect replacement board members 

Term Limits  AGAINST shareholder proposals to limit the tenure of outside directors 

Age Limits AGAINST shareholder proposals to impose a mandatory retirement age 

for outside directors 

B. Capital Structure and Voting Related Items 
Subject Vote 

Poison Pills  FOR shareholder proposals that request a company submit a poison pill 

to shareholder vote  

 AGAINST management proposals to adopt or ratify a poison pill which 

limit a potential acquirer’s ability to buy a controlling interest without 

the approval of the target’s board of directors 

Supermajority Voting  AGAINST proposals that require a supermajority shareholder vote 

Cumulative Voting AGAINST proposals that allow shareholders votes that are 

disproportionate to their economic investment in the company 

Confidential Voting FOR 

Dual Class Stock AGAINST proposals to create a new class of common stock with superior 

voting rights. 
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Common Stock Authorization Reviewed on a case-by-case basis when a proposal seeks to increase the 

number of common stock shares authorized for issuance 

Repurchase Programs FOR proposals to institute share repurchase plans 

 

C. General/Administrative Items 

Subject Vote 

Ratify Auditors FOR, unless: 

 The auditor is performing non-audit work for which it receives fees 

that are deemed excessive in relation to the fees paid for audit work; or  

 The auditor otherwise has a significant professional or personal 

relationship with the company that compromises the audit firm’s 

independence 

Social, Political and  

Environmental Issues 

Review on a case-by-case basis; however, typically vote with management 

with regard to social, political or environmental concerns that may have an 

effect upon the economic success of the company, as management is in the 

best position to assess the impact on the company and the value of its 

securities  

Adjourn Meeting AGAINST, absent compelling reasons to support 

Transact Other Business AGAINST proposals to approve such other business that may be raised 

during a meeting 

Right to Call Meetings FOR proposals that permit shareholders to call special meetings of the 

board  

 

D. Compensation Items 

Subject Vote 

Stock Plans in Lieu of Cash FOR plans that allow participants to take all or a portion of their cash 

compensation in the form of stock 

Stock Ownership Requirements FOR proposals that require senior executives to hold a minimum 

amount of common stock of the company 

Stock Options and Incentive 

Compensation 
 FOR proposals that require stock acquired through an option exercise 

to be held for a certain period of time 

 AGAINST the re-pricing or replacement of stock options without 

shareholder approval 

 AGAINST proposals that provide for options priced at less than 

100% of the fair market value of the underlying security on the date 

of the grant 

 AGAINST annual option grants in excess of 2% of shares 

outstanding 

 AGAINST option plans that provide for potential dilution of shares 

that exceed 10% of shares outstanding 

 AGAINST proposals that include automatic share replenishment 

(―evergreen‖) features 

Executive Severance Agreements 

(―Golden Parachutes‖) 

Reviewed on a case-by-case basis, but vote AGAINST proposals that 

provide for compensation exceeding three times annual compensation 

(salary and bonus) 

Employee Stock Ownership Plans FOR where the plan provides for a minimum stock purchase price that 

is equal or greater than 85% of the stock’s fair market value 

 
E.  Advisory Say-on-Pay Votes 

Subject Vote 

Say-on-Frequency  FOR proposals for annual advisory votes on executive compensation 

Say-on-Pay  FOR proposals that require stock acquired through an option exercise 

to be held for a certain period of time 
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 AGAINST the re-pricing or replacement of stock options without 

shareholder approval 

 AGAINST proposals that provide for options priced at less than 

100% of the fair market value of the underlying security on the date 

of the grant 

 AGAINST annual option grants in excess of 2% of shares 

outstanding 

 AGAINST option plans that provide for potential dilution of shares 

that exceed 10% of shares outstanding 

 AGAINST proposals that include automatic share replenishment 

(―evergreen‖) features 

 AGAINST re-pricing or re-placing out-of-the-money stock options or 

stock appreciation rights 

 AGAINST new or extended agreements that provide for change in 

control payments exceeding three times annual compensation (salary 

and bonus) 

 AGAINST change in control severance payments without 

involuntary job loss or substantial diminution of duties, or change in 

control payments with excise tax gross-ups  

Say-on-Golden-Parachutes in Mergers 

& Acquisitions  

Reviewed on a case-by-case basis, but vote AGAINST proposals that 

provide for compensation exceeding three times annual compensation 

(salary and bonus) 

 

 


