
A tricky few years hurt performance 
for value specialists Will Nasgovitz 
and Colin McWey, but the Heartland 
Advisors team has since reshaped its 
approach to risk
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oday might not be the best time to 
be a value investor, but for the 
Heartland Advisors team, things are 
a lot better than they were in 2014. 

Back then, the Milwaukee, Wisconsin-based 
value equity boutique had, in the words of chief 
executive Will Nasgovitz, ‘got ahead of our skis.’

After a stellar run in the aftermath of the 
financial crisis, investors had piled into the firm’s 
funds, swelling assets under management to 
$6.1 billion. The money flooded in but left just as 
quickly when performance dipped.

‘Sadly, we got ahead of our skis in 2013 and 
2014, and our performance over the period was 
flashing yellow to many intermediate buyers that 
hired us, despite strong performance coming 
into the crisis and afterwards,’ Nasgovitz said. 

As a value investor, the firm had been backing 
stocks in unloved parts of the market, such as the 
energy sector, which the team thought would 
return to favor. In part, it was a call that inflation 
would return, along with an environment where 
value stocks outperformed their growth 
counterparts. It was a call that many value 
investors ran aground against in the post-crisis era. 

When performance turned for the worse, 
investors pulled nearly $2.6 billion in assets out 
of the Heartland Value Plus fund, which sat at 
about $3.1 billion in June 2014, before dropping 
below its current size of $425 million. 

LEARNING FROM THE PAIN
The firm – which was founded in 1984 by 
Nasgovitz’s father, Bill – has learned some 
valuable lessons along the way. While it has stayed 
true to Bill’s 10 principles of value investing, it has 
also revamped its approach to risk management. 

The 10 principles are a series of guidelines 
that involve handpicking companies with limited 
long-term debt, flexibility in poor market 
conditions and low price-to-book value in the 
belief that this will enable the team to uncover 
diamonds in the rough. 

‘We’ve gotten much better at thinking through 
portfolio risk management across the entire 
portfolio, particularly the way that different sector 
and factor exposures interact with each other and 
when it comes to thinking holistically about risk 
management beyond sector classifications,’ said 
Colin McWey, a portfolio manager at the firm. 

‘That has allowed, with better stock picking 
and implementation of the 10 principles, for the 
performance improvement,’ he added. 

The admittedly tiny $8.4 million Heartland Mid 
Cap Value fund, managed by Will Nasgovitz and 
Citywire A-rated McWey, has been a standout 
performer for the firm. The fund is currently ranked 
sixth out of 37 Mid-Cap Value funds tracked by 
Citywire for three-year total returns to the end of 
June. Over that time, it is up 32.7%, compared with 
the average Mid-Cap Value fund’s 23.5% and the 
Russell Mid Cap Value index’s 23.7%.

TOUGH TIMES TEACH 
VALUABLE LESSONS
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THE HEARTLAND MID CAP VALUE FUND IS AHEAD OF ITS BENCHMARK 
OVER THREE YEARS  
DATA TO JULY 31, 2018 / SOURCE: LIPPER

McWey attributed this to finding small pockets 
where value investing was performing better 
than growth and being able to reduce outsized 
exposures to individual sectors.

Along with the Heartland Mid Cap Value fund, 
the $221.5 million Heartland Select Value fund  
has also performed well, ranking 23rd out of 92 
Multi-Cap Value funds tracked by Citywire for 
three-year total returns to the end of June. 

GOING BACK FOR MORE
Today, Nasgovitz’s team of eight portfolio 
managers runs a product roster of five mutual 
funds and four SMA strategies. All of the offerings 
are value-based but differ in how they range 
across market caps and geographies. 

Although exposure to energy hurt performance 
in the past, the team is not blind to opportunities 
in the sector when value is up for grabs. One 
example of this is National Oilwell Varco, which 
was historically a good bet, generating returns on 
invested capital of between 15% and 20%. 
However, as an energy services firm, the 
company has been stuck in a bear market. 

McWey and Nasgovitz first bought the stock in 
August 2016 based on its low price-to-book value 
and its attractive free cash flow to enterprise value 
yield. At first, it had low levels of profitability, but 
the pair believed that it could reach eight times its 
mid-cycle Ebitda within a few years. It was added 
to the Mid Cap Value fund at around $35 per 
share, but the stock price has neared $50 over the 
past six months. At the end of June, it was the third 
largest holding in the fund, at a 4.27% position. 

‘It was getting no credit for its recovery,’ 
McWey said. ‘The key catalyst that got people to 
start believing in the mid-cycle number we saw 
was the evidence in the most recent quarter that, 
in addition to US land activity, demand offshore 
and internationally was starting to come back.

‘We are willing to value something on the 
basis of a mid-cycle earnings number that no 
one believed in until recently,’ he added.  
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Citywire’s Fund Manager Ratings include four rating bands: 

 Top 10% of managers in this elite group will gain the highest AAA rating 

 Next 20% will be awarded the AA rating 

 Following 30% will get a single A rating 

 Remaining 40% will gain a Citywire + rating 

Read for more information on Citywire’s Fund Manager Ratings

 
Source: FactSet Research Systems Inc., Russell®, and Heartland Advisors, Inc.  

The inception date for the Mid Cap Value Fud in 10/31/2014 and Select Value Fund is 10/11/1996. 

Data Sourced from FactSet: Copyright 2019 FactSet Research Systems, Inc., FactSet Fundamentals. All rights reserved. 

In the prospectus dated 5/1/2018, the Gross Fund Operating Expense for investor class shares of the Select Value Fund is 
1.23%. Through 11/30/2001, the Advisor voluntarily waived a portion of the Select Value Fund's expenses. Without such 
waivers, total returns would have been lower. In the prospectus dated 5/1/2018, the Net Fund Operating Expense for investor 
class shares of the Mid Cap Value is 1.25%. The Advisor has contractually agreed to waive its management fees and/or 
reimburse expenses of the Fund to ensure that Net Fund Operating Expense for the Fund does not exceed 1.25% of the 
Fund’s average net assets, through at least 5/1/2019, and subject thereafter to annual reapproval of the agreement by the 
Board of Directors. Without such waiver and/or reimbursements, the Gross Fund Operating Expense for the Mid Cap Value 
Fund would be 2.50%.  

Past performance does not guarantee future results. Performance represents past performance; current returns may be lower 
or higher. The investment return and principal value will fluctuate so that an investor's shares, when redeemed, may be worth 
more or less than the original cost. All returns reflect reinvested dividends and capital gains distributions, but do not reflect 
the deduction of taxes that an investor would pay on distributions or redemptions. Subject to certain exceptions, shares of a 
Fund redeemed or exchanged within 10 days of purchase are subject to a 2% redemption fee. Performance does not reflect 
this fee, which if deducted would reduce an individual's return. To obtain performance through the most recent month end, 
call 800-432-7856 or visit heartlandadvisors.com. 

An investor should consider the Fund’s investment objectives, risks, and charges and expenses carefully before 
investing or sending money. This and other important information can be found in the Fund’s prospectus. To obtain a 
prospectus, please call 800-432-7856 or visit heartlandadvisors.com. Please read the prospectus carefully before 
investing.  

In addition to stocks of large companies, the Funds invest in small- and mid-sized companies that are generally less liquid 
and more volatile than large companies. The Select Value Fund, Mid Cap Value Fund, and the Value Plus Fund invest in a 
smaller number of stocks (generally 40 to 60, 30 to 60, and 40 to 70, respectively) than the average mutual fund. The 
performance of these holdings generally will increase the volatility of the Funds’ returns. There can be no assurance that the 

Mid Cap Value Fund will grow to or maintain an economically viable size, in which case the Board of Directors may determine 
to liquidate the Fund. There is no assurance that dividend paying stocks will mitigate volatility. Value investments are subject 
to the risk that their intrinsic value may not be recognized by the broad market.  

 

  

http://citywire.co.uk/wealth-manager/news/ratings-faq/a703353


  

The statements and opinions expressed in this article are those of the author. Any discussion of investments and investment strategies 
represents the portfolio manager’s views when presented, and are subject to change without notice. The opinions expressed are for general 
information only and are not intended to provide specific advice or recommendations for any individual. 

Because of ongoing market volatility, performance may be subject to substantial short-term changes. 

As of 12/31/2018, National Oilwell Varco represented 4.11% of the Mid Cap Value Fund’s net assets, and was not owned in the Select Value Fund. 
Portfolio holdings are subject to change. Current and future holdings are subject to risk. 

Sector and Industry classifications are sourced from GICS®.  The Global Industry Classification Standard (GICS®) is the exclusive intellectual 
property of MSCI Inc. (“MSCI”) and S&P Global Market Intelligence (“S&P”).  Neither MSCI, S&P, their affiliates, nor any of their third party 
providers (“GICS Parties”) makes any representations or warranties, express or implied, with respect to GICS or the results to be obtained by 
the use thereof, and expressly disclaim all warranties, including warranties of accuracy, completeness, merchantability and f itness for a 
particular purpose.  The GICS Parties shall not have any liability for any direct, indirect, special, punitive, consequential or any other damages 
(including lost profits) even if notified of such damages. 

Growth and value investing each have unique risks and potential for rewards and may not be suitable for all investors. A growth investing 
strategy emphasizes capital appreciation and typically carries a higher risk of loss and potential reward than a value investing strategy; a value 
investing strategy emphasizes investments in companies believed to be undervalued.  

Definitions: 10 Principles of Value Investing™ consist of the following criteria for selecting securities: (1) catalyst for recognition; (2) low price in relation 
to earnings; (3) low price in relation to cash flow; (4) low price in relation to book value; (5) financial soundness; (6) positive earnings dynamics; (7) 
sound business strategy; (8) capable management and insider ownership; (9) value of company; and (10) positive technical analysis. Earnings Before 
Interest, Taxes, Depreciation and Amortization (EBITDA): measures a company’s financial performance. It is used to analyze and compare profitability 
between companies and industries because it eliminates the effects of financing and accounting decisions. Enterprise Value (EV): is the entire economic 
value of a company. Free Cash Flow: is the amount of cash a company has after expenses, debt service, capital expenditures, and dividends. The 
higher the free cash flow, the stronger the company’s balance sheet. Price/Book Ratio: of a company is calculated by dividing the market price of its 
stock by the company's per-share book value. Russell 3000® Value Index: measures the performance of those Russell 3000® Index companies with 
lower price/book ratios and lower forecasted growth characteristics. The Russell Midcap® Value Index: measures the performance of those Russell 
Midcap® Index companies with lower price-to-book ratios and lower forecasted growth characteristics. All indices are unmanaged. It is not possible to 
invest directly in an index. 

Russell Investment Group is the source and owner of the trademarks, service marks and copyrights related to the Russell Indices. Russell® is a 
trademark of the Russell Investment Group. 

The members of the portfolio management team are registered representatives of ALPS Distributors, Inc. 
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