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GENERAL INFORMATION AND HISTORY

Homestead Funds is a Maryland corporation organized on June 29, 1990, and registered with the Securities and
Exchange Commission (“SEC”) under the Investment Company Act of 1940, as amended (“1940 Act” or
“Investment Company Act”) as an open-end management investment company, commonly known as a “mutual
fund.”

Homestead Funds currently consists of eight portfolios, the Daily Income Fund, the Short-Term Government
Securities Fund, the Short-Term Bond Fund, the Stock Index Fund, the Value Fund, the Growth Fund, the Small-
Company Stock Fund and the International Value Fund, each of which represents a separate series of capital stock in
Homestead Funds having different investment objectives, strategies, policies and restrictions. All of the portfolios
except the Growth Fund are diversified for purposes of the federal securities laws. Throughout this SAI, the
portfolios are referred to individually as a “Fund” and collectively as the “Funds.” The Stock Index Fund also is
referred to as the “Index Fund.”

All of the Funds, except the Stock Index Fund, are advised and managed by RE Advisers Corporation (“RE
Advisers™), which is responsible for the Funds’ day-to-day operations and the investment of each Fund’s assets. RE
Advisers is an indirect, wholly-owned subsidiary of National Rural Electric Cooperative Association (“NRECA”), a
not-for-profit membership organization whose members provide electric light and power and other services to
approximately 42 million people in 47 states.

The Stock Index Fund invests in the S&P 500 Stock Master Portfolio (the “Master Portfolio”), a separate series of
an unaffiliated mutual fund called the Master Investment Portfolio (“MIP”). Both the Master Portfolio and MIP are
managed by BlackRock Fund Advisors (“BFA”). Effective December 1, 2009, BlackRock, Inc., the parent
company of BFA, acquired Barclays Global Fund Advisors, the previous investment adviser of MIP. Prior to that
date, the Master Portfolio was known as the S&P 500 Index Master Portfolio.

Under the supervision and oversight of RE Advisers and the Fund’s Board of Directors, the Growth Fund is
subadvised by T. Rowe Price Associates, Inc. (“T. Rowe Price”) and the International Value Fund is subadvised by
Mercator Asset Management, L.P. (*Mercator”).

INVESTMENT RESTRICTIONS
Fundamental Investment Restrictions

The investment restrictions described below have been adopted as fundamental investment policies of each Fund,
with certain exceptions noted below. Such fundamental investment policies may be changed only with the consent
of a “majority of the outstanding voting securities” of the particular Fund. As used in the prospectus and in this SAI,
the term “majority of the outstanding voting shares” means the lesser of (1) 67% of the shares of a Fund present at a
meeting where the holders of more than 50% of the outstanding shares of a Fund are present in person or by proxy,
or (2) more than 50% of the outstanding shares of a Fund. Shares of each Fund will be voted separately on matters
affecting only that Fund, including approval of changes in the fundamental objectives, policies, or restrictions of that
Fund.

Each Fund, except the International Value Fund, may not:

(1) Concentrate its investments in any particular industry (excluding U.S. government or any of its agencies or
instrumentalities), but if it is deemed appropriate for the achievement of the Fund’s investment objective, up to 25%
of its total assets may be invested in any one industry. The Index Fund reserves the right to concentrate in any
industry in which the index that it tracks becomes concentrated to approximately the same degree during the same
period.



The International Value Fund may not:

(1) Purchase securities (other than securities of the U.S. Government, its agencies or instrumentalities) if, as a result
of such purchase, more than 25% of the Fund’s total assets would be invested in any one industry; provided that this
limitation does not apply to the extent that the Fund could be deemed to be invested in one industry by investing all

if its assets in one investment company.

Each Fund may not:

(2) Purchase or sell commodities, provided that (i) currency will not be deemed to be a commodity for purposes of
this restriction, (ii) this restriction does not limit the purchase or sale of futures contracts, forward contracts or
options, and (iii) this restriction does not limit the purchase or sale of securities or other instruments backed by
commaodities or the purchase or sale of commodities acquired as a result of ownership of securities or other
instruments.

(3) Make loans to other parties, except to the extent permitted under the 1940 Act, including the rules, regulations
and any orders obtained thereunder. For the purposes of this limitation, entering into repurchase agreements, lending
securities and acquiring any debt securities are not deemed to be the making of loans.

(4) Underwrite securities issued by other persons, except to the extent that a Fund may be deemed to be an
underwriter, within the meaning of the Securities Act of 1933, as amended (the “1933 Act”), in selling portfolio
securities and provided further, that the purchase by a Fund of securities issued by an open-end management
investment company, or a series thereof, with substantially the same investment objective, policies and restrictions
as the Fund shall not constitute an underwriting for purposes of this paragraph.

(5) Purchase or sell real estate unless acquired as a result of ownership of securities or other instruments, but this
shall not prevent the Fund from investing in securities or other instruments backed by real estate or securities of
companies engaged in the real estate business.

(6) Borrow money or issue senior securities, except to the extent permitted under the 1940 Act, including the rules,
regulations and any orders obtained thereunder.

Each Fund, except the Growth Fund, may not:

(7) With respect to 75% of the Fund’s total assets, invest more than 5% of its total assets in the securities of any one
issuer (excluding cash, cash items or securities issued or guaranteed by the United States government, its agencies,
instrumentalities or authorities and the securities of other investment companies) or own more than 10% of the
voting securities of any issuer.

All percentage limitations on investments will apply only at the time of making an investment and shall not be
considered violated unless an excess or deficiency occurs or exists immediately after and as a result of such
investment, unless otherwise indicated.

Non-Fundamental Investment Restriction

The following restriction applies to each Fund and is deemed to be non-fundamental, meaning it can be changed by
a vote of the Board of Directors without shareholder approval.

Each Fund, except the Stock Index Fund, may not:

(1) Invest in (a) securities which are not readily marketable, (b) securities restricted as to resale (excluding securities
determined by the Board of Directors of the Fund (or the person designated by the Board of Directors of the Fund to
make such determinations) to be readily marketable), and (c) repurchase agreements maturing in more than seven
days, if, as a result, more than 15% of the Fund’s net assets (taken at current value) (5% of the net assets of the Daily
Income Fund) would be invested in securities described in (a), (b) and (c) above.



The Stock Index Fund:

(1) may invest in shares of other open-end management investment companies, subject to the limitations of Section
12(d)(1) of the 1940 Act, including the rules, regulations and exemptive orders obtained thereunder; provided,
however, that the Master Portfolio, if it has knowledge that its beneficial interests are purchased by another
investment company investor pursuant to Section 12(d)(1)(G) of the 1940 Act, will not acquire any securities of
registered open-end management investment companies or registered unit investment trusts in reliance on Section 12
(d)(2)(F) or 12(d)(1)(G) of the 1940 Act. Other investment companies in which the Master Portfolio invests can be
expected to charge fees for operating expenses, such as investment advisory and administration fees that would be in
addition to those charged by the Master Portfolio.

(2) may not invest more than 15% of its net assets in illiquid securities. For this purpose, illiquid securities include,
among others, (i) securities that are illiquid by virtue of the absence of a readily available market or legal or
contractual restrictions on resale, (ii) fixed time deposits that are subject to withdrawal penalties and that have
maturities of more than seven days, and (iii) repurchase agreements not terminable within seven days.

(3) may lend securities from its portfolio to brokers, dealers and financial institutions, in amounts not to exceed (in
the aggregate) one-third of the Master Portfolio’s total assets. Any such loans of portfolio securities will be fully
collateralized based on values that are marked to market daily. The Master Portfolio will not enter into any portfolio
security lending arrangement having a duration of longer than one year.

(4) may not purchase interests, leases or limited partnership interests in oil, gas or other mineral exploration or
development programs.

(5) will provide interestholders with at least 60 days’ notice of any change to the Master Portfolio’s non-
fundamental policy to invest at least 90% of the value of the Master Portfolio’s net assets, plus the amount of any
borrowing for investment purposes, in securities comprising the index that the Master Portfolio tracks. The notice
will be provided in plain English in a separate written document, and will contain the following prominent statement
or similar statement in bold-face type: “Important Notice Regarding Change in Investment Policy.” This statement
will appear on both the notice and the envelope in which it is delivered, unless it is delivered separately from other
communications to investors, in which case the statement will appear either on the notice or the envelope in which
the notice is delivered.

DESCRIPTION OF CERTAIN INVESTMENTS AND STRATEGIES

The following is a description of certain types of investments that may be made by the Funds, as well as certain
investment strategies that the Funds may use.

MONEY MARKET INSTRUMENTS

Money market instruments are high-quality, short-term debt obligations, which include: (i) bank obligations,
including certificates of deposit, time deposits and bankers’ acceptances; (ii) funding agreements; (iii) repurchase
agreements; (iv) obligations of the United States, foreign countries and supranational entities, and each of their
subdivisions, agencies and instrumentalities; and (V) certain corporate debt securities, such as commercial paper,
short-term corporate obligations and extendible commercial notes; (vi) participation interests; and (vii) municipal
securities. Each of these investments is discussed in further detail below. Investing in money market instruments is
subject to certain risks. Money market instruments (other than certain U.S. Government obligations) are not backed
or insured by the U.S. Government, its agencies or its instrumentalities. Accordingly, only the creditworthiness of an
issuer or guarantees of that issuer, support such instruments.

As stated in the prospectus, the Daily Income Fund will invest in a diversified portfolio of U.S. dollar-denominated
money market instruments, which are considered “Eligible Securities” for purposes of Rule 2a-7 under the 1940 Act
and present minimal credit risks. Generally, an Eligible Security is a security that is denominated in U.S. Dollars
and has a remaining maturity of 397 days or less. The security must be rated, or issued by an issuer with short-term
debt outstanding that is rated, in one of the two highest rating categories by any two Requisite nationally recognized



statistical rating organizations (“NRSROs”), as that term is defined by Rule 2a-7. In addition, an Unrated Security,
as defined in Rule 2a-7, may be an Eligible Security if it has been determined by RE Advisers to be of comparable
quality to a Rated Security.

Eligible Securities are classified as either first tier securities or second tier securities. Generally, a first tier security
is an Eligible Security that has received a short-term rating from the Requisite NRSROs in the highest short-term
rating category for debt obligations or is an unrated security deemed to be of comparable quality. U.S. Government
securities are also considered to be first tier securities. A security that has received the second highest rating by the
Requisite NRSROs, or is an unrated security of comparable quality, is a second tier security. Under Rule 2a-7, the
Daily Income Fund may not invest more than 5% of its assets in first tier securities of any one issuer other than the
U.S. Government, its agencies and instrumentalities. The Fund may not invest in a second tier security (i) if the
security has a remaining maturity of greater than 45 calendar days, and (ii) if, immediately after the acquisition
thereof, the Fund would have invested more than (A) 1/2 of one percent of its assets in the second tier securities of
any one issuer and (B) 3% of its total assets in second tier securities.

The Daily Income Fund is also subject under Rule 2a-7 to maturity limits. The maximum dollar-weighted average
maturity of the Fund’s investments is limited to 60 days or less and the dollar-weighted average life of the Fund’s
investments is limited to 120 days or less. The Fund is subject to minimum daily and weekly liquidity requirements.
The Fund must hold at least 10% of its total assets in daily liquid assets, determined at the time of acquisition of a
security. Daily liquid assets are defined as cash, direct obligations of the U.S. Government, or securities that will
mature, or are subject to a demand feature that is exercisable, within one day. The Fund must also hold at least 30%
of its total assets in weekly liquid assets, which are defined the same way as daily liquid assets except that they must
mature, or be subject to a demand feature that is exercisable, within five days.

The Short-Term Government Securities Fund, Short-Term Bond Fund, Stock Index Fund, Value Fund, Growth
Fund, Small-Company Stock Fund and International VValue Fund may invest in high-quality money market
instruments of the same type as the Daily Income Fund in order to enable them to (1) take advantage of buying
opportunities, (2) meet redemption requests or ongoing expenses, or (3) take defensive action as necessary, or for
other temporary purposes. The Short-Term Government Securities Fund primarily will invest in securities backed by
the full faith and credit of the U.S. Government.

BANK AND SAVINGS AND LOAN OBLIGATIONS

These include bankers’ acceptances and certificates of deposit. Bankers’ acceptances are negotiable drafts or bills of
exchange, normally drawn by an importer or exporter to pay for specific merchandise, which are “accepted” by a
bank, meaning, in effect, that the bank unconditionally agrees to pay the face value of the instrument on maturity.
Most bankers’ acceptances have maturities of six months or less and are traded in secondary markets prior to
maturity. Certificates of deposit are negotiable certificates issued against funds deposited in a commercial bank for a
definite period of time and earning a specified return. Certificates of deposits include fixed time deposits, which are
bank obligations payable at a stated maturity date and bearing interest at a fixed rate. Fixed time deposits may be
withdrawn on demand by the investor, but may be subject to early withdrawal penalties which vary depending upon
market conditions and the remaining maturity of the obligations. There are no contractual restrictions on the right to
transfer a beneficial interest in a fixed time deposit to a third party, although there is no market for such deposits. A
Fund will not invest in fixed time deposits which (1) are not subject to prepayment or (2) provide for withdrawal
penalties upon prepayment (other than overnight deposits) if, in the aggregate, more than 15% of its net assets (5%
in the case of the Daily Income Fund) would be invested in such deposits, repurchase agreements maturing in more
than seven days and other illiquid assets.

The Funds will not invest in any security issued by a commercial bank or a savings and loan association unless the
bank or savings and loan association is organized and operating in the United States, has total assets of at least one
billion dollars and is a member of the Federal Deposit Insurance Corporation (“FDIC”), in the case of banks, or
insured by the FDIC in the case of savings and loan associations; provided, however, that such limitation will not
prohibit investments in foreign branches of domestic banks which meet the foregoing requirements.

Commercial Paper and Other Short-Term Corporate Debt Instruments. Commercial paper is short-term, unsecured
promissory notes issued by corporations to finance short-term credit needs. Commercial paper is usually sold on a
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discount basis and has a maturity at the time of issuance not exceeding nine months. Also included are non-
convertible corporate debt securities (e.g., bonds and debentures). Corporate debt securities with a remaining
maturity of less than 13 months are liquid (and tend to become more liquid as their maturities lessen) and are traded
as money market securities. See also “Restricted Securities,” below.

The Daily Income Fund, Short-Term Bond Fund, Value Fund and Growth Fund may purchase corporate debt
securities having no more than 13 months remaining to maturity at the date of settlement; however, the Short-Term
Bond Fund, Value Fund, Growth Fund and Small- Company Stock Fund may also purchase corporate debt securities
having greater maturities.

REPURCHASE AGREEMENTS

The Funds may invest in repurchase agreements. A repurchase agreement is an instrument under which the investor
(such as the Fund) acquires ownership of a security (known as the “underlying security”) and the seller (i.e., a bank
or primary dealer) agrees, at the time of the sale, to repurchase the underlying security at a mutually agreed upon
time and price, thereby determining the yield during the term of the agreement. This results in a fixed rate of return
insulated from market fluctuations during such period, unless the seller defaults on its repurchase obligations. The
underlying securities will consist only of high grade money market instruments.

With respect to the Daily Income Fund, the underlying security must be either a cash item or a U.S. Government
security (as defined in Section 2(a)(16) of the 1940 Act). With respect to the Short-Term Government Securities
Fund, the underlying security must be a U.S. Government security or a security issued by an agency or
instrumentality of the U.S. Government and guaranteed by the U.S. Government. Repurchase agreements are, in
effect, collateralized by such underlying securities, and, during the term of a repurchase agreement, the seller will be
required to mark to market such securities every business day and to provide such additional collateral as is
necessary to maintain the value of all collateral at a level at least equal to the repurchase price. Repurchase
agreements usually are for short periods, often under one week, and will not be entered into by a Fund for a duration
of more than seven days if, as a result, more than 15% of the net value of that Fund (5% of the net assets of the
Daily Income Fund) would be invested in such agreements or other securities which are not readily marketable.

The Funds will seek to assure that the amount of collateral with respect to any repurchase agreement is adequate. As
with a true extension of credit, however, there is risk of delay in recovery or the possibility of inadequacy of the
collateral should the seller of the repurchase agreement fail financially. In addition, a Fund could incur costs in
connection with disposition of the collateral if the seller were to default. The Funds will enter into repurchase
agreements only with sellers deemed to be creditworthy by Homestead Funds’ Board of Directors, T. Rowe Price,
Mercator or BFA, as applicable, and only when the economic benefit to the Funds is believed to justify the attendant
risks. The Funds have adopted standards by which the advisor or sub-advisor will use to evaluate the counterparty.
The Board of Directors believes these standards are designed to reasonably assure that such sellers present no
serious risk of becoming involved in bankruptcy proceedings within the time frame contemplated by the repurchase
agreement.

Each of the Funds, except for the Growth Fund, may enter into repurchase agreements only with member banks of
the Federal Reserve System or primary dealers in U.S. Government securities. The Growth Fund may enter into
repurchase agreements only with member banks of the Federal Reserve System or well-established securities
dealers.

REVERSE REPURCHASE AGREEMENTS

Each Fund, except for the Daily Income Fund, may enter into reverse repurchase agreements only to the extent
permissible under the 1940 Act and as within the parameters of each Fund’s investment objectives, strategies,
policies and restrictions. The Daily Income Fund may not enter into reverse repurchase agreements. Reverse
repurchase agreements involve the sale of securities with an agreement to repurchase the securities at an agreed-
upon price, date and interest payment. Under the 1940 Act, reverse repurchase agreements are considered
borrowings. See “Borrowings,” below, for additional information.



The Master Portfolio also may enter into reverse repurchase agreements. Generally, the effect of such transactions is
that the Master Portfolio can recover all or most of the cash invested in the portfolio securities involved during the
term of the reverse repurchase agreement, while in many cases the Master Portfolio is able to keep some of the
interest income associated with those securities. Such transactions are only advantageous if the Master Portfolio has
an opportunity to earn a greater rate of interest on the cash derived from these transactions than the interest cost of
obtaining the same amount of cash. Opportunities to realize earnings from the use of the proceeds equal to or greater
than the interest required to be paid may not always be available and the Master Portfolio intends to use the reverse
repurchase technique only when BFA believes it will be advantageous to the Master Portfolio. The use of reverse
repurchase agreements may exaggerate any interim increase or decrease in the value of the Master Portfolio’s assets.
The custodian bank will maintain a separate account for the Master Portfolio with securities having a value equal to
or greater than such commitments.

ADJUSTABLE RATE SECURITIES

Adjustable rate securities (i.e., variable rate and floating rate instruments) are securities that have interest rates that
are adjusted periodically, according to a set formula. The maturity of some adjustable rate securities may be
shortened under certain special conditions described more fully below.

VARIABLE RATE INSTRUMENTS

Variable rate instruments are obligations (usually certificates of deposit) that provide for the adjustment of their
interest rates on predetermined dates or whenever a specific interest rate changes. A variable rate instrument whose
principal amount is scheduled to be paid in 13 months or less is considered to have a maturity equal to the period
remaining until the next readjustment of the interest rate.

Many variable rate instruments are subject to demand features which entitle the purchaser to resell such securities to
the issuer or another designated party, either (1) at any time upon notice of usually 13 months or less, or (2) at
specified intervals, not exceeding 13 months, and upon 30 days notice.

Floating Rate Instruments. Floating rate instruments (generally corporate notes, bank notes, asset-backed securities,
mortgage-backed securities or Eurodollar certificates of deposit) have interest rate reset provisions similar to those
for variable rate instruments and may be subject to demand features like those for variable rate instruments. The
interest rate is adjusted, periodically (e.g., daily, monthly, semi-annually), to the prevailing interest rate in the
marketplace, though any upward rate adjustments do not guarantee that an investment’s market value will not
decline. The interest rate on floating rate securities is ordinarily determined by reference to, or is a percentage of, a
bank’s prime rate, the 90- day U.S. Treasury bill rate, the rate of return on commercial paper or bank certificates of
deposit, an index of short-term interest rates, or some other objective measure. The maturity of a floating rate
instrument is considered to be the period remaining until the principal amount can be recovered through demand.

DEBT SECURITIES

As noted in the prospectus, the Short-Term Government Securities Fund invests at least 80% of its total assets in
fixed-income securities, including U.S. Government bills, notes and bonds and securities issued by agencies and
instrumentalities of the U.S. Government that are guaranteed by the U.S. Government.

The Short-Term Bond Fund invests at least 80% of its total assets in high-quality debt securities, including short-
term corporate debt securities, U.S. Government and agency notes and bonds, mortgage pass-through securities,
collateralized mortgage obligations, other mortgage-related securities and asset-backed securities described below.

The Value Fund, Growth Fund and the Small-Company Stock Fund may invest up to 20% of their assets in
investment-grade debt securities or as otherwise limited by the 1940 Act. Debt securities are considered to be
investment-grade if they are rated in the four highest credit categories by one of the NRSROs (for example, AAA,
AA, A, or BBB), or if not rated, are of equivalent investment quality as determined by RE Advisers. See Appendix
A for a description of each rating category.



U.S. Government Obligations. These consist of various types of marketable securities issued by the U.S. Treasury
(i.e., bills, notes and bonds). Such securities are direct obligations of the U.S. Government and differ mainly in the
length of their maturity. Treasury bills, the most frequently issued marketable government security, have a maturity
of up to 12 months and are issued on a discount basis.

U.S. Government Agency Securities. These consist of debt securities issued by agencies and instrumentalities of the
U.S. Government, including the various types of instruments currently outstanding or which may be offered in the
future. Agencies include, among others, the Federal Housing Administration, Government National Mortgage
Association (“Ginnie Mae”), Farmer’s Home Administration, Export-Import Bank of the United States, Maritime
Administration and General Services Administration. Instrumentalities include, for example, each of the Federal
Home Loan Banks, the National Bank for Cooperatives, the Federal Home Loan Mortgage Corporation (“Freddie
Mac”), the Farm Credit Banks, the Federal National Mortgage Association (“Fannie Mae™) and the U.S. Postal
Service. These securities are (i) backed by the full faith and credit of the U.S. Government (e.g., U.S. Treasury
Bills); (ii) guaranteed by the United States Treasury (e.g., Government National Mortgage Association mortgage-
backed securities); (iii) supported by the issuing agency’s or instrumentality’s right to borrow from the United States
Treasury (e.g., Federal National Mortgage Association Discount Notes); or (iv) supported only by the issuing
agency’s or instrumentality’s own credit (e.g., each of the Federal Home Loan Banks).

Unrated, Downgraded and Below Investment Grade Investments. The Master Portfolio may purchase an instrument
that is not rated if, in the opinion of BFA, such obligation is of an investment quality that is comparable to other
rated investments that are permitted to be purchased by the Master Portfolio. After purchase by the Master Portfolio,
a security may cease to be rated or its rating may be reduced below the minimum required for purchase by the
Master Portfolio. Neither event will require a sale of such security by the Master Portfolio provided that the amount
of such securities held by the Master Portfolio does not exceed 5% of the Master Portfolio’s net assets. To the extent
the ratings given by Moody’s Investors Services (“Moody’s™) or Standard & Poor’s Corporation (“S&P’) may
change as a result of changes in such organizations or their rating systems, the Master Portfolio will attempt to use
comparable ratings as standards for investments in accordance with the investment policies contained in its
Prospectus and in this SAI. The ratings of Moody’s, S&P and Fitch, Inc. (“Fitch”) are more fully described in
Appendix A. The Master Portfolio is not required to sell downgraded securities, and the Master Portfolio could hold
up to 5% of its net assets in debt securities rated below “Baa” by Moody’s or below “BBB” by S&P or, if unrated,
low quality (below investment grade) securities. Although they may offer higher yields than do higher rated
securities, low rated and unrated low quality debt securities generally involve greater volatility of price and risk of
principal and income, including the possibility of default by, or bankruptcy of, the issuers of the securities. In
addition, the markets in which low rated and unrated low quality debt are traded are more limited than those in
which higher rated securities are traded. The existence of limited markets for particular securities may diminish the
Master Portfolio’s ability to sell the securities at fair value either to meet redemption requests or to respond to
changes in the economy or in the financial markets and could adversely affect and cause fluctuations in the daily net
asset value of the Master Portfolio’s interests. Adverse publicity and investor perceptions, whether or not based on
fundamental analysis, may decrease the values and liquidity of low rated or unrated low quality debt securities,
especially in a thinly traded market. Analysis of the creditworthiness of issuers of low rated or unrated low quality
debt securities may be more complex than for issuers of higher rated securities, and the ability of the Master
Portfolio to achieve its investment objective may, to the extent it holds low rated or unrated low quality debt
securities, be more dependent upon such creditworthiness analysis than would be the case if the Master Portfolio
held exclusively higher rated or higher quality securities. Low rated or unrated low quality debt securities may be
more susceptible to real or perceived adverse economic and competitive industry conditions than investment grade
securities. The prices of such debt securities have been found to be less sensitive to interest rate changes than higher
rated or higher quality investments, but more sensitive to adverse economic downturns or individual corporate
developments. A projection of an economic downturn or of a period of rising interest rates, for example, could cause
a decline in low rated or unrated low quality debt securities prices because the advent of a recession could
dramatically lessen the ability of a highly leveraged company to make principal and interest payments on its debt
securities. If the issuer of the debt securities defaults, the Master Portfolio may incur additional expenses to seek
recovery.

The Short-Term Government Securities Fund and the Short-Term Bond Fund may invest in unrated, downgraded
and below investment grade instruments only within the perimeters of each Fund’s investment objectives, strategies,
policies and restrictions.



Mortgage Pass-Through Securities. Interests in pools of mortgage pass-through securities differ from other forms of
debt securities (which normally provide periodic payments of interest in fixed amounts and the payment of principal
in a lump sum at maturity or on specified call dates). Instead, mortgage pass-through securities provide monthly
payments consisting of both interest and principal payments. In effect, these payments are a “pass-through” of the
monthly payments made by the individual borrowers on the underlying mortgage loans, net of any fees paid to the
issuer or guarantor of such securities. Unscheduled payments of principal may be made if the underlying mortgage
loans are repaid, refinanced or the underlying properties are foreclosed, thereby shortening the securities’ weighted
average life. Some mortgage pass-through securities (such as securities guaranteed by the Ginnie Mae) are described
as “modified pass-through securities.” These securities entitle the holder to receive all interest and principal
payments owed on the mortgage pool, net of certain fees, on the scheduled payment dates regardless of whether the
mortgagor actually makes the payment.

The residential mortgage market in the United States recently has experienced difficulties that may adversely affect
the performance and market value of certain of the Fund’s mortgage-related investments. Delinquencies and losses
on residential mortgage loans (especially subprime and second-lien mortgage loans) generally have increased
recently and may continue to increase, and a decline in or flattening of housing values (as has recently been
experienced and may continue to be experienced in many housing markets) may exacerbate such delinquencies and
losses. Borrowers with adjustable rate mortgage loans are more sensitive to changes in interest rates, which affect
their monthly mortgage payments, and may be unable to secure replacement mortgages at comparably low interest
rates. Also, a number of residential mortgage loan originators have recently experienced serious financial difficulties
or bankruptcy. Owing largely to the foregoing, reduced investor demand for mortgage loans and mortgage-related
securities and increased investor yield requirements have caused limited liquidity in the secondary market for
mortgage-related securities, which can adversely affect the market value of mortgage-related securities. It is possible
that such limited liquidity in such secondary markets could continue or worsen.

The principal governmental guarantor of mortgage-related securities is GNMA. GNMA is a wholly owned United
States Government corporation within the Department of Housing and Urban Development. GNMA is authorized to
guarantee, with the full faith and credit of the United States Government, the timely payment of principal and
interest on securities issued by institutions approved by GNMA (such as savings and loan institutions, commercial
banks and mortgage bankers) and backed by pools of mortgages insured by the Federal Housing Administration (the
“FHA"), or guaranteed by the Department of Veterans Affairs (the “VA”).

Government-related guarantors (i.e., not backed by the full faith and credit of the United States Government) include
the FNMA and the Federal Home Loan Mortgage Corporation (“FHLMC”). FNMA is a government-sponsored
corporation owned entirely by private stockholders. It is subject to general regulation by the Secretary of Housing
and Urban Development. FNMA purchases conventional (i.e., not insured or guaranteed by any government agency)
residential mortgages from a list of approved seller/servicers which include state and federally chartered savings and
loan associations, mutual savings banks, commercial banks and credit unions and mortgage bankers. Pass-through
securities issued by FNMA are guaranteed as to timely payment of principal and interest by FNMA but are not
backed by the full faith and credit of the United States Government. FHLMC was created by Congress in 1970 for
the purpose of increasing the availability of mortgage credit for residential housing. It is a government-sponsored
corporation formerly owned by the twelve Federal Home Loan Banks and now owned entirely by private
stockholders. FHLMC issues Participation Certificates (“PCs”) which are pass-through securities, each representing
an undivided interest in a pool of residential mortgages. FHLMC guarantees the timely payment of interest and
ultimate collection of principal, but PCs are not backed by the full faith and credit of the United States Government.

On September 6, 2008, the Federal Housing Finance Agency (“FHFA”) placed FNMA and FHMLC into
conservatorship. FNMA and FHLMC are continuing to operate as going concerns while in conservatorship and each
remain liable for all of its obligations, including its guaranty obligations, associated with its mortgage-backed
securities. A liquidity backstop and other measures taken by the U.S. Treasury are intended to enhance each of
FNMA'’s and FHLMC’s ability to meet its obligations.

Commercial banks, savings and loan institutions, private mortgage insurance companies, mortgage bankers and
other secondary market issuers also create pass-through pools of conventional residential mortgage loans. Such
issuers may, in addition, be the originators and/or servicers of the underlying mortgage loans as well as the
guarantors of the mortgage pass-through securities. Pools created by such non-governmental issuers generally offer
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a higher rate of interest than government and government-related pools because there are no direct or indirect
government or agency guarantees of payments in the former pools. Timely payment of interest and principal of these
pools may be supported by various forms of insurance or guarantees, including individual loan, title, pool and
hazard insurance and letters of credit. The insurance and guarantees are issued by governmental entities, private
insurers and mortgage poolers. Such insurance and guarantees and the creditworthiness of the issuers thereof will be
considered in determining whether a mortgage pass-through security meets the Short-Term Bond Fund’s investment
quality standards. There can be no assurance that the private insurers or guarantors can meet their obligations under
the insurance policies or guarantee arrangements. The Short-Term Bond Fund may buy mortgage pass-through
securities without insurance or guarantees if RE Advisers determines that the securities meet the Fund’s quality
standards. Although the market for such securities is becoming increasingly liquid, securities issued by certain
private organizations may not be readily marketable. The Short-Term Bond Fund will limit investment in mortgage
pass-through securities to no more than 15% of the Fund’s total assets.

Collateralized Mortgage Obligations. Collateralized mortgage obligations (“CMOs”) are debt securities
collateralized by underlying whole mortgage loans or, more typically, by pools of mortgage pass-through securities
guaranteed by Ginnie Mae, Freddie Mac, or Fannie Mae and their income streams. CMOs are generally structured
into multiple classes or tranches, each of which may have different cash flow characteristics depending on
underlying prepayment assumptions. The actual maturity and average life of a CMO will depend upon the
prepayment experience of the collateral.

Other Mortgage-Related Securities. Other mortgage-related securities include securities other than those described
above that directly or indirectly represent a participation in, or are secured by and payable from, mortgage loans on
real property, including CMO residuals or stripped mortgage-backed securities. Other mortgage-related securities
may be equity or debt securities issued by agencies or instrumentalities of the U.S. Government or by private
originators of, or investors in, mortgage loans, including savings and loan associations, homebuilders, mortgage
banks, commercial banks, investment banks, partnerships, trusts and special purpose entities of the foregoing.

Asset-Backed Securities. The Short-Term Bond Fund may invest in asset-backed securities including interests in
pools of receivables, such as motor vehicle installment purchase obligations (such as Certificates for Automobile
Receivables or “CARs”) and credit card receivables (such as Credit Card Receivable Securities or “CARDS”). Such
securities generally are issued as senior/subordinated sequential pay deals in the case of autos and generally as soft
bullets in the case of credit cards. However, such securities may also be issued on a pay-through basis (like CMOs)
and, in such case, are generally issued as the debt of a special purpose entity organized solely for the purpose of
owning such asset and issuing such pay-through security. Credit enhancement generally takes the form of either an
insurance wrap by entities such as MBIA Inc. or Ambac Assurance Corporation or by the use of subordinated
securities, which provide credit loss protection to the senior classes in the deal.

Maturity of Debt Securities. The maturity of debt securities may be considered long (10 or more years), intermediate
(3 to 10 years), or short-term (1 to 3 years). In general, the principal values of longer-term securities fluctuate more
widely in response to changes in interest rates than those of shorter-term securities, providing greater opportunity for
capital gain or risk of capital loss. A decline in interest rates usually produces an increase in the value of debt
securities, while an increase in interest rates generally reduces their value.

CONVERTIBLE SECURITIES

Each Fund, except for the Daily Income Fund, may from time to time purchase convertible securities. Convertible
securities are bonds, debentures, notes or other securities that may be converted or exchanged (by the holder or by
the issuer) into shares of the underlying common stock (or cash or securities of equivalent value) at a stated
exchange ratio. A convertible security may also be called for redemption or conversion by the issuer after a
particular date and under certain circumstances (including a specified price) established upon issue. If a convertible
security held by a Fund is called for redemption or conversion, the Fund could be required to tender it for
redemption, convert it into the underlying common stock, or sell it to a third party.

Convertible securities generally have less potential for gain or loss than common stocks. Convertible securities
generally provide yields higher than the underlying common stocks, but generally lower than comparable non-
convertible securities. Because of this higher yield, convertible securities generally sell at prices above their
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“conversion value,” which is the current market value of the stock to be received upon conversion. The difference
between this conversion value and the price of convertible securities will vary over time depending on changes in
the value of the underlying common stocks and interest rates. When the underlying common stocks decline in value,
convertible securities will tend not to decline to the same extent because of the interest or dividend payments and the
repayment of principal at maturity for certain types of convertible securities. However, securities that are convertible
other than at the option of the holder generally do not limit the potential for loss to the same extent as securities
convertible at the option of the holder. When the underlying common stocks rise in value, the value of convertible
securities may also be expected to increase. At the same time, however, the difference between the market value of
convertible securities and their conversion value will narrow, which means that the value of convertible securities
will generally not increase to the same extent as the value of the underlying common stocks. Because convertible
securities may also be interest-rate sensitive, their value may increase as interest rates fall and decrease as interest
rates rise. Convertible securities are also subject to credit risk, and are often lower-quality securities.

EQUITY SECURITIES

The Value Fund, Growth Fund, Small-Company Stock Fund, International Value Fund and the Master Portfolio
primarily invest in equity securities. Equity securities generally have greater price volatility than fixed income
securities, such as the money market instruments and other debt securities discussed above. The market price of
equity securities may go up or down, sometimes rapidly or unpredictably. Equity securities may decline in value due
to factors affecting equity securities markets generally, particular industries, sectors or geographic regions
represented in those markets, or individual issuers. The types of developments that may affect an issuer of an equity
security include management performance, financial leverage and reduced demand for the issuer’s goods or
services. Common and preferred stock represent equity or ownership interests in an issuer. Preferred stock, however,
pays dividends at a specified rate and has precedence over common stock in the payment of dividends. In the event
an issuer is liquidated or declares bankruptcy, the claims of owners of bonds and preferred stock take precedence
over the claims of those who own common stock.

Equity securities of mid-size and smaller companies may be more or less volatile and subject to greater short-term
risk than equity securities of larger companies. Smaller companies may have limited financial resources, product
lines and markets, and their securities may trade less frequently and in more limited volumes than securities of larger
companies. In addition, smaller companies may have less publicly available information.

ILLIQUID SECURITIES

Illiquid securities cannot be sold or disposed of in the ordinary course of business at approximately the prices at
which they are valued. Difficulty in selling securities may result in a loss or may be costly to a Fund. Under the
supervision of the Funds’ Board of Directors, RE Advisers determines the liquidity of a Fund’s investments pursuant
to procedures approved by the Board (as discussed below), and the Board monitors investments in illiquid securities.
The Funds may not invest more than 15% of their net assets (5% of the net assets of the Daily Income Fund) in
illiquid securities.

The Board of Directors has delegated the function of making day-to-day determination of liquidity to RE Advisers
pursuant to the procedures. Following the purchase of a restricted security by the Funds, RE Advisers monitors the
liquidity of such security and reports to the Board regarding purchases of liquid restricted securities.

The Master Portfolio may invest up to 15% of the value of its net assets in securities as to which a liquid trading
market does not exist, provided such investments are consistent with its investment objective. Such securities may
include securities that are not readily marketable, such as privately issued securities and other securities that are
subject to legal or contractual restrictions on resale, floating-and variable- rate demand obligations as to which a
fund cannot exercise a demand feature on not more than seven days notice as to which there is no secondary market,
and repurchase agreements providing for settlement more than seven days after notice.
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RESTRICTED SECURITIES

Restricted securities are securities subject to contractual or legal restrictions on resale, such as those arising from an
issuer's reliance upon certain exemptions from registration under the 1933 Act. Difficulty in selling restricted
securities may result in a loss or be costly to a Fund. Where registration is required, the restricted security’s holder
may be obligated to pay all or part of the registration expense and a considerable period may elapse between the
time the holder decides to seek registration and the time the holder may be permitted to sell the security under an
effective registration statement. If, during that period, adverse market conditions were to develop, the holder might
obtain a less favorable price than prevailed when it decided to seek registration of the security.

The Daily Income Fund may purchase restricted securities that are determined by RE Advisers to be liquid in
accordance with the procedures adopted by the Board. For example, the Daily Income Fund may purchase restricted
securities eligible for resale under Rule 144A under the 1933 Act and commercial paper issued in reliance upon the
exemption from registration in Section 4(2) of the 1933 Act and, in each case, determined by RE Advisers to be
liquid in accordance with procedures adopted by the Board.

WHEN-ISSUED SECURITIES

Each Fund, except for the Daily Income Fund, may, from time to time, purchase securities on a “when-issued” basis.
The price of such securities, which may be expressed in yield terms, is fixed at the time the commitment to purchase
is made, but delivery and payment for the when-issued securities take place at a later date. Normally, the settlement
date occurs within one month of the purchase, but may take up to three months. During the period between purchase
and settlement, no payment is made by a Fund to the issuer and no interest accrues to a Fund. While when-issued
securities may be sold prior to the settlement date, each Fund intends to purchase such securities with the purpose of
actually acquiring them, unless a sale appears to be desirable for investment reasons. At the time a Fund makes the
commitment to purchase a security on a when issued basis, it will record the transaction and reflect the value of the
security in determining its net asset value. Each Fund will maintain, in a segregated account with the custodian, cash
and liquid high-quality debt securities equal in value to commitments for when-issued securities.

WARRANTS

Warrants are securities that give the holder the right to purchase equity securities from the issuer at a specific price
(the “strike price”) for a limited period of time. The strike price of warrants typically is higher than the prevailing
market price of the underlying security at the time the warrant is issued, while the market value of the warrant is
typically much lower than the current market price of the underlying securities. Warrants are generally considered to
be more risky investments than the underlying securities, but may offer greater potential for capital appreciation than
the underlying securities.

Warrants do not entitle a holder to dividends or voting rights with respect to the underlying securities and do not
represent any rights in the assets of the issuing company. Also, the value of the warrant does not necessarily change
with the value of the underlying securities, and a warrant ceases to have value if it is not exercised prior to the
expiration date. These factors can make warrants more speculative than other types of investments. The Daily
Income Fund and Short-Term Government Securities Fund will not invest in warrants. The Short-Term Bond Fund,
Stock Index Fund, Value Fund, Small-Company Stock Fund and International VValue Fund will limit investment in
warrants to no more than 5% of net assets, valued at the lower of cost or market value, and will further limit its
investment in unlisted warrants to no more than 2% of net assets. The Growth Fund will limit investments in
warrants to no more than 10% of total assets.

DERIVATIVES

A derivative is a financial instrument that has a value based on — or “derived from” — the value of other assets,
reference rates or indices. Derivatives generally take the form of contracts under which the parties agree to payments
between them based upon the performance of a wide variety of underlying references, such as stocks, bonds,
commodities, interest rates, currency exchange rates and various domestic and foreign indices. The main types of
derivatives are futures, options, forward contracts, swaps and hybrid instruments. Like most other Fund investments,
derivatives are subject to the risk that the market value of the underlying asset will change in a way detrimental to
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the Fund’s interest. However, the risks associated with the use of derivatives are different from, and potentially
much greater than, the risks associated with investing directly in the instruments on which the derivatives are based.
Because some derivatives involve leverage, returns can be magnified, either positively or negatively, and adverse
changes in the value or level of the underlying asset, reference rate or index can result in a loss substantially greater
than the amount invested in the derivative itself. Some derivatives are traded on exchanges, while other derivatives
are privately negotiated and entered into in the over-the-counter (“OTC”) market. Exchange-traded derivatives are
traded via specialized derivatives exchanges or other securities exchanges. The exchange acts as an intermediary to
the transactions and the terms for each type of contract are generally standardized. OTC derivatives are traded
between two parties directly without going through a regulated exchange. The terms of the contract are subject to
negotiation by the parties to the contract. OTC derivatives are subject to counterparty risk, whereas the exposure to
default for exchange-traded derivatives is assumed by the exchange’s clearinghouse. Counterparty risk is the risk
that a party to an OTC derivatives contract may fail to perform on its obligations. A loss may be sustained as a result
of the insolvency or bankruptcy of the counterparty, or the failure of the counterparty to make required payments or
comply with the terms of the contract. In the event of insolvency of the counterparty, the funds may be unable to
liquidate a derivatives position. Because the purchase and sale of an OTC derivative does not have the guarantee of
a central clearing organization, the creditworthiness of the counterparty is an additional risk factor that the funds
need to consider and monitor.

The International Value Fund and Growth Fund may invest in derivatives whose characteristics are consistent with
the Fund’s investment objectives, strategies, policies and restrictions. The remaining Funds will not invest in
derivatives.

Index Futures Contracts. U.S. futures contracts have been designed by exchanges that have been designated
“contracts markets” by the Commaodity Futures Trading Commission and must be executed through a futures
commission merchant, or brokerage firm, which is a member of the relevant contract market. Futures contracts
trade on a number of exchange markets and through their clearing corporations.

At the same time a futures contract on an index is purchased or sold, the Funds allocate cash or securities as a
deposit payment (“initial deposit™). Daily thereafter, the futures contract is valued and the payment of “variation
margin” may be required.

Options On Index Futures Contracts. The purchase of a call option on an index futures contract is similar in some
respects to the purchase of a call option on such an index.

The writing of a call option on a futures contract with respect to the index constitutes a partial hedge against
declining prices of the underlying securities that are deliverable upon exercise of the futures contract. If the futures
price at expiration of the option is below the exercise price, the Funds will retain the full amount of the option
premium, which provides a partial hedge against any decline that may have occurred in the Funds’ holdings. The
writing of a put option on an index futures contract constitutes a partial hedge against increasing prices of the
underlying securities that are deliverable upon exercise of the futures contract. If the futures price at expiration of
the option is higher than the exercise price, the Fund will retain the full amount of the option premium, which
provides a partial hedge against any increase in the price of securities that the Funds intend to purchase. If a put or
call option the Funds have written is exercised, the Funds will incur a loss that will be reduced by the amount of the
premium it receives. Depending on the degree of correlation between changes in the value of its portfolio securities
and changes in the value of its futures positions, the Funds’ losses from existing options on futures may to some
extent be reduced or increased by changes in the value of portfolio securities.

The purchase of a put option on a futures contract with respect to the index is similar in some respects to the
purchase of protective put options on the index. For example, the Funds may purchase a put option on an index
futures contract to hedge against the risk of lowering securities values.

The amount of risk the Funds assume when they purchase an option on a futures contract with respect to the index is
the premium paid for the option plus related transaction costs. In addition to the correlation risks discussed above,
the purchase of such an option also entails the risk that changes in the value of the underlying futures contract will
not be fully reflected in the value of the option purchased.
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Futures Contracts On Stock Indices. The Funds may enter into contracts providing for the making and acceptance of
a cash settlement based upon changes in the value of an index of securities (“Futures Contracts”). This investment
technique is designed only to hedge against anticipated future change in general market prices which otherwise
might either adversely affect the value of securities held by the Funds or adversely affect the prices of securities that
are intended to be purchased at a later date for the Funds.

In general, each transaction in Futures Contracts involves the establishment of a position that will move in a
direction opposite to that of the investment being hedged. If these hedging transactions are successful, the futures
positions taken for the Funds will rise in value by an amount that approximately offsets the decline in value of the
portion of the Funds’ investments that are being hedged. Should general market prices move in an unexpected
manner, the full anticipated benefits of Futures Contracts may not be achieved or a loss may be realized.

Futures Contracts do involve certain risks. These risks could include a lack of correlation between the Futures
Contract and the equity market, a potential lack of liquidity in the secondary market and incorrect assessments of
market trends which may result in worse overall performance than if a Futures Contract had not been entered into.

Brokerage costs will be incurred and “margin” will be required to be posted and maintained as a good-faith deposit
against performance of obligations under Futures Contracts written into by the Funds. The Funds may not purchase
or sell a Futures Contract (or options thereon) if immediately thereafter its margin deposits on its outstanding
Futures Contracts (and its premium paid on outstanding options thereon) would exceed 5% of the market value of
the Funds’ total assets.

Options On Securities Indices. The Funds may write (sell) covered call and put options to a limited extent on the
index (“covered options™) in an attempt to increase income. Such options give the holder the right to receive a cash
settlement during the term of the option based upon the difference between the exercise price and the value of the
index. The Funds may forgo the benefits of appreciation on the index or may pay more than the market price or the
index pursuant to call and put options written by the Funds.

By writing a covered call option, the Funds forgo, in exchange for the premium less the commission (“net
premium?”), the opportunity to profit during the option period from an increase in the market value of the index
above the exercise price. By writing a covered put option, the Funds accept, in exchange for the net premium
received, the risk of a decline in the market value of the index below the exercise price.

The Funds may terminate its obligation as the writer of a call or put option by purchasing an option with the same
exercise price and expiration date as the option previously written.

When the Funds write an option, an amount equal to the net premium received by the Funds is included in the
liability section of the Funds’ Statements of Assets and Liabilities as a deferred credit. The amount of the deferred
credit will be subsequently marked to market to reflect the current market value of the option written. The current
market value of a traded option is the last sale price or, in the absence of a sale, the mean between the closing bid
and asked price. If an option expires on its stipulated expiration date or if the Funds enter into a closing purchase
transaction, the Funds will realize a gain (or loss if the cost of a closing purchase transaction exceeds the premium
received when the option was sold), and the deferred credit related to such option will be eliminated.

The Funds have adopted certain other non-fundamental policies concerning index option transactions that are
discussed above. The Funds’ activities in index options also may be restricted by the requirements of the Internal
Revenue Code of 1986 (the “Code”) regarding qualification as a regulated investment company.

The hours of trading for options on the index may not conform to the hours during which the underlying securities
are traded. To the extent that the option markets close before the markets for the underlying securities, significant
price and rate movements can take place in the underlying securities markets that cannot be reflected in the option
markets. It is impossible to predict the volume of trading that may exist in such options, and there can be no
assurance that viable exchange markets will develop or continue.
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Because options on securities indices require settlement in cash, the Funds may be forced to liquidate portfolio
securities to meet settlement obligations.

Options On Stock Indices. The Funds may purchase and write put and call options on stock indices listed on stock
exchanges. A stock index fluctuates with changes in the market values of the stocks included in the index. Options
on stock indices generally are similar to options on stock except that the delivery requirements are different. Instead
of giving the right to take or make delivery of stock at a specified price, an option on a stock index gives the holder
the right to receive a cash “exercise settlement amount” equal to (a) the amount, if any, by which the fixed exercise
price of the option exceeds (in the case of a put) or is less than (in the case of a call) the closing value of the
underlying index on the date of exercise, multiplied by (b) a fixed “index multiplier.” The writer of the option is
obligated, in return for the premium received, to make delivery of this amount. The writer may offset its position in
stock index options prior to expiration by entering into a closing transaction on an exchange or the option may
expire unexercised.

Because the value of an index option depends upon movements in the level of the index rather than the price of a
particular stock, whether the Funds will realize a gain or loss from the purchase or writing of options on an index
depends upon movements in the level of stock prices in the stock market generally or, in the case of certain indices,
in an industry or market segment, rather than movements in the price of a particular stock.

Transactions using forward contracts, future contracts, options on futures contracts and options on indices, other
than purchased options, expose the Master Portfolio and the International VValue Fund (for purposes of this section
and the futures section below, the “Funds”) to an obligation to another party. The Funds will not enter into any such
transactions unless they own either (1) an offsetting (“covered”) position in securities, currencies, or other forward
contracts, options or futures contracts, or (2) cash, receivables and liquid assets, with a value, marked-to- market
daily, sufficient to cover its potential obligations to the extent not covered as provided in (1) above. The Funds will
comply with SEC guidelines regarding cover for these instruments and will, if the guidelines so require, set aside
cash, receivables, or liquid assets in a segregated account with its custodian in the prescribed amount.

Assets used as cover or held in a segregated account cannot be sold while the position in the corresponding financial
instrument is open, unless they are replaced with other appropriate assets. As a result, the commitment of a large
portion of the Funds’ assets to cover or to segregated accounts could impede portfolio management or the Funds’
ability to meet redemption requests or other current obligations.

Interest-Rate and Index Swaps. The Master Portfolio may enter into swap transactions, including interest-rate and
index swaps. Interest-rate swaps involve the exchange by the Master Portfolio with another party of their respective
commitments to pay or receive interest (for example, an exchange of floating-rate payments for fixed-rate
payments). Index swaps (sometimes referred to as total return swaps) involve the exchange by a fund with another
party of cash flows based upon the performance of an index of securities or a portion of an index of securities that
usually include, but are not limited to, dividends or income. In each case, the exchange of commitments can involve
payments to be made in the same currency or in different currencies. If there is a default by the other party to such a
transaction, a fund will have contractual remedies pursuant to the agreements related to the transaction. The use of
interest-rate and index swaps is a highly specialized activity that involves investment techniques and risks different
from those associated with ordinary portfolio security transactions.

Swap transactions generally do not involve the delivery of securities or other underlying assets or principal. If the
Master Portfolio enters into a swap transaction, cash or securities may be posted by or to the fund as collateral in
accordance with the terms of the swap agreement. Upon early termination of a swap agreement due to an event of
default or termination event with respect to the fund or other party, the risk of loss to the fund would generally be
limited to the net amount of payments that the fund is contractually obligated to make if, after exercising in
accordance with the swap agreement the rights with respect to early close-out of the swap transaction or swap
transactions, it is determined that the fund would be obligated to make a net payment with respect to the swap
transaction or swap transactions. In the event the other party to the swap transaction or swap transactions were to
owe a net amount to the fund upon an early termination of the swap agreements as described above, the fund could
be exposed to the risk of loss in the event that any collateral held by the fund would be insufficient.
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Hybrid Instruments. A hybrid instrument is a debt security, preferred stock, depository share, trust certificate,
certificate of deposit 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,
changes in prices or differences between prices of securities, currencies, intangibles, goods, articles or commaodities
(collectively, “underlying assets”) or by another objective index, economic factor or other measure, such as interest
rates, currency exchange rates, commodity indices, and securities indices (collectively, “benchmarks™). 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.

The risks of investing in hybrid instruments reflect a combination of the risks of investing in securities, options,
futures and currencies. Thus, an investment in a hybrid instrument 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. The risks of a particular hybrid instrument will, of course, depend upon the terms of the
instrument, but may include, without limitation, the possibility of significant changes in the benchmarks or the
prices of underlying assets to which the instrument is linked. Such risks generally depend upon factors which are
unrelated to the operations or credit quality of the issuer of the hybrid instrument and which may not be readily
foreseen by the purchaser, such as economic and political events, the supply of and demand for the underlying assets
and interest rate movements. In recent years, various benchmarks and prices for underlying assets have been highly
volatile, and such volatility may be expected in the future.

Hybrid instruments are potentially more volatile and can carry greater market risks than traditional debt instruments.
Depending on the structure of the particular hybrid instrument, changes in a benchmark may be magnified by the
terms of the hybrid instrument and have an even more dramatic and substantial effect upon the value of the hybrid
instrument. Also, the prices of the hybrid instrument and the benchmark or underlying asset may not move in the
same direction or at the same time.

Hybrid instruments may bear interest or pay preferred dividends at below market (or even relatively nominal) rates.
Alternatively, hybrid instruments may bear interest at above market rates but bear an increased risk of principal loss
(or gain). The latter scenario may result if “leverage” is used to structure the hybrid instrument. Leverage risk occurs
when the hybrid instrument is structured so that a given change in a benchmark or underlying asset is multiplied to
produce a greater value change in the hybrid instrument, thereby magnifying the risk of loss as well as the potential
for gain.

Hybrid instruments also may carry liquidity risk since the instruments are often “customized” to meet the portfolio
needs of a particular investor, and therefore, the number of investors that are willing and able to buy such
instruments in the secondary market may be smaller than that for more traditional debt securities. In addition,
because the purchase and sale of hybrid instruments could take place in an OTC market without the guarantee of a
central clearing organization or in a transaction between a Fund and the issuer of the hybrid instrument, the
creditworthiness of the counterparty or issuer of the hybrid instrument would be an additional risk factor which the
Fund would have to consider and monitor. Hybrid instruments also may not be subject to regulation by the CFTC,
which generally regulates the trading of commodity futures by U.S. persons, the SEC, which regulates the offer and
sale of securities by and to U.S. persons, or any other governmental regulatory authority.

INVESTMENT COMPANIES AND EXCHANGE-TRADED FUNDS

The Funds may invest in securities issued by other open-end and closed-end investment management companies to
the extent permitted under the 1940 Act. As a general matter, under the 1940 Act, investment in such securities is
limited to: (i) 3% of the outstanding voting stock of any one investment company, (ii) 5% of the fund’s total assets
with respect to any one investment company, and (iii) 10% of a fund’s total assets with respect to all such companies
in the aggregate. Other investment companies in which a Fund invests can be expected to charge fees for operating
expenses, such as investment advisory and administration fees that would be in addition to those charged by the
fund.
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The Stock Index Fund currently invests all of its assets in the Master Portfolio. To the extent allowed by law or
regulation, the Master Portfolio may invest its assets in securities of money market funds, including those advised by
BFA or otherwise affiliated with BFA, in excess of the limits discussed above.

The Short-Term Government Securities Fund, Short-Term Bond Fund, Value Fund, Growth Fund, Small-Company
Stock Fund and the Master Portfolio may purchase shares of exchange-traded funds (“ETFs”) only to the extent
permissible under the 1940 Act and as consistent with each Fund’s investment objectives, strategies, policies and
restrictions. Typically, a Fund would purchase ETF shares for the same reason it would purchase (and as an
alternative to purchasing) futures contracts-to obtain relatively low-cost exposure to the stock market while
maintaining flexibility to meet the liquidity needs of the fund. ETF shares enjoy several advantages over futures.
Depending on the market, the holding period, and other factors, ETF shares can be less costly than futures. In
addition, ETF shares can be purchased for smaller sums and offer exposure to market sectors and styles for which
there is no suitable or liquid futures contract. A fund may also purchase ETF shares for other purposes, including
improving its ability to track its underlying index. Because most ETFs are investment companies, a fund’s purchases
of ETF shares generally are subject to the 3/5/10% limitations described above, unless the ETF has obtained
exemptive relief from the SEC to permit other funds to invest in it at higher percentages. An investment in an ETF
generally presents the same primary risks as an investment in a conventional fund (i.e., one that is not exchange
traded) that has the same investment objectives, strategies, and policies. The price of an ETF can fluctuate within a
wide range, and a fund could lose money investing in an ETF if the prices of the stocks owned by the ETF decrease.
In addition, ETFs are subject to the following risks that do not apply to conventional funds: (i) the market price of
the ETF’s shares may trade at a discount to their net asset value; (ii) an active trading market for an ETF’s shares
may not develop or be maintained; or (iii) trading of an ETF’s shares may be halted if the listing exchange’s
officials deem such action appropriate, the shares are delisted from the exchange, or the activation of market-wide
“circuit breakers” (which are tied to large decreases in stock prices) halts stock trading generally.

The Master Portfolio may invest a portion of its assets in shares of ETFs that are advised by BFA. BFA will receive
investment advisory fees at both the fund level and the ETF level for investments by the Master Portfolio in shares
of an ETF advised by BFA.

The Daily Income Fund and the International Value Fund will not purchase ETFs.
LOANS OF PORTFOLIO SECURITIES

Each Fund may lend portfolio securities in the future only to the extent allowed under “Fundamental Investment
Restrictions,” above.

The Master Portfolio may lend portfolio securities to certain creditworthy borrowers, including borrowers affiliated
with BFA. The borrowers provide collateral that is maintained in an amount at least equal to the current market
value of the securities loaned. The Master Portfolio may terminate a loan at any time and obtain the return of the
securities loaned. The Master Portfolio receives the value of any interest or cash or non-cash distributions paid on
the loaned securities.

With respect to loans that are collateralized by cash, the borrower will be entitled to receive a fee based on the
amount of cash collateral. The Master Portfolio is compensated by the difference between the amount earned on the
reinvestment of cash collateral and the fee paid to the borrower. In the case of collateral other than cash, the Master
Portfolio is compensated by a fee paid by the borrower equal to a percentage of the market value of the loaned
securities. Any cash collateral may be reinvested in certain short-term instruments either directly on behalf of the
lending Master Portfolio or through one or more joint accounts or money market funds, including those managed by
BFA.

Securities lending involves exposure to certain risks, including operational risk (i.e., the risk of losses resulting from
problems in the settlement and accounting process), “gap” risk (i.e., the risk of a mismatch between the return on
cash collateral reinvestments and the fees the Master Portfolio has agreed to pay a borrower), and credit, legal,
counterparty and market risk. In the event a borrower does not return the Master Portfolio’s securities as agreed, the
Master Portfolio may experience losses if the proceeds received from liquidating the collateral do not at least equal
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the value of the loaned security at the time the collateral is liquidated plus the transaction costs incurred in
purchasing replacement securities.

The Master Portfolio may pay a portion of the interest or fees earned from securities lending to a borrower as
described above, and to a securities lending agent who administers the lending program in accordance with
guidelines approved by the Master Portfolio’s Board of Trustees. BlackRock Institutional Trust Company, N.A.
(“BTC”) (formerly known as “Barclays Global Investors, N.A.”) acts as securities lending agent for the Master
Portfolio subject to the overall supervision of BFA. BTC receives a portion of the revenues generated by securities
lending activities as compensation for its services in this regard.

BORROWING

The Funds may borrow money for temporary or emergency purposes, including the meeting of redemption requests
to the extent permitted under the 1940 Act and as allowed by each Fund’s investment objectives, strategies, policies
and restrictions. Borrowing involves special risk considerations. Interest costs on borrowings may fluctuate with
changing market rates of interest and may partially offset or exceed the return earned on borrowed funds (or on the
assets that were retained rather than sold to meet the needs for which funds were borrowed). Under adverse market
conditions, a Fund might have to sell portfolio securities to meet interest or principal payments at a time when
investment considerations would not favor such sales. Reverse repurchase agreements, short sales not against the
box, dollar roll transactions and other similar investments that involve a form of leverage (i.e., risk of gain or loss
disproportionately higher than the amount invested) have characteristics similar to borrowings. The Funds segregate
liquid assets in connection with those types of transactions.

SECURITIES OF FOREIGN ISSUERS

The International Value Fund invests primarily in foreign securities. The Value Fund and Growth Fund may invest
in foreign securities so long as that investment does not exceed 10% of their net assets. (For purposes of this
calculation, U.S. dollar-denominated securities, as discussed below, are defined as foreign securities.) The remaining
Funds may invest only in U.S. dollar-denominated securities, as discussed below. (The Short-Term Government
Securities Fund may invest only in those U.S. dollar-denominated securities that are guaranteed by the U.S.
government.)

Although investments in securities of foreign issuers are intended to reduce risk by providing further diversification,
such investments involve risks not ordinarily associated with investments in securities of domestic issuers. These
risks include: the possibility of foreign political and economic instability; difficulties of predicting international
trade patterns and the possibility of the imposition of exchange controls; and the possibility of expropriation,
confiscatory taxation, and nationalization of foreign portfolio companies. Securities of foreign issuers that are traded
primarily abroad (e.g., Eurodollar securities) also may be less liquid and subject to greater price fluctuations than
securities of domestic issuers. Moreover, there may be less publicly available information about foreign issuers
whose securities are not registered with the SEC and such foreign issuers may not be subject to the accounting,
auditing and financial reporting standards applicable to issuers registered domestically. In addition, foreign issuers,
stock exchanges, and brokers generally are subject to less government regulation. Moreover, there may be
difficulties in obtaining and enforcing court judgment abroad and there may be difficulties in effecting the
repatriation of capital invested abroad. Finally, there may be difficulties and delays in the settlement of transactions
in certain foreign markets.

U.S. Dollar-Denominated Securities of Foreign Issuers. Subject to each Fund’s investment objectives, strategies,
policies and restrictions, each Fund (except for the Short-Term Government Securities Fund) may invest in certain
types of U.S. dollar-denominated securities of foreign issuers. For the Short-Term Bond Fund, Value Fund, Growth
Fund, Small-Company Stock Fund and International Value Fund, these investments may include American
Depository Receipts (“ADRs”), which are discussed below. The Daily Income Fund, Short-Term Bond Fund, Value
Fund, Growth Fund and the Small-Company Stock Fund also may purchase U.S. dollar-denominated money market
instruments, and the Short-Term Bond Fund, Value Fund, Growth Fund and the Small-Company Stock Fund may
purchase longer-term debt securities of foreign issuers. Such money market instruments and debt securities of
foreign issuers may be issued and traded domestically (e.g., Yankee securities), or traded exclusively in foreign
markets (e.g., Eurodollar securities).
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ADRs, EDRs and GDRs. ADRs, as well as other “hybrid” forms of ADRs, including European Depositary Receipts
(“EDRs”) and Global Depositary Receipts (“GDRs”), are certificates evidencing ownership of shares of a foreign
issuer. These certificates are issued by depository banks and generally trade on an established market in the United
States or elsewhere. The underlying shares are held in trust by a custodian bank or similar financial institution in the
issuer’s home country. The depository bank may not have physical custody of the underlying securities at all times
and may charge fees for various services, including forwarding dividends and interest and corporate actions. ADRSs,
EDRs and GDRs are alternatives to directly purchasing the underlying foreign securities in their national markets
and currencies. However, ADRs, EDRs and GDRs continue to be subject to many of the risks associated with
investing directly in foreign securities. These risks include foreign exchange risk as well as the political and
economic risks of the underlying issuer’s country.

Yankee Securities. Yankee securities include money market instruments and bonds of foreign issuers who
customarily register such securities with the SEC and borrow U.S. dollars by underwritings of securities intended for
delivery in the United States. Although the principal trading market for Yankee securities is the United States,
foreign buyers can and do participate in the Yankee securities market. Interest on such Yankee bonds is customarily
paid on a semi-annual basis. The marketability of these “foreign bonds” in the United States is in many cases better
than that for foreign bonds in foreign markets, but is, of course, dependent upon the quality of the issuer.

Eurodollar Securities. Eurodollar securities include money market instruments and bonds underwritten by an
international syndicate and sold “at issue” to non-U.S. investors. Such securities are not registered with the SEC or
issued domestically and generally may only be sold to U.S. investors after the initial offering and cooling-off
periods. The market for Eurodollar securities is dominated by foreign-based investors and the primary trading
market for these securities is London.

Obligations of Foreign Governments, Supranational Entities and Banks. The Master Portfolio may invest in U.S.
dollar-denominated short-term obligations issued or guaranteed by one or more foreign governments or any of their
political subdivisions, agencies or instrumentalities that are determined by BFA to be of comparable quality to the
other obligations in which the Master Portfolio may invest. The Master Portfolio may also invest in debt obligations
of supranational entities. Supranational entities include international organizations designated or supported by
governmental entities to promote economic reconstruction or development and international banking institutions and
related government agencies. Examples include the International Bank for Reconstruction and Development (the
World Bank), the Asian Development Bank and the InterAmerican Development Bank. The percentage of the
Master Portfolio’s assets invested in obligations of foreign governments and supranational entities will vary
depending on the relative yields of such securities, the economic and financial markets of the countries in which the
investments are made and the interest rate climate of such countries.

The Master Portfolio may invest a portion of its total assets in high-quality, short-term (one year or less) debt
obligations of foreign branches of U.S. banks or U.S. branches of foreign banks that are denominated in and pay
interest in U.S. dollars.

FOREIGN CURRENCIES

Foreign Currency Transactions. The Growth Fund and International Value Fund may enter into forward foreign
currency exchange contracts for various reasons, including to protect against uncertainty in the level of future
foreign exchange rates. Since investment in foreign companies will usually involve currencies of foreign countries,
and since the Funds may temporarily hold funds in bank deposits in foreign currencies during the course of
investment programs, the value of the assets of the Funds as measured in United States dollars may be affected by
changes in foreign currency exchange rates and exchange control regulations, and the Funds may incur costs in
connection with conversion between various currencies.

The Value Fund and the Growth Fund may enter into a contract for the purchase or sale of a foreign currency for
various reasons, including to “lock in” the U.S. dollar price of a security. By entering into a forward contract for the
purchase or sale, for a fixed amount of dollars, of the amount of foreign currency involved in the underlying
transactions, the Funds will be able to protect themselves against a possible loss resulting from an adverse change in
the relationship between the U.S. dollar and the subject foreign currency during the period between the date on
which the investment is purchased or sold and the date on which payment is made or received.
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Also, when a Fund’s subadviser believes that the currency of a particular foreign country may suffer a substantial

decline against the U.S. dollar, it may enter into a forward contract to sell, for a fixed amount of dollars, the amount
of foreign currency approximating the value of some or all of the Fund’s portfolio investments denominated in such
foreign currency. 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 investments between the date the forward contract is entered into and the

date it matures.

The Value Fund and Growth Fund may also engage in currency futures contracts and related options.

MANAGEMENT OF HOMESTEAD FUNDS

DIRECTORS AND OFFICERS

The primary responsibility of the Board of Directors is to represent the interests of the shareholders of the Funds and
to provide oversight of the management and business affairs of Homestead Funds. The Board also elects the officers

of Homestead Funds, who are responsible for supervising and administering the Funds’ day-to-day operations.

The following tables list the directors and officers of Homestead Funds, any other position each may hold with
Homestead Funds, the principal occupation of each person listed during the past five years, and certain additional
information as indicated. Each director and officer serves until his or her resignation or until a successor is duly

elected and qualified.

INDEPENDENT DIRECTORS

Term of
Office and Number of Other
Length of Portfolios Directorships

Name, Address and Position(s) Held Time Principal Occupation(s) Overseen by Held by
Date of Birth® with the Fund Served During Past Five Years Director Director
James F. Perna Director, 1990-present Of Counsel, Krooth & Altman 8 None
12/1/47 Chairman of the LLP (law firm) (2007-present);

Board, Member of partner, Krooth & Altman LLP

Audit Committee, (1981-2007)

Member of

Compensation

Committee
Douglas W. Johnson Director, 2003-present CEO, Blue Ridge (Electric 8 None
6/2/55 Chairman of Membership Corporation)

Audit Committee, (1979-present)

Member of

Compensation

Committee
Kenneth R. Meyer Director, 2005-present Retired (2004-present) 8 None
8/11/44 Chairman of

Compensation

Committee,

Member of Audit

Committee
Anthony C. Williams Director, Member 1990-present Retired (2000-present) 8 None

1/2/42

of Audit
Committee,
Member of
Compensation
Committee
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Term of

Office and Number of Other
Length of Portfolios Directorships
Name, Address and Position(s) Held Time Principal Occupation(s) Overseen by Held by
Date of Birth® with the Fund Served During Past Five Years Director Director
Sheldon C. Petersen Director, Member 2005-present CEO, National Rural Utilities 8 None
2/21/53 of Audit Cooperative Finance
Committee, Corporation (1995-present)
Member of
Compensation
Committee
Mark Rose Director, Member 2005-present CEO and General Manager, 8 None
4/19/53 of Audit Bluebonnet Electric
Committee, Cooperative (2002-present)
Member of
Compensation
Committee
Peter J. Tonetti Director, Member 2010 - Chief Investment Officer, 8 None
2/11/53 of Audit present Hamilton College (2008 —
Committee, present); prior thereto, Senior
Member of Director, Pension Finance and
Compensation Investments at Philips
Committee Electrics North America
Corporation (electronics
manufacturer) (1988 — 2008)
INTERESTED DIRECTORS AND OFFICERS
Term of
Office and Number of Other
Length of Portfolios Directorships
Name, Address and Position(s) Held Time Principal Occupation(s) Overseen by Held by
Date of Birth® with the Fund Served During Past Five Years Director Director
Peter R. Morris® Director, 1990-present President and Director of RE 8 RE Advisers,
9/28/48 President Advisers (2002-present); Vice RE Investment
President and Director of RE Corporation
Investment Corporation
(1990-present); Secretary, RE
Investment Corporation (1990-
2008); Vice President and
Chief Investment Officer of
NRECA (1988-present); Vice
President and Director of RE
Advisers (1990-2002)
Anthony M. Director 1990-present Retired (2004-present) 8 None
Marinello®
4/13/46
Cynthia L. Dove Vice President 2010 - Director, Investment Services, N/A None
4/5/60 and Chief present NRECA (1998 — present)
Operations Officer
Danielle C. Sieverling Chief Compliance 2005-present Chief Compliance Officer of N/A N/A

2/25/71

Officer
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Term of
Office and Number of
Length of Portfolios
Name, Address and Position(s) Held Time Principal Occupation(s) Overseen by
Date of Birth® with the Fund Served During Past Five Years Director

Other
Directorships
Held by
Director

(2005-present); Vice President
of Management Advisory
Services at NRECA (2008-
present); Executive Director of
Management Advisory
Services of NRECA
(2008-2007); Secretary,
Homestead Funds (2005-
2007); Secretary, RE Advisers
(2005-2007); Senior Director
of Management Advisory
Services of NRECA
(2004-2007); Manager of
Management Advisory
Services of NRECA
(2002-2004)

Amy M. DiMauro Treasurer 2007-present Director, Daily Pricing of N/A
7/29/71 NRECA (2007-present);

Treasurer and Director of RE

Investment Corporation

(2006-present); Manager of

Mutual Fund Accounting of

NRECA (2000-2007)

Kelly Bowers Secretary 2008-present Counsel and Director of N/A

Whetstone Compliance of NRECA (2007-

11/21/77 present); Secretary, RE
Advisers (2008-present);
Secretary, RE Investment
Corporation (2008-present);
Associate, Bell, Boyd & Lloyd
LLP (law firm) (2005-2007);
prior thereto, Associate,
Seward & Kissel LLP (law
firm) (2003-2005)

Q) The address of each director and officer is 4301 Wilson Boulevard, Arlington, Virginia 22203.

) Mr. Morris is a director who is an “interested person” of Homestead Funds within the meaning of Section 2(a)(19) of the
1940 Act. Mr. Morris is the Vice President and a director of RE Investment Corporation, Homestead Funds’ distributor,
and he is the President and a director of RE Advisers, Homestead Funds’ investment adviser. Mr. Morris also is an officer
of NRECA, which indirectly wholly-owns RE Investment Corporation and RE Advisers.

?3) Mr. Marinello is deemed to be a director who is an “interested person” of Homestead Funds within the meaning of
Section 2(a)(19) of the 1940 Act. In the past, Mr. Marinello provided consulting services as an independent contractor to
NRECA. NRECA indirectly wholly-owns Homestead Funds’ distributor, RE Investment Corporation, and Homestead
Funds’ investment adviser, RE Advisers.

LEADERSHIP STRUCTURE OF THE BOARD OF DIRECTORS
The management of the business and affairs of the Funds is overseen by the Board of Directors, which is composed

of the same Directors. As detailed above in “Interested Directors and Officers,” Directors who are not “interested
persons” of the Funds as defined in the 1940 Act, are referred to as “Independent Directors,” and Directors who are
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“interested persons” of the Funds are referred to as “Interested Directors.” Two of the Directors are deemed to be
Interested Directors. Certain information concerning the Funds’ governance structure and each Director is set forth
below.

Experience, Skills, Attributes, and Qualifications of the Funds” Directors. The Directors review the experience,
qualifications, attributes and skills of potential candidates for nomination or election by the Board, and conduct a
similar review in connection with the proposed nomination of current Directors for re-election by shareholders at an
annual or special meeting of shareholders. In evaluating a candidate for nomination or election as a Director, the
Directors take into account the contribution that the candidate would be expected to make to the diverse mix of
experience, qualifications, attributes and skills that the Directors believe contributes to good governance for the
Funds.

The Board of Directors has concluded that, based on each Director’s experience, qualifications, attributes or skills
on an individual basis and in combination with those of the other Directors, each Director is qualified and should
continue to serve as such. In determining that a particular Director was and continues to be qualified to serve as a
Director, the Board has considered a variety of criteria, none of which, in isolation, was controlling. In addition, the
Board has taken into account the actual service and commitment of each Director during his or her tenure (including
the Director’s commitment and participation in Board and committee meetings, as well as his current and prior
leadership of standing and ad hoc committees) in concluding that each should continue to serve. Information about
the specific experience, skills, attributes and qualifications of each Director, which in each case led to the Board’s
conclusion that the Director should serve (or continue to serve) as a director of the Funds, is provided in the table
following the “Risk Oversight” section below.

The Board of Directors believes that, collectively, the Directors have balanced and diverse experience,
qualifications, attributes, and skills, which allow the Board to operate effectively in governing the Funds and
protecting the interests of shareholders. Among other attributes common to all Directors are their ability to review
critically, evaluate, question and discuss information provided to them (including information requested by the
Directors), to interact effectively with RE Advisers, RE Investment Corporation (“RE Investment”), the Funds’
distributor, and other service providers, counsel and each Fund’s independent registered public accounting firm, and
to exercise effective business judgment in the performance of their duties as Directors.

Board Structure and Oversight Function. The Board of Directors is responsible for oversight of the Funds. Each
Fund, except the Stock Index Fund, has engaged RE Advisers to manage the Fund on a day-to-day basis. The Board
is responsible for overseeing RE Advisers and the Fund’s other service providers in the operations of each Fund in
accordance with the 1940 Act, applicable state and other laws, and the Funds’ articles of incorporation and bylaws.
The Board meets in-person at regularly scheduled meetings four times throughout the year. In addition, the
Directors may meet in-person or by telephone at special meetings or on an informal basis at other times. As
described below, the Board has established three standing committees — the Audit, Compensation and Executive
Committees — and may establish ad hoc committees or working groups from time to time, to assist the Board in
fulfilling its oversight responsibilities. Each committee, except for the Executive Committee is composed
exclusively of Independent Directors. The responsibilities of each committee, including its oversight
responsibilities, are described further below.

An Independent Director serves as Chairman of the Funds’ Board of Directors. The Chairman’s duties include
setting the agenda for each Board meeting in cooperation with management, presiding at each Board meeting,
meeting with management between Board meetings, and facilitating communication and coordination between the
Independent Directors and management. The Directors have determined that the Board’s leadership by an
Independent Director is appropriate because they believe it sets the proper tone to the relationships between the
Fund, on the one hand, and RE Advisers, RE Investment and other service providers, on the other, and facilitates the
exercise of the Board’s independent judgment in evaluating and managing the relationships.

Risk Oversight. The Funds are subject to a number of risks, including investment, compliance and operational risks.
Day-to-day risk management with respect to the Funds resides with RE Advisers, RE Investment or other service
providers (depending on the nature of the risk). The Board has charged RE Advisers and RE Investment with (i)
identifying events or circumstances the occurrence of which could have demonstrably adverse effects on the Funds;
(if) implementing processes and controls reasonably designed to reduce the possibility that such events or
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circumstances may occur or to mitigate the effects of such events or circumstances if they do occur; and (iii)
creating and maintaining a system designed to evaluate continuously, and to revise as appropriate, the processes and
controls described in (i) and (ii) above. Not all risks that may affect the Funds can be identified or processes and
controls developed to eliminate or mitigate their occurrence or effects, and that some are simply beyond any control
of the Funds, RE Advisers, RE Investment or other service providers.

Risk oversight forms part of the Board’s general oversight of each Fund’s investment program and operations and is
addressed as part of various regular Board and committee activities. The Funds’ investment management and
business affairs are carried out by or through RE Advisers, RE Investment and other service providers. Each of
these persons has an independent interest in risk management but the policies and the methods by which one or more
risk management functions are carried out may differ in terms of priorities, the resources available or the
effectiveness of relevant controls. Oversight of risk management is provided by the Board and the Audit
Committee. The Directors regularly receive reports from, among others, the Funds’ officers, including the Chief
Compliance Officer, their independent registered public accounting firm and special counsel, as appropriate,
regarding risks faced by the Fund, RE Advisers and RE Investment.

COMMITTEES OF THE BOARD OF DIRECTORS

The Board of Directors of Homestead Funds has an Audit Committee, a Compensation Committee and an Executive
Committee. The duties of these three committees and their present membership are as follows:

Audit Committee: The members of the Audit Committee consult with Homestead Funds’ independent accountants at
least twice annually to oversee and to assist the Board of Directors in fulfilling its oversight responsibilities of:

» the Funds’ accounting and financial reporting processes and internal controls;

» the quality and objectivity of the Funds’ financial statements and the independent audit thereof;
» the Funds’ system of internal accounting and financial controls;

» the Funds’ compliance with legal and regulatory requirements; and

» the independent auditors’ qualifications, performance and independence;

Mr. Johnson is the Chairman of the Audit Committee and Messrs. Lucier, Perna, Meyer, Petersen, Rose, Tonetti and
Williams are members of the Audit Committee. The Audit Committee met two times during 2009.

Compensation Committee: The members of the Compensation Committee meet at least annually to assist the Board
of Directors in carrying out its responsibilities relating to compensation, including the compensation of the Chief
Compliance Officer, pursuant to Rule 38a-1(a)(4)(i) under the 1940 Act, as well as the compensation of the
independent Directors. Mr. Meyer is the Chairman of the Compensation Committee and Messrs. Johnson, Lucier,
Perna, Petersen, Rose, Tonetti and Williams are members of the Compensation Committee. The Compensation
Committee met once in 2009.

Executive Committee: During intervals between Board Meetings, the Executive Committee possesses and may
exercise all of the powers of the Board of Directors in the management of Homestead Funds except as to matters
where action of the full Board of Directors is specifically required. Included within the scope of such powers are
matters relating to valuation of securities held in each Fund’s portfolio and the pricing of each Fund’s shares for
purchase and redemption. Messrs. Marinello and Morris are members of the Executive Committee. The Executive
Committee did not meet in 2009.
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The table below shows the dollar range of Fund shares owned by each director of Homestead Funds as of December

31, 20009.

NAME OF
DIRECTOR

Francis P. Lucier*

Anthony M. Marinello

Douglas W. Johnson

Peter R. Morris

James F. Perna

Anthony C. Williams

Sheldon C. Petersen

DOLLAR RANGE OF EQUITY
SECURITIES IN THE FUND

None

Daily Income Fund
$50,001 - $100,000
Short-Term Bond Fund
$50,001 - $100,000
Stock Index Fund

$1 - $10,000

Value Fund

$50,001 - $100,000
Growth Fund

$1 - $10,000
Small-Company Stock Fund
$50,001 - $100,000
International Value Fund
$10,000 - $50,000

Daily Income Fund

$10,001 - $50,000

Short-Term Government Securities Fund
$10,001 - $50,000

Value Fund

Over $100,000

Small-Company Stock Fund

$10,001 - $50,000

Daily Income Fund
$10,001 - $50,000
Short-Term Bond Fund
$1 - $10,000

Stock Index Fund
$50,001 - $100,000
Value Fund

Over $100,000
Small-Company Stock Fund
Over $100,000
International Value Fund
Over $100,000

None

Daily Income Fund
$1 - $10,000
Value Fund

$1 - $10,000

Value Fund

Over $100,000
International Value Fund
Over $100,000
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AGGREGATE DOLLAR RANGE OF
EQUITY SECURITIES IN ALL FUNDS
OVERSEEN
BY DIRECTOR IN FAMILY OF
INVESTMENT COMPANIES

None

None

None

None

None

None

None



AGGREGATE DOLLAR RANGE OF
EQUITY SECURITIES IN ALL FUNDS

OVERSEEN

NAME OF DOLLAR RANGE OF EQUITY BY DIRECTOR IN FAMILY OF
DIRECTOR SECURITIES IN THE FUND INVESTMENT COMPANIES
Kenneth R. Meyer Value Fund None

Over $100,000

Small Company Stock Fund

Over $100,000

International Value Fund

Over $100,000
Mark Rose None None
Peter J. Tonetti** None None

* Mr. Lucier retired from the Board of Directors on March 23, 2010.
** Mr. Tonetti was elected to the Board of Directors on March 23, 2010.

DIRECTOR EXPERIENCE AND QUALIFICATIONS

As discussed above, each Director is chosen for his or her balanced and diverse experience, qualifications, attributes,
and skills. In particular:

e Mr. Perna, MBA, JD, LLM is an Independent Director and the Chairman of the Board of Directors, on
which he has served since 1990. He has practiced law for over 30 years in Washington DC, retiring as a
partner in the firm of Krooth & Altman LLP. His practice specializes in tax, corporate, and financial
matters. Mr. Perna's clients include banks, mutual funds, insurance companies, mortgage bankers, tax-
exempt organizations, real estate developers, holding companies, entrepreneurs, commercial enterprises,
and foreign investors.

e Mr. Johnson is an Independent Director and the Chairman of the Audit Committee of the Board of
Directors, on which he has served since 2003. Mr. Johnson has been the CEO of Blue Ridge Electric
Membership Cooperative in Lenoir, North Carolina since 1989 and employed by the cooperative since
1979. As the CEO of an electric cooperative, Mr. Johnson has a strong understanding of the Funds’
shareholder base, of which electric cooperative members are a key component.

e Mr. Meyer is an Independent Director and the Chairman of the Compensation Committee of the Board of
Directors, on which he has served since 2005. Prior to his retirement in 2004, Mr. Meyer was the CEO and
an Asset Manager at Lincoln Capital Management since 1981.

e Mr. Williams is an Independent Director of the Board of Directors, on which he has served since 1990.
Prior to his retirement in 2000, he was a Senior Vice President of Retirement, Safety and Insurance at
NRECA. Mr. Williams worked at NRECA from 1976 to 2000.

e Mr. Petersen is an Independent Director of the Board of Directors, on which he has served since 2005. Mr.
Petersen has been the CEO of the National Rural Utilities Cooperative Finance Cooperation, a not-for-
profit private-market lender for the nation's electric cooperatives, since 1995, and has been with the
company since 1983.

e Mr. Rose is an Independent Director of the Board of Directors, on which he has served since 2005. Mr.
Rose has been the CEO and General Manager of Bluebonnet Electric Cooperative in East Bastrop, Texas
since 2002. As the CEO of an electric cooperative, Mr. Rose has a strong understanding of the Funds’
shareholder base, of which electric cooperative members are a key component.
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e Mr. Tonetti is an Independent Director of the Board of Directors, on which he has served since 2010. Mr.
Tonetti has been the Chief Investment Officer of Hamilton College since 2008. In this role, he is
responsible for investing the college’s endowment fund. Prior to 2008, Mr. Tonetti was the Senior Director
of Pension Finance and Investments at Philips Electronics North America Corporation, where he was
responsible for managing pension plan assets.

e Mr. Morris is the President and an Interested Director of the Board of Directors, on which he has served
since 1990. Mr. Morris is a Director and President of RE Advisers and Chief Investment Officer of
NRECA. He has been with NRECA since 1974.

e Mr. Marinello is an Interested Director of the Board of Directors, on which he has served since 1990. Prior
to his retirement in 2004, Mr. Marinello was Vice President of Marketing and Services for Retirement,
Safety and Insurance at NRECA. He has served in some capacity with the NRECA organization since
1981.

COMPENSATION

Homestead Funds pays $3,500 per meeting to each of the independent directors and $4,250 per meeting to the
independent Chairperson for attendance at the meetings of the Board of Directors. Additionally, Homestead Funds
pays $3,000 per meeting to each member of the Audit Committee and $4,500 per meeting to the Audit Committee
Chairperson for attendance at the meetings of the Audit Committee, and $1,500 per meeting to the Compensation
Committee Chairperson for attendance at the meetings of the Compensation Committee. Effective March 23, 2010,
Homestead Funds pays Anthony Marinello, who is deemed an interested Director, $3,500 for each Board meeting he
attends and does not compensate him for any Committee meetings he may attend. Homestead Funds does not
compensate any other interested Director or officer of Homestead Funds.

As set forth in the table below, Homestead Funds paid total compensation of $209,250 to its independent directors
during the year ended December 31, 2009.

AGGREGATE
COMPENSATION TOTAL
FROM PENSION OR COMPENSATION
HOMESTEAD RETIREMENT FROM
FUNDS BENEFITS ESTIMATED HOMESTEAD
(INCLUDING ACCRUED AS ANNUAL FUNDS AND
VOLUNTARY PART OF BENEFITS FUND COMPLEX
NAME OF PERSON, DEFERRED CORPORATION UPON PAID TO
POSITION COMPENSATION)? EXPENSES RETIREMENT DIRECTORS
Douglas W. Johnson? $33,500 N/A N/A $33,500
Director and Chairman of
the Audit Committee
Francis P. Lucier® $27,000 N/A N/A $27,000
Director
Kenneth R. Meyer? $32,000 N/A N/A $32,000
Director
James F. Perna $35,750 N/A N/A $35,750
Director and Chairman of
the Board
Sheldon C. Petersen $27,000 N/A N/A $27,000
Director
Mark Rose $27,000 N/A N/A $27,000
Director
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AGGREGATE

COMPENSATION TOTAL
FROM PENSION OR COMPENSATION
HOMESTEAD RETIREMENT FROM
FUNDS BENEFITS ESTIMATED HOMESTEAD
(INCLUDING ACCRUED AS ANNUAL FUNDS AND
VOLUNTARY PART OF BENEFITS FUND COMPLEX
NAME OF PERSON, DEFERRED CORPORATION UPON PAID TO
POSITION COMPENSATION):l EXPENSES RETIREMENT DIRECTORS
Anthony C. Williams $27,000 N/A N/A $27,000
Director
Peter R. Morris $0 N/A N/A $0
Director
Anthony M. Marinello $0 N/A N/A $0

Director

1

Amounts may be deferred by eligible directors under a nonqualified deferred compensation plan adopted by Homestead

Funds’ Board of Directors in 2009. Deferred amounts accumulate at an earnings rate determined by the total return of one
or more Funds as designated by the directors. See footnote 2 to this table for more information.

Since the deferred compensation plan’s adoption, the total amount of deferred compensation accrued by the Funds (plus

earnings thereon) through the 2009 fiscal year for participating directors is as follows: Mr. Johnson ($3,582) and Mr.
Meyer ($54,794). Amounts deferred and accumulated earnings thereon are not funded and are general unsecured liabilities
of the Funds until paid to the directors.

3 Mr. Lucier retired from the Board of Directors effective March 23, 2010.

MANAGEMENT OF MIP

The MIP’s Board of Trustees has responsibility for the overall management and operations of the MIP. Each
Trustee serves until he or she resigns, is removed, dies, retires or becomes incapacitated. Officers generally serve at
the pleasure of the Trustees. The MIP, iShares Trust and iShares, Inc. are considered to be members of the same
fund complex, as defined in Form N-1A under the 1940 Act. The address for each Trustee and officer is Park
Avenue Plaza, 55 East 52nd Street, New York, NY 10055. As of December 1, 2009 the persons listed below were

elected by shareholders to serve as the Board of Trustees of the MIP (each a “New Trustee”).

INTERESTED TRUSTEES
NAME AND POSITION(S),
YEAR OF BIRTH LENGTH OF
SERVICE

Richard S. Davis
(1945)

Trustee (since

PRINCIPAL
OCCUPATION DURING
PAST FIVE YEARS

Managing Director,

BlackRock, Inc. since

2005; Chief Executive
Officer, State Street
Research & Management
Company from 2000 to
2005; Chairman of the
Board of Trustees, State
Street Research Mutual
Funds from 2000 to 2005;
Chairman, SSR Realty
from 2000 to 2004.
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NUMBER OF
PORTFOLIOS
IN FUND
COMPLEX
OVERSEEN
BY TRUSTEE

175 Funds
285 Portfolios
in the
BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

OTHER
DIRECTORSHIPS

None



NAME AND POSITION(S), PRINCIPAL NUMBER OF OTHER
YEAR OF BIRTH LENGTH OF OCCUPATION DURING PORTFOLIOS DIRECTORSHIPS
SERVICE PAST FIVE YEARS IN FUND
COMPLEX
OVERSEEN
BY TRUSTEE
Henry Gabbay Trustee (since Consultant, BlackRock, 175 Funds None
(2947) 2009) Inc. from 2007 to 2008; 285 Portfolios
Managing Director, in the
BlackRock, Inc. from 1989 BlackRock
to 2007; Formerly Chief Equity
Administrative Officer, Liquidity
BlackRock Advisors, LLC Complex. 27
from 1998 to 2007; Funds in the
President of BlackRock Trust and MIP
Funds and BlackRock Complex.
Bond Allocation Target
Shares from 2005 to 2007
and Treasurer of certain
closed-end funds in the
BlackRock fund complex
from 1989 to 2006.
INDEPENDENT TRUSTEES
NUMBER OF
PORTFOLIOS
IN FUND
NAME AND POSITION(S), PRINCIPAL COMPLEX
YEAR OF LENGTH OF OCCUPATION DURING OVERSEEN OTHER
BIRTH SERVICE PAST FIVE YEARS BY TRUSTEE DIRECTORSHIPS
David O. Beim Trustee (since Professor of Finance and 34 Funds Trustee, Phillips Exeter
(1940) 2009) Economics at the Columbia 81 Portfolios in Academy since 2002;

Ronald W. Forbes
(1940)

Dr. Matina S.
Horner
(1939)

Trustee (since
2009)

Trustee (since
2009)

University Graduate School
of Business since 1991.

Professor Emeritus of
Finance, School of
Business, State University
of New York at Albany
since 2000.

Executive Vice President of
Teachers Insurance and
Annuity Association and
College Retirement Equities
Fund from 1989 to 2003.
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the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

Chairman, Wave Hill
Inc. (public garden and
culture center) from
1990 to 2006

None

NSTAR (electric and
gas utility)



NUMBER OF

PORTFOLIOS
IN FUND
NAME AND POSITION(S), PRINCIPAL COMPLEX
YEAR OF LENGTH OF OCCUPATION DURING OVERSEEN OTHER
BIRTH SERVICE PAST FIVE YEARS BY TRUSTEE DIRECTORSHIPS
Rodney D. Trustee (since President, Fairmont Capital 34 Funds Director, Fox Chase
Johnson 2009) Advisors, Inc. since 1987. 81 Portfolios in Cancer Center since
(1941) the BlackRock 2002; Member of

Herbert I. London
(1939)

Cynthia A.
Montgomery
(1952)

Joseph P. Platt
(1947)

Trustee (since
2009)

Trustee (since
2009)

Trustee (since
2009)

Professor Emeritus, New
York University since 2005;
John M. Olin Professor of
Humanities, New York
University from 1993 to
2005 and Professor thereof
from 1980 to 2005;
President, Hudson Institute
(policy research
organization) since 1997
and Trustee thereof since
1980.

Professor, Harvard Business
School since 1989; Director,
Harvard Business School
Publishing since 2005.

Director, The West Penn
Allegheny Health System (a
not-for-profit health system)
since 2008; Director, Jones
and Brown (Canadian
insurance broker) since
1998; General Partner,
Thorn Partners, LP (private
investment) since 1998;
Partner Amarna
Corporation, LLC (private
investment company) from
2002 to 2008.
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Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

Archdiocesan
Investment Committee
of the Archdiocese of
Philadelphia since
2003; Director, The
Committee of Seventy
(civic) since 2006

AIMS Worldwide, Inc.
(marketing); Chairman
of the Board of Trustees
for Grantham
University since 2006;
Director, InnoCentive,
Inc. (strategic solutions
company) since 2005;
Director of Cerego,
LLC (software
development and
design) since 2005

Newell Rubbermaid,
Inc. (manufacturing);
Director, McLean
Hospital since 2005

Greenlight Capital Re,
Ltd (reinsurance
company)



NUMBER OF

PORTFOLIOS
IN FUND
NAME AND POSITION(S), PRINCIPAL COMPLEX
YEAR OF LENGTH OF OCCUPATION DURING OVERSEEN OTHER
BIRTH SERVICE PAST FIVE YEARS BY TRUSTEE DIRECTORSHIPS
Robert C. Robb, Trustee (since Partner, Lewis, Eckert, 34 Funds None

Jr.
(1945)

Toby Rosenblatt
(1939)

Kenneth L. Urish
(1951)

Frederick W.
Winter
(1945)

2009)

Trustee (since
2009)

Trustee (since
2009)

Trustee (since
2009)

Robb and Company
(management and financial
consulting firm) since 1981.

President, Founders
Investments Ltd. (private
investments) since 1999;
Director, Forward
Management, LLC since
2007; Director, the James
Irvine Foundation
(philanthropic foundation)
since 1997; Trustee, State
Street Research Mutual
Funds from 1990 to 2005;
Trustee, Metropolitan Series
Funds, Inc. from 2001 to
2005.

Managing Partner, Urish
Popeck & Co., LLC
(certified public accountants
and consultants) since 1976;
Member of External
Advisory Board, the
Pennsylvania State
University Accounting
Department since 2001.

Professor and Dean
Emeritus of the Joseph M.
Katz School of Business,
University of Pittsburgh
since 2005 and dean thereof
from 1997 to 2005.
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81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

34 Funds

81 Portfolios in
the BlackRock
Equity
Liquidity
Complex. 27
Funds in the
Trust and MIP
Complex.

A.P. Pharma Inc.
(specialty
pharmaceuticals)

Trustee, The Holy
Family Foundation
since 2001; Committee
Member, Professional
Ethics Committee of the
Pennsylvania Institute
of Certified Public
Accountants since
2007; President and
Trustee, Pittsburgh
Catholic Publishing
Associates from 2003 to
2008; Director, Inter-
Tel from 2006 to 2007
Director, Alkon
Corporation
(pneumatics) since
1992; Director Tippman
Sports (recreation)
since 2005; Director,
Indotronix International
(IT services) from 2004
to 2008



OFFICERS

NAME AND YEAR OF
BIRTH

Anne F. Ackerley
(1962)

Richard Hoerner, CFA
(1958)

Jeffrey Holland, CFA
(1971)

Brendan Kyne
(2977)

Simon Mendelson
(1964)

Brian Schmidt
(1958)

POSITION(S), LENGTH OF

SERVICE

President and Chief Executive Officer

(since 2009)

Vice President (since 2009)

Vice President (since 2009)

Vice President (since 2009)

Vice President (since 2009)

Vice President (since 2009)
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PRINCIPAL OCCUPATION DURING
PAST FIVE YEARS

Managing Director of BlackRock, Inc. since
2000; Vice President of the BlackRock-
advised funds from 2007 to 2009; Chief
Operating Officer of BlackRock's Global
Client Group (GCG) since 2009; Chief
Operating Officer of BlackRock’s U.S. Retail
Group from 2006 to 2009; Head of
BlackRock’s Mutual Fund Group from 2000
to 2006.

Managing Director of BlackRock, Inc. since
2000; Co-head of BlackRock's Cash
Management Portfolio Management Group
since 2002; Member of the Cash Management
Group Executive Committee since 2005;
Director of BlackRock, Inc. since 1998.

Director of BlackRock, Inc. since 2006; Chief
Operating Officer of BlackRock’s U.S. Retail
Group since 2009; Co-head of Product
Development and Management for
BlackRock’s U.S. Retail Group from 2007 to
2009; Product Manager of Raymond James &
Associates from 2003 to 2006.

Director of BlackRock, Inc. since 2008; Head
of Product Development and Management for
BlackRock's U.S. Retail Group since 2009,
co-head t