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When an investor considers investing in a closed-end fund (CEF) that is trading on the secondary market, one of the attributes of the CEF
structure that is often appealing is the ability to purchase shares of a fund at a discount to its net asset value (NAV). Due to the fact that CEFs
are equity instruments with shares traded publicly throughout the trading day on an exchange such as the New York Stock Exchange (NYSE),
and an investor purchases shares of a CEF at a share price which is independent from the fund’s underlying NAV, its share price can trade at a
discount or premium to its NAV. Whereas a CEF’s share price is traded throughout the day on an exchange, a CEF’s NAV is only priced once a day
after the market closes. Bear in mind, with open-end mutual funds, investors buy and sell shares at the fund’s NAV which is also priced once a
day after the market closes. The ability to buy shares of a CEF at a discount to its NAV can potentially enhance an investor’s total return, should
that share price begin to revert to the fund’s underlying NAV, and therefore one of the unique characteristics of the CEF structure is the ability
to invest in shares of a fund trading at a discount to its NAV.
While I am also drawn to the CEF structure because of the opportunity to sometimes buy CEFs at a share price which is below its NAV and
therefore it is at a “discount to its NAV,” particularly when a CEF can be purchased when it is trading at a wider than average historical discount
to its NAV, there is another “discount advantage” that is often overlooked by CEF investors but I think is a big plus to the CEF structure. It is the
yield-enhancing opportunity that occurs when buying income-producing assets at a discounted price. In other words, buying a CEF at a
share price which is at a discount to its NAV enhances an investor’s yield relative to if they purchased those assets at the fund’s NAV. I think I can
best illustrate this “yield-enhancing opportunity” with a specific example:
If an investor purchases a CEF at a share price of $10.00 per share and that fund’s NAV is also $10.00 per share the fund is
trading at its NAV and not at a discount or premium. Now let’s assume this fund pays a distribution of $1.00 per share
annually. In this example, the investor’s current distribution yield would be 10%. The $1.00 per share distribution divided by
the purchase price of $10.00 per share equals 10%.
Now let me show an example of the yield-enhancing opportunity that occurs when buying a CEF at a discount to its NAV:
If an investor purchases a CEF at a share price of $9.00 per share and that fund’s NAV is $10.00 per share then the fund’s
share price is trading at a 10% discount to its NAV. The fund’s NAV is still $10.00 per share and is able to generate the same
$1.00 per share in annual distributions. However, because an investor purchases shares in this CEF at the $9.00 share price,
their yield is 11.11% and not 10% as in the previous example. The $1.00 per share distribution divided by the purchase price
of $9.00 per share equals 11.11%. As you can tell from this example, an investor has significantly enhanced their yield by
purchasing this fund at a 10% discount to its NAV.
Currently, there are many CEFs trading at a discount to NAV in the mid-single to high-single digit level and therefore are compelling yieldenhancing opportunities available in the secondary market of CEFs in my opinion. In fact, one category of the CEF marketplace I continue to like
is the domestic equity category. Not only does First Trust still maintain a bullish view on the U.S. equity markets, but as of 5/19/14 the average
domestic equity CEF was at a 6.52% discount to its NAV, which is much wider than where it was one year ago when the average discount to NAV
was only 2.61%, according to Morningstar. Furthermore, investors in domestic equity CEFs can potentially enhance their distribution yields by
purchasing funds at these relatively wide discounts to NAV.

Unlike open-end funds, which trade at prices based on a current determination of a fund’s net asset value, closed-end funds frequently trade at a discount to their net
asset value in the secondary market. Not all closed-end funds invest in income-producing securities and there is no guarantee that a fund’s yield will not fall regardless
of whether the discount widens. In addition, as an investor’s total return will be impacted by the value of the fund’s shares, a widening discount will negatively affect
total return.
Closed-end funds are subject to various risks, including management’s ability to meet a fund’s investment objective, and to manage a fund’s portfolio when the
underlying securities are redeemed or sold, during periods of market turmoil and as investors’ perceptions regarding the funds or their underlying investments change.
Certain closed-end funds may employ the use of leverage which increases the volatility of such funds.
All opinions expressed constitute judgments as of the date of release, and are subject to change without notice. There can be no assurance forecasts will be achieved.
The information is taken from sources that we believe to be reliable but we do not guarantee its accuracy or completeness.
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