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Legal Disclaimer And Risk Disclosure

These materials are for educational and entertainment purposes only and are neither a 
solicitation, nor an offer to buy or sell any financial instrument.

All information provided here is the opinion of the author. The author, AAII, AAII Income and Cash 
Flow SIG leaders and members, make no claim that the information in this presentation is correct. 
Under no circumstances should any of the information in this presentation be taken as investing 
advice.

The author, AAII, AAII Income and Cash Flow SIG leaders and members, will not assume any 
responsibility whatsoever for the actions of the reader nor financial losses that may result from 
the use or misuse of the information presented.
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Closed-end Fund (CEFs) Recap

•Exchanged-traded CEFs.

o CEFs trade on a stock exchange between investors.

oCEFs have premiums/discounts, which adds an extra 
dimension to enhance returns.

o Leverage (investing borrowed money) is another 
feature.
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CEF Premium/Discounts

•Premiums/Discounts

oA CEF’s Net Asset Value (NAV) is the same as an open-end mutual 
fund.

o CEFs also trade at a market price.

o If market price > NAV, CEF trades at a premium

o If market price < NAV, CEF trades at a discount

o Most  CEFs trade at discount → buying opportunities
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Premiums/Discounts II

• A CEF’s premium/discount reflects the trading demand for 
the fund.

• Factors influencing demand include
• Historical fund performance

• Management fees (higher fees = bigger discount)

• Investor sentiment for CEF asset class

• General market conditions (bear market = discounts)
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Analyzing CEFs

• Go to cefconnect.com to get general data on a CEF.

• cefconnect.com also has a fund screener

• Go to the CEF manager’s website for further information on 
holdings, performance, fees, etc.
o Google the ticker or fund name and “fact sheet” 

o Look for the website address of the fund manager.

oData from the manager itself is the most accurate.
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• BMEZ trades at a -16.19% discount.
• BMEZ has pays an 7.75% annual 

dividend.

Example cefconnect.com fund page

http://www.cefconnect.com/


Finding Attractive CEFs

• Discount-related factors to look for in choosing a CEF
• Large discount – the larger discount the better the deal.  However, 

some funds trade at large discounts because they stink.

• Negative z-score – A negative z-score indicates a fund is trading 
cheaper than normal.  

• Limited Term – some funds pay you back NAV after a fixed term. 
That means the discount should go to 0 over time.

• Shareholder activism – if an activist investor owns the fund, the 
activist may get the company to reduce the discount. 
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Finding Attractive CEFs Part II

• Other factors to look for in choosing a CEF
• Low expense ratio – hard to find, since closed-end funds have high fees.

• Good long-term performance versus benchmark

• Strong earnings and undistributed investment income

• High yield – Investors love funds with high dividends
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Finding Attractive CEFs Part II

• Running the CEF screener

• Bond CEFs

• Recent case study investment example
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Using the CEF Fund Screener

 Create a free account to use the screener

 Click Strategies to choose a fund strategy

 Click Criteria to select criteria. I focus on Pricing - Discount /Premium and 
Pricing Z-Scores but also look stuff like at Performance – Annualized Return 
on NAV, and Distributions – Distribution Rate

 Click View Funds at bottom to see the funds. Click a column to sort in 
ascending/descending order.

Create a 
free 
account
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CEF Screening for an Equity CEF
 Fund Screener – Click Start New Search

 Strategies – Select all Equity – Select All.

 Click Tab Settings
 Change Fund Name to “When Selected” from “Hide”

 Click Save Display Settings

 Click Tab Criteria to select criteria. 

 Click Fund Basics
 I unselect Baseline Expense because that field is not working (blank).

 I unselect Effective Leverage 

 Click Distributions
 I unselect Distribution Frequency.

 I keep/add Distribution Rate

 Pricing
 Keep/add Discount /Premium keep/add

 Add Pricing Z-score 3-month (cheap vs. last 3 months?)

 Add Pricing Z-score 1-year (cheap vs. last year)

 Performance
 Add 3 Year Annualized Return on NAV

 Add 5 Year Annualized Return on NAV

 Click View Funds at bottom right to see the funds.

 Click Discount/Premium column to sort in ascending/descending order.



Screen Results
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Other Possible Fund Basics to Add to Screen

 Market Capitalization (e.g. avoid < $100 
million).

 Term Y/N (Y is preferable)

 Leverage Y/N or Leverage %



CEFConnect Screener Disclaimer

• The CEFconnect.com screener is a first step.

• Don’t buy CEFs from the screener without researching 
them further.

• You must still do your own due diligence!

• Check the CEF holdings, expenses, trading volume, 
performance, news, etc.

• Avoid cheap CEFs with upcoming rights offerings, as 
shareholders get diluted by new shares.
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Leverage and Bond CEFs
• Unlike open-end mutual funds, CEFs can use leverage 

(borrowed money) to invest. 

• This can make bond CEFs attractive
o Leveraged bond CEFs usually offer higher yields to their 

investors 

o Funds borrow at low rates and invest at higher rates.

oFunds borrow at cheaper rates than you can borrow at your 
broker.
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Not Great Time For Bond CEF Leverage

• With Fed Funds rate > long-term rates, leveraged bond 
CEFs are less attractive now (Jan 2024).

oHigh Fed Funds rate means high CEF borrowing expenses and 
lower dividends.

oLeverage also adds risk. 

oFed rate cuts could change the outlook.

o Requires discussion of the yield curve
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 The yield curve is a chart of the interest rate the US government currently 
pays to borrow money as a function of maturity.

 Usually, yield curve slopes upward 

 See https://www.ustreasuryyieldcurve.com/ for current yield curve

Source: FactSet
Typical Upward-

Sloping Yield Curve

https://www.ustreasuryyieldcurve.com/
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 Leveraged CEF borrows at low short-term rates

 Leveraged CEF lends at higher long-term rates (plus credit spread for 
lending to riskier companies)

 Leveraged CEF income > open-end bond mutual fund

Source: FactSet
Yield Curve Jan 2021

CEF borrows at 
low short-term 

rate

CEF lends at 
higher long-

term rate
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 Leveraged CEF borrows at high short-term rates

 Leveraged CEF lends at lower long-term rates

 Long-term lending rates are increased by lending to riskier companies but 
often not enough to offset the fund’s expense ratio

 → Leveraged CEF earnings may not be better than open-end bond fund.

Source: FactSet
Current Environment:

Jan 2024

CEF borrows at high 
short-term rate

CEF lends at lower 
long-term ratesInversion



Bond Price Risk

• Bond prices go down when interest rates go up
o New bonds issued in the market pay a higher coupon than “old” 

bonds in your portfolio
→ Prices of bonds in your portfolio go down

• Bond prices go up when interest rates go down
o Bonds in your portfolio pay a higher coupon than new bonds 

issued in the market
→ Prices of bonds in your portfolio go up

• This bond price risk is called duration.

• Because leveraged CEFs own more bonds their price risk 
(duration) is amplified.
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Leverage:
Investment exposure > assets. 
This means the fund uses 
leverage (borrowed money). 

The fund BWG has about $1.72 
invested for every $1.00 of assets 
($264.638/$153.981), so it is 
1.72x as risky as a regular bond 
fund.

Leverage is most commonly 
used in bond closed-end funds.



Subtle Point on Bond Risk

• Bond prices are sensitive only to the market rate of their 
same maturity.

• Bond CEFs typically own long-term bonds
o Exception: Loan CEFs and limited-duration CEFs.

• Thus, bond-CEF NAVs are typically sensitive to the 10-30 
year rates on the yield curve.

• These NAVs could decline even as the Federal Reserve 
cuts short-term rates.
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 Don’t assume Fed rate cuts will lead to a rally in bonds. It could, but it is not 
100% guaranteed!

 Long-term rates have already decreased about 1% (5%ish to 4% on 10-year 
U.S. Treasury).

Source: FactSet
Understanding Risk:

Jan 2024

Fed 
rate 
cuts

Still a risk that long-term rates go 
up even as Fed cuts rates. 

Depends on supply/demand for 
long-term U.S. Treasuries



My Bond CEF Market Outlook

• Not an attractive environment to own leveraged bond CEFs 
unless you expect several Fed rate cuts or long-term rates 
to decline further.

• Fed rate cuts will improve CEF dividends, but cuts take time 
to filter through into earnings
o One or two cuts won’t make a huge difference.
o Also, cuts can take a few months to filter into higher 

earnings/income.
o Speaking of which, CEF earnings reports are a great 

report for predicting future CEF dividends.
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CEF Earnings and UNII Reports

• Bond CEFs publish their earnings per share, which you can 
compare to dividend per share to see if a fund is 
overearnings or underearning its dividend
• Earnings > dividend → possible future dividend increase

• Earnings < dividend → possible future dividend decrease

• Bond CEFs also publish UNII (Undistributed Net Investment 
Income) which is income that has been “banked” to pay for 
future dividends.
• A CEF with earnings < dividend but a large positive UNII can 

delay cutting its dividend.

• A CEF with earnings < dividend and negative UNII is most at risk 
for dividend cuts, although funds can still delay making cuts.

26



27

PIMCO Califiornia Municipal Income Fund (PCQ)

• Huge drop on a dividend cut from $0.065 to $0.036 per month.

• Extreme example serves as a cautionary tale

Major dividend cut!



Finding CEF Earnings and UNII Reports

• Large CEF managers like Nuveen, Blackrock, and PIMCO 
publish monthly earnings and UNII reports for all their 
funds.
o Find on the fund manager website.

• Some smaller CEF managers only publish their data in 
annual and semi-annual reports
o Check fund manager website or go to SEC filing N-CSR 

(like a 10-K/10-Q for stocks)
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Case Study PDI Earnings

• Several Seeking Alpha authors recommend PIMCO 
Dynamic Income Fund (Ticker: PDI)
o PIMCO is a skilled bond CEF manager 

o PDI has an eye-popping 14% yield.

o PDI’s leverage enhances returns if bonds continue to rally.
o Large allocation to mortgage bonds that undervalued.

o PDI has a history of paying special dividends.

• These authors miss a concerning earnings/UNII report with 
PDI trading near a 10% premium.
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• All PIMCO CEFs at risk of dividend cuts.

• PDI too risky for me to own or recommend to others.
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• PDI data from N-CSR/Semi-annual report
oOut of date (6/30/2023) but has capital gains info

oCurrent dividend is $2.754 (0.2205 x 12) versus $2.23 in income.

oNotice how NAV declines from $32.11 in 2015 (currently $17.07). 

oThe core dividend has not changed at 0.2205 per month.



Managed Dividends

• Several CEFs (including equity CEFs) have a “managed 
dividend” policy
o They pay a fixed dollar amount or % of NAV out every year 

whether they earn it or not.

o This dividend payout is safe until it isn’t.

o Cuts generally happen when the asset class in the CEF 
significantly underperforms.

• Example: Blackrock Science & Technology Term Trust (BSTZ)

o Fund had paid $0.1613 fixed dividend per month.

o Announced dividend cut to 6% of NAV per month ($0.1032) 
September 2023.
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Blackrock Science & Technology Term Trust (BSTZ)

• Discount widened on dividend cut and gloomy October 
outlook

Cut in 
managed distribution



Trading Case Study: BSTZ

• After the dividend cut, the BSTZ discount widened to over 
a 22% discount.

• Such a high discount is uncommon for a CEF from a well-
known manager (Blackrock), particularly as the CEF has a 
term ending June 2031.
oThe discount should disappear by the end of the term.

oFunds with terms tend not to go to huge discounts.

• Thus, the CEF seemed worthy of investigation.

• I’ll highlight plusses and minuses in the buy decision.
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Minuses

• High expense ratio of 1.33%.

• Complicated strategy, including selling covered calls and 
owning 25% in private equity.
o Covered call funds tend to underperform straight stock funds. 

(Extra income does not offset loss of upside.)

o Private securities are hard to value and sell.

• Poor NAV track record, significantly underperforming tech 
sector.
oSome underperformance I attributed to owning private equity 

during the bubble of low rates.

oThe other covered call during a volatile environment.

oThe third stock picking and a high expense ratio. 

• Lacked the activism of its sister funds (ECAT, BMEZ, etc.) 
where SABA was a large holder.
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Plusses

• 22%+ discount with less than 8-year term left. 

• Highly negative z-score (discount wider than normal)

• Tech sector with some AI exposure
oNVIDIA is top holding.

oPrivate investment includes some AI (see next page). 

• Blackrock buying back shares

• CEF discounts tend to narrow seasonally going into Q1
o Expected many investors selling to take tax losses.

• 6% NAV dividend payout (7.5% payout based on market 
price)

• Despite negatives, I expected to make at least 5% on the 
discount narrowing in a sector I liked.
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Private Holdings in Literature – Private Investments
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Bought here at 22% to 24% discounts. 
Missed the bottom (limit position size).

Sold some at 17% to 18% 
discounts (plus tech 
rebound)

Still own some at 
20.5% discount. 
Lagging QQQ. 

Market return of BSTZ (blue) vs. QQQ (green)



39

Recap

• I showed how to run the CEF screener.

• Environment is not great for leveraged bond CEFs since short-term rates > long-
term rates, and most CEFs are underearning dividends.
o Fed rate cuts could eventually change that.

o Bond CEFs do offer a leveraged bet to profit from long-term rate declines. 

(not a bet I’m making)

• Earnings/UNII report is a good tool to predict dividend cuts/raises and thus better 
time your CEF purchases and sales.

• I provided a case study of a recent BSTZ trade including factors that I look at when 
placing a trade.


