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With yield more difficult to find in today’s interest rate environment, closed-end funds represent a unique
opportunity to enhance the income profile of a portfolio. Adding to the appeal, many closed-end funds are
currently trading at notable discounts to their net asset values (NAVs). The S-Network Composite Closed-End
Fund Index (CEFX) exemplifies these benefits with a yield of 8.42% and a weighted-average discount of 9.9% to
NAVs as of November 6. This piece discusses key considerations when investing in closed-end funds and the
benefits of the construction of CEFX, which is the underlying index for the Invesco CEF Income Composite ETF
(PCEF) and the ETRACS 1.5X Closed-End Fund ETN (CEFD).

An Overview of Closed-End Funds.
While many investors are familiar with exchange-traded or open-ended funds, closed-end funds (CEFs) are
another popular investment vehicle that come with their own unique set of considerations. CEFs are 40-Act
mutual funds that trade on recognized stock exchanges, but, unlike their open-ended peers, CEFs are closed
to fresh contributions and redemptions. This gives CEFs an advantage over exchange-traded and open-ended
funds, as they are not required to hold cash in reserve in case of redemption activity. Additionally, they can
invest in less-liquid securities, which, in the case of bonds held to maturity, can provide insulation from market
turbulence. The majority of CEFs are actively managed. Active portfolio managers may employ proprietary
investment strategies aimed at enhancing yield or returns. Many CEFs also borrow against their assets in order
to further increase yields. As of the end of 2019, these funds held approximately $278 billion in assets, roughly
60% of which pursue yield-oriented strategies such as fixed income and covered call writing, emphasizing the
important role that high-income CEF strategies play in the broader market.

Understanding CEFX and its Advantaged Approach.
The most unique characteristic of CEFX lies in its 100% closed-end fund exposure. As a composite index,
CEFX includes every US-listed CEF with at least $100 million in total assets that meets its selection criteria.
Further screens are applied to define criteria for liquidity, management fee and discount/premium to NAV.
Currently, there are 129 CEFs in the index. Importantly, CEFs with high management fees are excluded, using
thresholds of 1.5% for new additions and 2% for existing constituents. This keeps the management fees from
meaningfully exceeding industry norms. Unlike most indexes, which weight constituents based on their
market capitalizations, CEFX weights its constituents based on their total net assets. Since most CEFs trade
at a discount to NAV, this weighting methodology produces a more accurate representation of the holdings
while a traditional market cap weighting could favor CEFs selling at premiums or rich relative valuations. Taken
together, the index rules applied to the selection of constituent funds provides beneficial risk mitigation.
CEFX also builds a smart beta component into its weighting methodology. Simply put, weights are adjusted
at quarterly rebalancings to give the CEFs with the highest discounts the highest weights and to reduce the
weights of CEFs trading at a premium to NAV. This is a technique often used by professional CEF investors,
because CEFs trading at a discount tend to revert to the mean in time. In turbulent markets, the discounts tend
to widen, and when market stability is restored, the discounts tend to narrow. Buying yield-oriented funds at a
discount increases the yield on their market prices and can provide additional returns when discounts narrow.
Through its smart beta weighting process, CEFX is engineered to take advantage of these discounts. The chart
on the following page shows the historical weighted-average discount of CEFX constituents. As of November 6,
the average discount had widened to 9.9%, demonstrating an opportunity for investors to capture attractive
income while capitalizing on NAV discounts.
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Additionally, CEFX avoids high levels of turnover, which can negatively impact index performance, by employing
buffers on total assets and liquidity at its quarterly reconstitutions. For example, a CEFX constituent must have
$100 million in AUM to be selected for inclusion in the index, but once in the index, the constituent would be
removed if its AUM fell below $75 million. Liquidity buffers are particularly important given the limited liquidity
of CEFs. As a result of these measures, CEFX has maintained very low turnover rates throughout its history,
thereby mitigating performance drag.

Diversification Benefits.
With hundreds of CEFs available to investors, the benefit of an index-based CEF investment strategy is that
it alleviates the required research and the single-security risk of choosing an individual CEF to purchase. By
including funds from 43 separate management companies, including many of the most prominent names
in the asset management industry like BlackRock, Eaton Vance, and Nuveen, CEFX represents beneficial
diversification. Each manager employs their own unique investment strategy, insulating the index from
potential one-off management missteps. Further enhancing diversification, included in CEFX are 45 funds that
specialize in investment-grade fixed income, 52 funds that specialize in high-yield fixed income, and 32 funds
that pursue option income or covered call strategies, as seen in the chart on the following page. Included in this
diversified investment mix are certain high-yielding instruments that fit well into the CEF structure, such as
bank loans, emerging-market bonds and, in the case of option income CEFs, global stocks. The diversification of
CEFX substantially mitigates individual CEF risk.
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The Case for CEFX.
The overall architecture of CEFX uses custom rules-based indexing technology to capitalize on the advantages
inherent in CEFs while diminishing the impact of potential drawbacks, such as high fees or premiums to
NAVs. Accordingly, CEFX has a complex methodology, but the end result has proven beneficial as evidenced
by long-term outperformance of CEFX relative to broader fixed income. Over the trailing 5 years, CEFX has
outperformed the Barclays US Aggregate Bond Index (LBUSTRUU) by over 1,700 basis points on a total-return
basis through November 6. Additionally, CEFX currently offers a yield of approximately 8.42% in an environment
where high yields are persistently hard to attain. For context, the ten-year US Treasury yield of 0.82% as of
November 6 sits 124 basis points below its five-year average, emphasizing the dearth of income opportunities in
today’s market environment.
Given its high income potential, advantaged construction, diversification benefits, and smart beta exposure
to elevated CEF discounts, CEFX represents a unique, sophisticated index for the CEF space. Going forward,
investors can benefit from elevated yields and steep discounts to NAV captured by the index.
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// Disclaimers
This Document Is Impersonal and Not a Solicitation. In
jurisdictions where Alerian, S-Network Global Indexes, or
their affiliates do not have the necessary licenses, this
document does not constitute an offering of any security,
product, or service. Alerian and S-Network Global Indexes
receive compensation in connection with licensing its
indices to third parties. All information provided by
Alerian and S-Network Global Indexes in this document is
impersonal and not customized to the specific needs of
any entity, person, or group of persons. Alerian, S-Network
Global Indexes, and their affiliates do not endorse, manage,
promote, sell, or sponsor any investment fund or other
vehicle that is offered by third parties and that seeks to
provide an investment return linked to or based on the
returns of any Alerian or S-Network Global Indexes index.
No Advisory Relationship. Alerian and S-Network Global
Indexes are not investment advisors, and Alerian, S-Network
Global Indexes, and their affiliates make no representation
regarding the advisability of investing in any investment
fund or other vehicle. This document should not be
construed to provide advice of any kind, including, but not
limited to, tax and legal.

Limitation of Liability. While Alerian and S-Network
Global Indexes believe that the information provided in
this document is reliable, Alerian and S-Network Global
Indexes shall not be liable for any claims or losses of any
nature in connection with the use of the information in
this document, including but not limited to, lost profits
or punitive or consequential damages, even if Alerian
and S-Network Global Indexes have been advised of the
possibility of same.
Research May Not Be Current. This document has been
prepared solely for informational purposes based on
information generally available to the public from sources
believed to be reliable. Alerian and S-Network Global
Indexes make no representation as to the accuracy or
completeness of this document, the content of which
may change without notice. Alerian and S-Network Global
Indexes expressly disclaim any obligation to update the
contents of this document to reflect developments in the
energy Master Limited Partnership sector. The methodology
involves rebalancings and maintenance of indices that
are made periodically throughout the year and may not,
therefore, reflect real-time information.

You Must Make Your Own Investment Decision. It is not
possible to invest directly in an index. Index performance
does not reflect the deduction of any fees or expenses.
Past performance is not a guarantee of future returns. You
should not make a decision to invest in any investment
fund or other vehicle based on the statements set forth in
this document, and are advised to make an investment in
any investment fund or other vehicle only after carefully
evaluating the risks associated with investment in the
investment fund, as detailed in the offering memorandum
or similar document prepared by or on behalf of the issuer.
This document does not contain, and does not purport
to contain, the level of detail necessary to give sufficient
basis to an investment decision. The addition, removal, or
inclusion of a security in any Alerian or S-Network Global
Indexes index is not a recommendation to buy, sell, or hold
that security, nor is it investment advice.

Linked Products. Alerian and S-Network Global Indexes
licenses its indexes to third parties for the creation of
investment funds or other vehicles. Alerian and S-Network
Global Indexes are not responsible for the information on
these websites or for anything that they provide.

No Warranties. The accuracy and/or completeness of
any Alerian or S-Network Global Indexes index, any data
included therein, or any data from which it is based is
not guaranteed by Alerian or S-Network Global Indexes,
and it shall have no liability for any errors, omissions, or
interruptions therein. Alerian and and S-Network Global
Indexes make no warranties, express or implied, as to
results to be obtained from use of information provided
by Alerian and S-Network Global Indexes and used in this
service, and Alerian and S-Network Global Indexes expressly
disclaim all warranties of suitability with respect thereto.

Copyright. No Unauthorized Redistribution. Alerian and
S-Network Global Indexes © 2020. All rights reserved. This
document, in whole or in part, may not be redistributed,
reproduced, and/or photocopied without prior written
permission.
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Policies and Procedures. Analytic services and products
provided by Alerian and S-Network Global Indexes are
the result of separate activities designed to preserve the
independence and objectivity of each analytic process.
Alerian and S-Network Global Indexes have established
policies and procedures to maintain the confidentiality
of material non-public information received during each
analytic process. Alerian, S-Network Global Indexes, and
their affiliates provide a wide range of services to, or
relating to, many organizations, and may receive fees or
other economic benefits from these organizations.
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