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Chuck Jaffe, in this episode of The NAVigator podcast interviewed Bryce Doty, senior portfolio
manager at Sit Investment Associates. Read the Q&A below as Bryce says that the market's
troubles this year have set closed-end funds up to be in a sweet spot, able to generate additional
returns that traditional mutual funds and ETFs can't get investing in the same spaces. Despite
those potential benefits, Doty acknowledges that most investors shy away from closed-end funds
for a lack of understanding, and also miss out on the benefits of running closed-end funds as a
portfolio or bucket of money rather than as a single investment or two that's part

of a larger portfolio.

o
Bryce Doty

The podcast can be found on AICA’s website by clicking here: https://aicalliance.org/alliance-

content/pod-cast/

CHUCK JAFFE: Bryce Doty, senior portfolio manager at Sit Investment Associates is here,
and we're talking about closed-end funds for these times now on The NAVigator. Welcome
to The NAVigator, where we talk about all-weather active investing and plotting a course to
financial success with the help of closed-end funds. The NAVigator’s brought to you by the
Active Investment Company Alliance, a unique industry organization that represents all
facets of the closed-end fund industry from users and investors to fund sponsors and
creators. If you're looking for excellence beyond indexing, The NAVigator will point you in

the right direction. Today we’re looking at closed-end funds with Bryce Doty, senior portfolio
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manager at Sit Investments Associates, which may be best known for its open-end mutual
funds, but which also runs about $1.7 billion in closed-end fund of funds for separate
accounts. You can learn more about the firm and all it does at SitInvest.com. You can learn
more about business-development companies, closed-end funds, interval funds and more at
AlCAlliance.org, the website for the Active Investment Company Alliance. Bryce Doty, thanks
for coming back to The NAVigator.

BRYCE DOTY: Thanks for having me, Chuck.

CHUCK JAFFE: I want to start with where closed-end funds are in this market, and what
happens when you, who are dealing with people in separate accounts, are talking to them
about closed-end funds. Quick story here, went to get my haircut, always talk with my barber
Gene Franco about investments, he’s talked about what he wants to do with some money
he’s got to put aside, where he’s very nervous of course about the market because the market
has sucked. There’s been no safe haven, stocks and bonds both down in the first half of the
year, recovering somewhat, but only somewhat. He’s describing what he wants, and I'm
thinking, you need to be putting some money into closed-end funds. You need the safety,
security, buy it at a discount, know that the portfolios going to be not changing all the time,
all the things that we consider benefits. And his response, “But I don’t understand how
closed-end funds work.” I think this is an ideal time for people to consider closed-end funds.
Of course, I understand them. How tough a sell are they right now? Because the discounts
get wider when things get bad, they look ugly at certain times, but boy, this would seem to
be the time where folks want to gravitate this way and the mass audience still doesn’t want
to go.

BRYCE DOTY: I agree. When the yield is this attractive, it’s high enough to get people’s
attention or willingness to learn something new. And the more they learn about closed-end
funds, the more they realize that they do understand 80% of what closed-end funds are
already. So you have to move from the familiar to the unfamiliar as you walk through and
educate people on things. For example, both open-end funds and closed-end funds, as well
as ETFs, are all 40 Act type funds. The SEC oversees all of them in a very similar manner. The
biggest difference between an open-end fund and a closed-end fund is that when you want
to get your money back, you sell your shares on the exchange much like an ETF, rather than

going to an open-end mutual fund and just asking them to send you your money. The result
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is that when there is a lot of selling pressure out of an ETF or a mutual fund, they have to go
and sell all of the bonds or stocks that are in the fund, and that can create a problem there at
the fund level. But doesn’t create a problem for you except for the fact that maybe the share
price is going down as they're selling all these securities to get people their money back.
Similarly in the closed-end fund, what we saw earlier this year, especially in bond funds,
where [ think it’s really attractive with the yields being up around six and seven percent right
now, you saw people afraid of rates going up, the Fed raising rates and bond prices going
down, and people were selling their closed-end funds. Again, they sell their shares on the
New York Stock Exchange, and that drove those prices down. So let’s think about the fund.
The fund itself didn’t have to sell anything, its bonds were still held, still earning interest, and
so there’s the difference between an open-end fund and a closed-end fund. The open-end
fund had to sell its underlying bonds, the closed-end fund did not. So when there’s problems
in the marketplace and everyone’s trying to sell their stocks or bonds or this or that, you've
got these closed-end funds that have normal cash flows coming in from principal and interest
payments, and they are the ones that have the source of liquidity and cash to buy these
undervalued securities out there. They don’t have selling pressure on them, so that really
helps the fund itself, and yet a lot of investors kind of panicked in the first half of this year.
Drove down the shares of everything, stocks, bonds, everything including closed-end funds.
As a result right now, you can get a fund at these six and seven percent yields, on an
investment-grade quality bond fund. We just think that’s a very attractive opportunity right
here.

CHUCK JAFFE: It’s interesting to me as well that even when you can get somebody to say,

»n «

“Yes, | want closed-end funds,” “I'm interested in closed-end funds,” and I get this from my
audience on Money Life all the time, they’re interested in adding a closed-end fund, maybe
two. They can see the benefit of closed-end fund investing, but they don’t necessarily
understand the benefits of what you guys are doing when you’re building closed-end fund of
funds in separate accounts. Why is there a significant benefit to having a portfolio? Why do
you want to make sure you're well diversified in closed-end funds? If you have other 40 Act

funds carrying the water in certain places, why is maybe not better to say, “I want to have a

closed-end fund,” but to say, “For this bucket of my money I want all closed-end funds”?
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BRYCE DOTY: Well, the value that Sit Investments adds to a portfolio management style
within closed-end funds is the ability to pair different funds together and put a basket of
funds that will be actively managed depending on how things are going in the economy. For
example, there are some very attractive inflation-linked funds, so we moved into those funds
in anticipation of the recent spike in inflation. They did very, very well as you can imagine.
And you can also add a lot of diversity, because each one of these funds is already diversified.
If you put 10 of them together, let’s say two mortgage funds, two corporate funds, a couple
of government funds, you literally have an array of hundreds if not thousands of different
underlying bonds across all of those funds. And we typically will have a portfolio of 25 to 40
different funds, and so you can imagine the degree of diversification that you can get from
that. We also have strategies that mix stocks and bonds, where we are looking at a universe
of 450 different closed-end funds, and selecting from that group whichever ones we think
offer the best opportunity. Another layer of diversification that we like particularly as a
source of alpha return that, in this case has nothing to do with the underlying stock and bond
markets, are funds that are having some sort of event; like they might be buying back some
of their own shares and you can get a gain on the amount of shares that they repurchase from
you. There are funds that are trying to grow, and the only way a closed-end fund can grow is
to tell its shareholders, “Okay, for every three shares you own you have the right to buy a
new share, and we’ll allow you to buy that new share at a discount,” 5-7% or something
below wherever the shares are trading. That’s another source of return that you can’t get in
another type of fund. And it also again is a diversified source of return because it's not
dependent on stocks or bonds or economy or recessions or anything like that, it’s just
another source of return.

CHUCK JAFFE: And thinking of discount as future return is another key way, when you're
seeing things go down, you should be thinking of discount. Yes, it allows me to buy in cheap,
but it’s kind of like I'm getting future return on the cheap, right?

BRYCE DOTY: And that’s a huge source of the current yield, is the discount. So with the
selling that happened earlier in the year, the share price on the New York Stock Exchange,
the market price of closed-end funds went down even though the underlying net asset value
per share that the fund says, “Hey, if you add up the value of all of our securities, here’s what

the share price would be worth,” it just gapped out. The selling pressure caused, in some
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cases, the difference in price to be 10%. It’s closer to 7% right now, but for a while, as recent
as July, we were able to get funds at a price that was 10% of a discount below what the actual
value of the underlying securities were. Well, obviously the lower the price that you're
paying, the better the yield, the more income that you get. Because it’s going to pay the same
dividend, you might as well get it at a lower price, and by default, your yield to you is
definitely higher. So that’s another great source of income, great source of return. And then
when things blow over, when things get better, you'll see that discount narrow back in, so
you can get 5-6% from the income on an investment-grade bond portfolio, plus 2-3% more
as the discount narrows. And there’s other sources of return, so we’ll actually actively trade
between one fund and another because some funds will have a good day, some will have a
bad day, and you can rotate between them. We estimate that that adds another 1% over the
course of the year. So the forward 12-month return could easily be double digits, I just don’t
see the opportunity in a generic bond fund having that kind of return potential.

CHUCK JAFFE: Bryce, really interesting, thanks so much for joining me to talk about it.
BRYCE DOTY: Thank you for having me.

CHUCK JAFFE: The NAVigator is a joint production of the Active Investment Company
Alliance and Money Life with Chuck Jaffe. And yes, that’s me, you can check out my show on
your favorite podcast app or at MoneyLifeShow.com. To learn more about closed-end funds,
interval funds, and business-development companies go to AICAlliance.org, the website for
the Active Investment Company Alliance. On Facebook and LinkedIn @AICAlliance. Thanks
to my guest, Bryce Doty, he’s senior portfolio manager at Sit Investment Associates, which
runs about $1.7 billion in closed-end fund of funds for separate accounts. Learn more at
SitInvest.com. And if you like what you heard, well, he appeared on the August 12th edition
of Money Life in an extended, big interview. You can check that out at MoneyLifeShow.com.
The NAVigator podcast is new every Friday, ensure you don’t miss one by signing up and
following us on your favorite podcast app. And until we do this again, happy investing
everybody.

Recorded on August 11, 2022

To request a particular topic for The NAVigator podcast please send an email to:
TheNAVigator@AlCalliance.org
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Click the link below to go to the home page of Active Investment Company Alliance to learn more:
https://AlCalliance.org/

Disclosure: Views and opinions expressed are for informational and educational purposes only as of the
date of production/writing/speaking and may change without notice at any time based on a multitude of
factors. Speaker's/presenter's/author's opinions are their own and may not necessarily represent the
opinions of AICA, its Board, or its staff.- Materials may contain “‘forward-looking” information that is not
purely historical in nature, such as projections, forecasts, market return estimates, proposed or expected
portfolio composition, and other items. Listed closed-end funds and business development companies
trade on exchanges at prices that may be above or below their NAVs. There is no guarantee that an
investor will be able to sell shares at a price greater than or equal to the purchase price or that a closed-
end fund's discount will narrow. Non-listed closed-end funds and business development companies do not
offer investors daily liquidity but rather offer liquidity on a monthly, quarterly or semi-annual basis, often
on a small percentage of shares. Closed-end funds often use leverage, which can increase the fund's
volatility (i.e., risk). Actual distribution amounts may vary with fund performance and other conditions.
Past performance is no guarantee of future results. This material is not intended to be a recommendation
or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment
strategy, and is not provided in a fiduciary capacity. Shares of closed-end funds are subject to investment
risks, including the possible loss of principal invested. Closed-end funds frequently trade at a discount to
their net asset value (NAV).
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