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Family Investing appreciation ( &7pré?shi?a?shin), n. 1. A favorable critical estimate. 2.
Retirement Focus Awareness or perception of excellence. 3. A rise in exchangeable value. 4! A
Resource Center significant investment advantage with closed-end bond funds.
Our Strategy
About Us What Investing in Closed-End Bond Funds Can Really Mean
Helpdesk
Home Most of us understand how mutual funds work. We buy shares from a company
SEARCH BUYanaHoLo | | that pools investors' money to buy securities. For this investment, we get the
| experience and knowledge of professional management of our money, the risk
= reduction of diversification in our investments, and the economy of the fund's
Go 'Slk' ability to buy and sell in large quantities. These familiar investment opportunities-
Custom Search
commonly called mutual funds- are actually more accurately known as open-end
mutual funds.
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- Many of us, however, have been less aware of closed-end funds. These funds
dldyou have the advantages of open-end mutual funds-professional management,
NOW... diversification, and economy of scale-plus some unique characteristics that make
them particularly appealing. Closed-end funds, unlike open-end mutual funds,
have a fixed number of shares issued. These shares are traded like stocks and, as
a result, they offer a variety of ways to increase the return on our investment that
IS NOW are not possible with open-end mutual funds. One of the most powerful
OFFERING advantages of closed-end fund investment is the ability to benefit from
INCOME market-price appreciation.
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It works like this. You decide to buy a closed-end bond fund whose NAV (net asset
value) is calculated at $10. But the trading price of the fund is not the same as the
A GREAT NAV. Your bond fund may, in fact, be trading at $8-a $2 discount from the NAV.
WAY TO Then, if the market shows a gain of 20% over a period of time and the NAV of the
FURTHER fund reflects the market performance, the NAV will move from $10 to $12-also a
20% gain. But, meanwhile, the trading price of the fund may move at a different
DIVERSIFY rate, say from the original $8 (a $2 discount from the NAV of $10) to $14 (a $2
YOUR premium on the NAV of $12). So, rather than a 20% gain, your closed-end bond
PORTFOLIO! investment has gained 75%.

click here to But let's consider what happens if the market doesn't advance. Even if the NAV

learn more... doesn't change at all and the trading discount doesn't actually turn into a trading
premium, you still can benefit from a higher yield on your investment if you bought
your closed-end bond funds at a discount. Since dividends are calculated on the
NAV and not on the trading price, a yield of 10% on an NAV of $10 ($1/$10) is
actually an effective yield of 12.5% ($1/$8) on your original $8 investment.

The structure of closed-end funds also provides other advantages to the fund
investor. Open-end mutual fund managers may be pressured to buy high and sell
low by a flood of new investors as the market tops or decreased investment as it
declines. By contrast, closed-end fund managers are dealing with a steady pool of
money. They have the ability to make decisions based on a long-term strategy that
is less subject to market fluctuations and can provide a high-level portfolio
performance.

Clearly closed-end funds offer some attractive investment opportunities. So what's
the catch? Well, as with all investments, it's important to do your homework. Some
closed-end funds invest in volatile markets that can move as much as 50%-up or
down-in a week. But many have long-term, stable management and performance
histories. Closed-end bond funds are also subject to the market risk that interest
rates will rise and lower the value of the bonds in the portfolio, or to the credit risk
that bond issuers will default. And, since closed-end funds are traded, they involve
broker commissions. Many open-end mutual fund investors buy directly from the
investment company and are not used to the broker costs incurred in trading.

Although they are less well known, closed-end funds have a long history-
beginning in 1893-and often shares have been passed from one generation to
another. They provide a unique, but often under appreciated opportunity for the
long-term investor.

The BUYandHOLD website contains links to third-party websites on the Internet. BUYandHOLD provides
these links to these websites only as a convenience to users of the website. Links on the BUYandHOLD
website are not endorsements by BUYandHOLD or Freedom Investments, implied or express, of the linked
sites or any products, services or links in such sites; and no information in such sites has been endorsed or
approved by BUYandHOLD. Linked sites are not under the control of BUYandHOLD or Freedom
Investments, and we are not responsible for the contents of any linked site or any link contained in a linked
site. No information contained in the BUYandHOLD website or accessed through any linked site, or any link
contained in a linked site, constitutes a recommendation by BUYandHOLD or Freedom Investments to buy,
sell or hold any security, financial product or instrument. Information accessed through linked sites is not,
nor should be construed as, an offer or a solicitation of an offer, to buy or sell securities by BUYandHOLD
or Freedom Investments. BUYandHOLD does not offer or provide any investment advice or opinion
regarding the nature, potential, value, suitability or profitability of any particular security, portfolio of
securities, transaction or investment strategy, and any investment decisions you make will be based solely
on your evaluation of your financial circumstances, investment objectives, risk tolerance, and liquidity
needs.
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