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Using Closed-End Funds to Derive 
Discounts for Lack of Control 

By Ray Bratcher 

Editor’s Note: BVU invites reader feedback on 
the use of closed-end fund data. How do you 
use these data in your appraisals? What sources 
do you use for closed-end fund data? Are you 
getting the data you need and in the format you 
need? Send your feedback by email to andyd@
bvresources.com. We will share the feedback we 
receive in a follow-up article. Thanks for your help!

Closed-end fund (CEF) data are commonly used 
to derive discounts for lack of control (DLOC) 
for closely held holding companies invested in 
marketable securities. CEFs are the most com-
parable public proxies to investment-holding 
companies because both have a limited number 
of shares available to investors. These shares 
must be purchased from other investors instead 
of the fund itself. In contrast, open-ended funds 
(such as mutual funds) have an unlimited number 
of shares that may be issued or redeemed. CEFs 
are traded in the public market, and their prices 
represent minority interests in fully marketable 
securities. The net asset value (NAV) of a CEF 
can be compared to its freely traded price to 
determine whether the market is providing a dis-
count (or premium) to a minority interest. 

For larger valuation practices, CEF data are easily 
obtained through comprehensive databases, 
such as Bloomberg Professional. However, for 
smaller firms, which may not be able to justify 
the cost of a Bloomberg terminal, obtaining his-
torical information on these funds might be more 
challenging. As this article was written, we had 
recently lost access to our primary CEF data 
source. The Factiva database (maintained by Dow 

Jones) previously allowed us to select, purchase, 
and download Barron’s Market Week closed-end 
fund articles, published every Friday, in word 
processor format for ease of import into spread-
sheets for analysis. We also use Morningstar’s 
Principia database to analyze certain quantitative 
factors as of the end of each month, including 
fund size and diversification, but this, too, will 
be phased out in the coming months. As with 
many databases, affordable “on-demand” or 
limited-access databases are being discontinued 
and replaced with more expensive subscriptions, 
which provide a great deal more information than 
most valuation professionals need.

So, where can we obtain CEF data? Here are 
some suggestions:

1. Your local library, of course! Libraries 
will often have back issues of Barron’s 
Market Week or The Wall Street Journal 
for free. However, this can be a time-
consuming endeavor since it requires 
making a trip to the library, finding the 
appropriate publication, manually enter-
ing data into a spreadsheet, and check-
ing through the data input before the 
analysis can begin. These publications 
also have limited quantitative information 
related to CEFs.

2. The Wall Street Journal provides daily 
CEF data (NAV, market price, and 
52-week returns) for free online. However, 
historical data are not available, which 

http://www.bvresources.com/ip
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makes this almost useless for retrospec-
tive valuations.

3. Lipper Inc., a Thomson Reuters 
company, provides historical CEF data 
with more than 65 performance and risk 
calculations. The Lipper database is 
one of the most comprehensive data-
bases available and provides its data in 
spreadsheet format. 

This article will walk through an analysis of CEFs 
using data from Lipper. This is not an end-all, 
be-all example of what to consider when deriving 
a DLOC from CEFs but should provide a good 
starting point for completing a thorough analysis.

Data presentation. Lipper provides an exten-
sive amount of information for each fund. Some 
of the data fields that may be relevant to assess-
ing a DLOC are listed below:

• Fund name;

• Ticker;

• Fund classification;

• Fund investment objective;

• Total fund NAV;

• NAV per share;

• Price per share;

• Premium/discount;

• Annualized and 12-month distribution yield;

• 12-month total return (reinvested dividend 
and capital return);

• Top 10 holdings percentage of total fund 
NAV;

• Number of securities in portfolio;

• Fund leverage as a percentage of NAV; and

• Historical 12-month trend of discounts/
premiums.
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Exhibit 1. Selected Closed-End Funds

Fund Ticker
NAV per 
Share

Price per 
Share

Discount  
From NAV

Adams Express Co. ADX  13.73  11.96 -12.9%

Advent/Claymore Enhanced Growth & Income Fund LCM  11.05  9.78 -11.5%

Boulder Growth & Income Fund Inc. BIF  9.55  7.44 -22.1%

Boulder Total Return Fund Inc. BTF  27.05  21.17 -21.7%

Central Securities Corp. CET  26.50  21.09 -20.4%

Cohen & Steers Closed-End Opportunity Fund Inc. FOF  13.90  13.13 -5.5%

Cohen & Steers Dividend Majors Fund Inc. DVM  15.62  14.31 -8.4%

Cornerstone Strategic Value Fund Inc. CLM  5.46  7.31 33.9%

Cornerstone Total Return Fund Inc. CRF  4.96  6.98 40.7%

Denali Fund DNY  24.12  19.46 -19.3%

Eagle Capital Growth Fund GRF  8.55  7.70 -9.9%

Eaton Vance Tax-Advantaged Dividend Income Fund EVT  19.70  18.26 -7.3%

First Trust Dividend and Income Fund FAV  9.22  8.14 -11.7%

Gabelli Dividend & Income Trust GDV  21.20  19.31 -8.9%

Gabelli Equity Trust Inc. GAB  6.31  6.66 5.5%

General American Investors Company Inc. GAM  36.97  31.94 -13.6%

Guggenheim Enhanced Equity Income Fund GPM  8.90  8.83 -0.8%

Guggenheim Enhanced Equity Strategy Fund GGE  18.70  17.73 -5.2%

Guggenheim Equal Weight Enhanced Equity Income Fd GEQ  19.75  18.19 -7.9%

John Hancock Tax-Advantaged Dividend Income Fund HTD  20.71  18.82 -9.1%

Liberty All-Star Equity Fund USA  5.86  5.20 -11.3%

Nuveen Tax-Advantaged Total Return Strategy Fund JTA  13.08  12.38 -5.4%

Royce Focus Trust Inc. FUND  7.65  6.98 -8.8%

Royce Micro-Cap Trust Inc. RMT  12.10  10.81 -10.7%

Royce Value Trust Inc. RVT  16.88  15.16 -10.2%

Source Capital Inc. SOR  65.59  61.71 -5.9%

Special Opportunities Fund Inc. SPE  18.74  16.93 -9.7%

Tri-Continental Corp. TY  20.54  17.90 -12.9%

Zweig Fund Inc. ZF  14.60  12.81 -12.3%

Foxby Corp. FXBY  2.32  1.64 -29.3%

Liberty All-Star Growth Fund Inc. ASG  4.97  4.48 -9.9%

Eliminated Funds - Investments Not Similar

Cornerstone Progressive Return Fund CFP 4.32 5.79 34.0%

Engex Inc. EXGI 3.93 3.00 -23.7%

Equus Total Return Inc. EQS 3.11 1.91 -38.6%

Eliminated Funds - Not Traded on an Exchange

Ladenburg Thalmann Alternative Strategies Fund 9.79 N/A N/A

Franklin Mutual Recovery Fund; A 10.83 N/A N/A

Franklin Mutual Recovery Fund; Advisor 10.91 N/A N/A

Franklin Mutual Recovery Fund; C 10.68 N/A N/A

http://bvresources.com
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Lipper provides additional data related to mea-
suring performance and risk for portfolio man-
agement, including forecasted returns, Jensen’s 
alpha, Sharpe ratios, and 
a variety of betas, among 
numerous other factors. 
They also provide formu-
las for calculating these 
measures in “Lipper 
Investment Management, 
Lipper Calculations, A 
Methodology Guide.” In 
general, many of these 
measures are not perti-
nent to deriving a DLOC.

Selecting closed-end funds. The first step in 
deriving a DLOC is the selection of the appropri-
ate CEFs. As of the date this article was written, 
there were 633 CEFs,1 and Lipper provides 
data on all of the funds. While it is unlikely to 
identify a group of funds that exactly mimic the 

1  Closed-End Fund Association Inc., www.cefa.com/
FundSelector/Classifications.fs.

investment portfolio(s) of a closely held holding 
company, a group of CEFs with similar assets 
can be compiled to derive more meaningful con-

clusions. The objective is 
to consider CEFs that are 
most comparable to the 
subject holding company 
but retain enough funds 
to conduct a meaningful 
analysis.

As an example, let’s 
assume that an appraiser 
has been engaged to 
value Holdco LLC, which 
owns more than 20 equity 

securities in U.S. companies diversified across 
a relatively wide range of industries. Based on 
Lipper’s system of classification, the most com-
parable CEFs would be those that are invested in 
U.S. domestic equity securities (USDE). Seventy-
five percent of the USDE funds’ portfolios must 
consist of U.S. equity securities. In general, funds 
with portfolios that include 25% of international 

Exhibit 2. Yields on NAV vs. Discounts
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The median and average of the 
CEF discounts can be used as 
starting points in developing 
a DLOC and are perhaps the 
most frequently used among 

valuation professionals.
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equity securities or more are classified as world 
equity funds. Lipper makes exceptions to this 
threshold if a fund is temporarily invested in inter-
national equity securities. As of June 30, 2013, 38 
funds fit into the USDE category. A list of these 
funds and their discounts from NAV is presented 
in Exhibit 1.

As with most data sources used by valuation 
professionals, it is not advisable to blindly rely on 
Lipper’s classification system (or any other data-
base for that matter). Therefore, the final step of 
the selection process is to ensure the group’s 
relevance. As can be seen in Exhibit 1, seven 
funds were eliminated from our analysis. Three 
funds were eliminated because their investment 
portfolios were deemed too dissimilar to Holdco 
LLC to be comparable:

1. Cornerstone Progressive Return Fund—
Invests in CEFs focused on diversified 
and sector-specific U.S. equity and fixed 
income securities;

2. Engex Inc.—Invests primarily in the bio-
technology sector; and

3. Equus Total Return Inc.—Nearly 75% of 
its portfolio consists of cash.

The remaining four CEFs are interval funds that 
are not traded on an exchange and, therefore, 
were not given further consideration in our analy-
sis.2 While other eliminations are possible, this 
should illustrate why funds must be analyzed 
further before using them to derive a DLOC. 
For purposes of this article, we will analyze the 
remaining 31 USDE funds.

Comparative analysis—quantitative factors. 
The Lipper database allows us to analyze a 
number of quantitative factors, including yield 
on NAV, size, leverage, number of investments 
within the portfolio, and diversification. We can 
attempt to find some relationship between each 
of these factors and discounts from NAV to 
determine what DLOC would be appropriate for 
the subject holding company. One of the more 
obvious approaches to identifying a relationship 
between two variables is through the use of a 

2 Interval funds are closed-end funds that are periodi-
cally opened for refunding over predetermined periods.

Exhibit 3. Yields vs. Discounts
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simple linear regression. While this article is not 
a lesson in statistics, a regression analysis will 
result in an equation that attempts to predict 
the value of one variable (the DLOC) based on 
another variable (a quantitative factor) and the 
coefficient of determination (better known as 
R-squared), which indicates how much of the 
data the regression equation explain. In Exhibit 2, 
we plotted the discounts and yields for the USDE 
funds and show the resulting linear regression. 

Wow! A 0.919 R-squared! In layman’s terms, the 
regression equation can explain 91.9% of the 
data points in Exhibit 2. However, it is important 
to point out that two obvious outliers are in this 
dataset. To measure the impact of the outliers 
on the regression analysis, they were removed 
and the data were regressed again, as shown in 
Exhibit 3.

After removing the two outliers, the R-squared 
has declined to 0.6569. The argument as to 
whether the relationship is statistically relevant 
is beyond the scope of this article, but it is clear 
that the relationship is not as clear-cut as it had 
appeared in Exhibit 2. However, it still appears 
that the highest yielding CEFs traded at lower 
discounts to NAV compared to funds that had 
little or no yield.

The existence of a relationship between dis-
counts and the various quantitative factors can 
be identified in other ways. If the CEFs are sorted 
by yield and the discounts separated into quar-
tiles, an appraiser can analyze potential relation-
ships between the two variables. This analysis is 
summarized in Exhibit 4.

This analysis draws essentially the same con-
clusions as shown in Exhibits 2 and 3, except 
without the use of statistics. While there is no 
meaningful difference between discounts in the 
middle quartiles, funds with the lowest yields on 
NAV tended to trade at the highest discounts and 
CEFs with the highest discounts tended to trade 
at the lowest discounts or at premiums. There 
are obvious inconsistencies in this relationship, 
as some funds with lower yields traded at lower 
discounts than other funds with relatively high 
yields. However, the data in Exhibit 4 indicate 

that there might be some support for adjust-
ing the median or average discount of the CEFs 
based on the subject holding company’s yield. 
This type of analysis can be completed for any 
quantitative factors. 

Comparative analysis—qualitative factors. 
An analyst can consider a number of qualitative 
factors to further support an adjustment to the 
CEF discounts. Some of these factors include:

• In many cases, a closely held holding 
company lacks the breadth of the invest-
ment management teams that manage the 
CEFs. 

• While diversification, in terms of top 10 
holdings, may be quantitatively explained 
by the CEF data, it does not necessarily 
encompass a privately held holding com-
pany’s lack of industry diversification. This 
might support an increase in the selected 
DLOC.

• Investors in almost all closely held holding 
companies lack the regulatory protections 
and access to information enjoyed by inves-
tors in CEFs and provided by the Securities 
and Exchange Commission. 

• Investment holding companies are often 
not restricted in the nature of their assets, 
and a minority investor is typically at the 
mercy of the manager. A manager could 
potentially sell existing assets to purchase 
less liquid investments, such as real estate, 
private equity securities, or art. 

• CEF discounts and premiums fluctuate with 
changes in market conditions, particularly 
with fixed income funds. Consideration of 
historical trends could be helpful if CEFs 
are trading at abnormal premiums or 
discounts.

• Risk factors that are unique to the invest-
ments held by the subject holding company 
might not be accounted for in the CEF 
discounts and may have an impact on the 
DLOC.
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Exhibit 4. Analyzing Potential Relationships Between Yield and Discounts

Fund Ticker
NAV per 
Share

Price 
per 

Share

Discount 
From 
NAV

12-Month 
Yield on 

NAV
Quartile 

Mean
Quartile 
Median

Boulder Total Return Fund Inc. BTF  27.05  21.17 -21.7% 0.0%

-18.66% -19.87%

Denali Fund DNY  24.12  19.46 -19.3% 0.0%

Foxby Corp. FXBY  2.32  1.64 -29.3% 0.0%

General American Investors Company Inc. GAM  36.97  31.94 -13.6% 0.0%

Central Securities Corp. CET  26.50  21.09 -20.4% 0.1%

Eagle Capital Growth Fund GRF  8.55  7.70 -9.9% 0.5%

Boulder Growth & Income Fund Inc. BIF  9.55  7.44 -22.1% 1.1%

Adams Express Co. ADX  13.73  11.96 -12.9% 1.3%

Tri-Continental Corp. TY  20.54  17.90 -12.9% 2.7%

-9.79% -10.19%

Royce Value Trust Inc. RVT  16.88  15.16 -10.2% 4.0%

Royce Micro-Cap Trust Inc. RMT  12.10  10.81 -10.7% 4.1%

Royce Focus Trust Inc. FUND  7.65  6.98 -8.8% 4.3%

Source Capital Inc. SOR  65.59  61.71 -5.9% 4.3%

Gabelli Dividend & Income Trust GDV  21.20  19.31 -8.9% 4.6%

Liberty All-Star Equity Fund USA  5.86  5.20 -11.3% 4.8%

Liberty All-Star Growth Fund Inc. ASG  4.97  4.48 -9.9% 5.1%

-9.44% -9.49%

John Hancock Tax-Advantaged Dividend 
Income Fund

HTD  20.71  18.82 -9.1% 5.2%

Zweig Fund Inc. ZF  14.60  12.81 -12.3% 5.4%

Cohen & Steers Dividend Majors Fund 
Inc.

DVM  15.62  14.31 -8.4% 5.4%

First Trust Dividend and Income Fund FAV  9.22  8.14 -11.7% 5.7%

Eaton Vance Tax-Advantaged Dividend 
Income Fund

EVT  19.70  18.26 -7.3% 6.1%

Nuveen Tax-Advantaged Total Return 
Strategy Fund

JTA  13.08  12.38 -5.4% 6.7%

Advent/Claymore Enhanced Growth  
& Income Fund

LCM  11.05  9.78 -11.5% 6.7%

Cohen & Steers Closed-End Opportunity 
Fund Inc.

FOF  13.90  13.13 -5.5% 7.1%

6.39% -2.99%

Special Opportunities Fund Inc. SPE  18.74  16.93 -9.7% 7.3%

Guggenheim Equal Weight Enhanced 
Equity Income Fd

GEQ  19.75  18.19 -7.9% 8.2%

Gabelli Equity Trust Inc. GAB  6.31  6.66 5.5% 9.4%

Guggenheim Enhanced Equity Strategy 
Fund

GGE  18.70  17.73 -5.2% 9.8%

Guggenheim Enhanced Equity Income 
Fund

GPM  8.90  8.83 -0.8% 10.7%

Cornerstone Strategic Value Fund Inc. CLM  5.46  7.31 33.9% 30.1%

Cornerstone Total Return Fund Inc. CRF  4.96  6.98 40.7% 31.0%

http://bvresources.com
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Any adjustment based on qualitative factors 
will be subjective and, therefore, must be sup-
ported by common sense. In some cases, an 
adjustment based only on qualitative factors 
may not be supportable. Instead, these factors 
can be frequently used in conjunction with a 
quantitative analysis to support the selection 
of a DLOC.

Selecting the DLOC. The median and average 
of the CEF discounts can be used as starting 
points in developing a DLOC and are perhaps 
the most frequently used among valuation pro-
fessionals. How the starting discount is selected, 
however, needs to make sense. For example, if 
an analyst has compiled 10 CEFs as a market 
proxy for the subject holding company and no 
outliers are in their discounts from NAV, it may 
be more appropriate to use an average instead 
of a median, as there are relatively few data 
points. On the other hand, if 80 funds are in the 
relevant CEF group with numerous outliers, the 
median would likely provide the best starting 
point. 

Adjusting from the starting point for quantita-
tive and qualitative factors also needs to make 
sense. If there is a clear relationship between 
a quantitative factor and discounts from NAV, 
an analyst can use it to derive the appropri-
ate DLOC. However, making adjustments to an 

average or median based on unclear quantita-
tive relationships or qualitative factors can be 
tricky and compromise results. Ignoring these 
factors is just as risky, as it can give the analy-
sis a superficial and incomplete appearance. 
Similar to almost everything else in the valuation 
world, it is important that the facts and circum-
stances in each case be carefully considered 
when adjusting from the median and average 
discounts indicated by the CEFs. 

About Lipper. Lipper, a Thomson Reuters 
company, is a global leader in supplying analytical 
tools, commentary, and investment information 
for mutual funds, closed-end funds, exchange 
traded funds, hedge funds, and insurance prod-
ucts. Its benchmarking and classifications are 
widely recognized as the industry standard by 
asset managers, fund companies, and finan-
cial intermediaries. Lipper’s reliable fund data, 
fund awards designations, and ratings informa-
tion provide valued insight to advisors, media, 
and individual investors. For more information 
related to the Lipper database, please visit www 
.lipperweb.com.

Ray Bratcher is an analyst at Trugman Valuation 
Associates Inc. in Fort Lauderdale, Fla. He can be 
reached at ray@trugmanvaluation.com. 

http://www.lipperweb.com/
http://www.lipperweb.com/
https://remote.bvresources.com/OWA/redir.aspx?C=7880b62ae7f443b185314c71e61f0a68&URL=mailto%3aray%40trugmanvaluation.com


Subscribe Today at www.BVResources.com/BVU 
If you prefer, fax this form to our secure line: (503) 291-7955 or call (503) 291-7963

BVR
What It’s Worth

Business Valuation Resources, LLC  .  1000 SW Broadway, Ste. 1200  .  Portland, OR 97205  .  (503) 291-7963  .  www.BVResources.com

Billing Information:

  ❏ Visa   ❏ Mastercard   ❏ AMEX   ❏ Check payable to:   Business Valuation Resources, LLC
                 

❏  Yes! I’d like to subscribe to BVUpdate for $419.00/year (Priority code: PRIOR1365).

Credit Card #: Exp. Date: Sec. Code:

Cardholder Name & Address (if different):

 Name:  Firm: 

 Address:  City,State,Zip: 

 Phone:  Fax:  E-mail: 

Business Valuation Update™ (BVU) keeps you at the center of the business valuation  
profession. You’ll get the new thinking from leading appraisers, detailed reports from  
valuation conferences (even when you can’t attend yourself), analysis of new approach-
es and court decisions, regulatory and standards updates, and more!  Your subscription  
includes the monthly BVU (in PDF or print), weekly news updates (via BVWire) and online 
access to all previous issues — everything you need to stay current on your challenging and  
rewarding profession. 

Benefit with the BVU: 

•	 Stay current on changes at FASB, TAF, IASB, DOL, and the many other regula-
tory agencies and courts that influence how valuation is practiced

•	 Get analysis of “landmark” cases in key business valuation issues such as  
discounts for lack of marketability, control premia, the effect of taxes in S  
Corporations, and more

•	 Access excerpts from BVR’s monthly Economic Outlook Update including  
historical economic data and forecast charts

•	 Quickly access all current and historical issues—so you can always find the  
valuation approach, case, or source you need

•	 Better support your valuation conclusions by incorporating the latest research 
and findings in your reports or expert witness testimony

•	 Access cost of capital highlights from Duff & Phelps, monthly economic update 
summaries you can use in your reports, and a calendar of the best CPE from 
ASA, NACVA, the AICPA, BVR and others

Business Valuation Update™

Subscribe Today! 
$419.00/year


	BVU-December 2010



