
HANDBOOK OF INVESTING IN CEFs AND ETFs



MOST INNOVATIVE NEW ETF PRODUCT IN 2006
To the Fund Sponsor who came up with the most innovative
New Product in 2006
Winner:
ProShares

BEST SHAREHOLDER RELATIONS IN 2006
To the Fund Sponsor who practices best financial disclosure
and is proactive in & shareholder communications
Winner:
Vanguard Financial Advisor Services

BEST INVESTOR RELATIONS WEBSITE IN 2006
To the Fund Sponsor who maintains the most informative and
user friendly financial website
Winner:
iShares managed by Barclays Global Investors

MOST INNOVATIVE INDEX IN 2006
To the Fund Sponsor who came up with the most innovative
Index in 2006
Winner:
WisdomTree Investments, Inc.

FOR CONTRIBUTION TO THE ETF SECTOR IN 2006
Awarded to an individual for his/her contribution to the ETF
sector in 2006
Winner:
Bruce Bond, President, PowerShares

BEST ETF FOCUSED PUBLICATION IN 2006
Awarded to the publication covering the ETF sector 
most thoroughly
Winner:
IndexUniverse

page 7









Closed-End Funds and ETFs have experienced a dramatic increase in the number and variety
of asset classes available for investment. Also, there is a multitude of investment strategies and
methods presenting investors with substantial choices fitting their objectives and risk profile.

Capital Link has made a strategic commitment to the Closed-End Fund and ETF sector aiming
to facilitate the exchange of information among the funds and the investing public. 

In this context, our Closed-End Fund and Global ETF Forum, in its 6th year now, plays a key
role and has established itself as a key industry Forum. Its goal is to present the investment

community with the latest developments and trends in the area of CEFs and ETFs and to facilitate the effective interaction
among a diversified audience which includes analysts, fund managers, product specialists, financial planners, financial
advisors, private bankers, retail and institutional brokers, and the investment community at large.

Our cooperation with all the Stock Exchanges, analysts, major brokerage firms and financial advisors actively involved
with CEFs and ETFs and our partnership with major financial media ensure a Forum agenda covering the latest and most
interesting topics, as well as attendance by a large and high caliber investor group coupled with continuing and extensive
publicity after the event. 

Within the context of our Forum, we also organize annually the Closed-End Fund & ETF Awards, aimed to identify and
recognize those fund sponsors and executives who consistently apply high standards of financial disclosure, investor and
shareholder relations. The Awards are based on nominations by a committee of analysts and industry specialists who actively
follow CEFs and ETFs. Capital Link is not part of the Nominating Committee.

We want to express our sincere thanks and appreciation to the analysts, the sponsors and our media partners who have
contributed to the continued success of this event.

With the occasion of the Forum, we took the initiative of putting together this Handbook to provide investors with lasting
information on key topics covered in our Forum and as well as on the CEF and ETF industry in general.  We hope you will find
it useful.

Sincerely,
Nicolas Bornozis

President

Investor Relations and Financial Communications
YOUR LINK WITH THE GLOBAL INVESTMENT COMMUNITY

230 Park Avenue, Suite 1536, New York, NY 10169, Tel.(212) 661-7566, Fax (212) 661-7526
www.capitallik.com • www.capitallinkforum.com

FACILITATING THE EXCHANGE OF INFORMATION
AND INTERACTION AMONG CEFs AND ETFs

AND INVESTORS
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6th ANNUAL CLOSED-END FUND & GLOBAL ETF FORUM

FOR INFORMATION ON
CEFs AND ETFs

www.closedendfundforum.com
www.etfforum.com
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As ETF experts, XTF builds extremely well-diversified portfolios that fully
exploit the advantages of ETFs—their transparency, diversification, low-cost
and tax-efficiency. These key ETF characteristics allow the ability to precisely
measure and manage asset class exposure never before available in the
investment industry. XTF capitalizes on this capability within its core active
management strategies which employ tactical asset allocation.  

XTF products using this new investment paradigm are available in a broad
spectrum of structures:  unit investment trusts, separately managed accounts,
open- and closed-end funds, variable insurance trusts, 401(k)s and all sub-
advised vehicles.   

XTF Investment Strategy: ETF-based Tactical Asset Allocation 
XTF’s core investment strategy involves three steps.  

First, XTF creates strategic asset allocations using state of the art
algorithms that optimize the expected return-risk tradeoff. The company
annually reviews the strategic asset allocation of each portfolio to assess the
relative performance of each asset class and the portfolio as a whole.  This
attribution analysis enhances XTF’s ability to offer optimal portfolios. 

Next, XTF builds each portfolio using ETFs—ETFs that we have
determined through our proprietary ETF research and analysis provide the best
match for each asset class in the strategic allocation. The portfolios use ETFs
for their low cost, their transparency, their minimal tracking error, liquidity,
and, perhaps most importantly, because ETFs can be used to target asset
classes with pinpoint precision. 

Finally, XTF applies a tactical asset allocation (TAA) model to the
portfolios. The TAA aims to deliver superior investment results through a
proprietary, active asset allocation methodology, not by security selection. The
model quantifies the attractiveness of equities verse bonds by considering
multiple measures ranging from relative value indicators to the state of the
economy. XTF uses the model output to adjust the strategic allocations in each
asset class with the objective of enhancing returns while reducing investment
risk. 

XTF’s Tactical Asset Allocation (TAA) model was developed over many
years of financial and econometric research. On a daily basis the tactical
model looks at multiple characteristics for each equity asset class and
assesses its risk/return potential versus bonds. If the model registers that the
outlook for large cap equities, for example, is favorable compared to bonds,
the model will generate a signal to overweight the large cap allocation. 

The model allows the portfolio to dynamically take advantage of strong
market asset classes or capitalize on favorable investment opportunities for
one asset class over another. Note that the TAA will not change the types of
investments in a portfolio, only the percentage of the portfolio invested in
particular asset classes. 

XTF Products and Services 

XTF’s Target Date ETF Portfolios (2010 – 2040+) ETF model (lifecycle)
portfolios with a strategic glide path that adjusts the asset allocation year by

year as the investor ages over time. The signals of the XTF TAA model are
used to modify asset class exposure opportunistically with market movements. 

ETF Tactical Portfolios: Core risk-based ETF portfolios with graded levels
of equity, designed to fit the risk profiles of long-term investors — from the
most conservative to the most aggressive.  

ETF Sector Rotation and Country Rotation Portfolios: Two ETF portfolios
that tactically allocate assets into and out of sectors or countries based on a
quantitative model and a strict buy and sell discipline. The rotation portfolios
are implemented using a variation of the TAA model described above.
However, they model each sector or country in place of the core equity
classes that comprise our core products. These portfolios employ a binary
strategy, where the portfolio is either completely in or out of a sector/country
depending on whether the model has a bullish or bearish view on the
sector/country.  If XTF believes that a sector or country will underperform
intermediate term U.S. Treasuries (UST) it will move completely out of that
sector or country and into the intermediate-term UST. Conversely, if the sector
or country is expected to outperform the intermediate-term UST, XTF will invest
in the sector or country ETF.  Sectors/countries are equally weighted. 

There are 10 sectors modeled in the Sector Rotation Portfolio: defined by
the S&P 500 Global Industry Classification Structure (GICS): Financials,
Information Technology, Health Care, Consumer Staples, Telecommunication
Services, Consumer Discretionary, Materials, Industrials, Utilities, Energy. 

There are currently 13 countries included in the Country Rotation Portfolio:
The Netherlands, Germany, France, Switzerland, Italy, United Kingdom,
Belgium, Australia, Singapore, Hong Kong, Japan, Canada, and South Africa. 

ETF Rating Service: An ETF rating service designed to help professional
and individual investors make more educated decisions when choosing an ETF
for investment. XTF rates ETFs over two broad categories: structural integrity
and investment metrics. 

The structural integrity rating helps investors determine which ETFs in the
marketplace are the most soundly constructed. It ranks ETFs on a percentile
basis and focuses on measures such as tracking error, tax efficiency, capital
gains distributions, expenses, and bid-ask ratios. . 

The fundamental factors that determine an ETF’s investment rating aim to
provide a comprehensive view of what we believe is the ETF’s performance
potential—based on its investment category. Because historical performance
is generally uncorrelated to future performance, all but one of the measures
are forward-looking; measures include risk-adjusted historical performance,
yield measures, short-term versus long-term price movement, diversification,
and other fundamental metrics. 

ABOUT XTF 

XTF Global Asset Management LLC and its subsidiaries, XTF Capital and
XTF Advisors is based in New York and was founded in 2000. More
information can be found at www.xtf.com. 

XTF: ETF EXPERTS
XTF is an investment management company that enables investors to take advantage of the

benefits of exchange traded funds (ETFs) through its actively managed ETF portfolio solutions
and in-depth ETF research.  
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NOMINATING COMMITTEE

Herb Blank, President, QED International

Mariana Bush, Closed-End Funds 
& Exchange-Traded Funds Analyst, 
Wachovia Securities

Amy Charles, Director Closed-End Fund
Research, Raymond James & Associates

John Cejka, Closed-End Fund Analyst, 
A.G. Edwards

Dennis Emanuel, Managing Director, 
Closed-End Fund & ETF Research, Citigroup
Investment Research

Jon Maier, Investment Strategy Group, 
Merrill Lynch

Sangeeta Marfatia, Closed End Fund Analyst,
Director, UBS Wealth Management Research

Paul Mazzilli, Executive Director ETF
Research, Morgan Stanley

Kristoph Rollenhagen, Sr, V.P. - Research,
Closed-end & Exchange-Traded Index Funds,
Oppenheimer Capital

Victor E. Quagliero, Vice President, 
Senior Product Strategist, RBC Dain Rauscher

Gregory Neer, Closed-End Fund Research
Analyst, Stifel Nicolaus

Jeff Tjornehoj, Research Analyst, Lipper - 
A Reuters Company

Joseph G. Witthohn, CFA, Closed-end Fund
and ETF Analyst, Janney Montgomery Scott 

Mr. Jim Wiandt, Editor, Journal of Indexes,
Publisher, IndexUniverse.com & ETFR

CEF AWARDS
Introduction by:
Mrs. Lucille M. Conklin, Managing Director, 
Bear Wagner Specialists

MOST INNOVATIVE CLOSED-END FUND IN 2006
To the Fund Sponsor who came up with the most innovative
New Product in 2006
Winner: 
Alpine Global Dynamic Dividend Fund 

BEST SHAREHOLDER RELATIONS BY A NON-US CEF FUND
FAMILY IN 2006
To the Fund Sponsor who practices best financial disclosure
and is proactive in shareholder communications
Winner: 
ING Investment Management 

BEST SHAREHOLDER RELATIONS BY A US EQUITY FUND
CEF FAMILY IN 2006
To the Fund Sponsor who practices best financial disclosure
and is proactive in shareholder communications
Winner: 
Eaton Vance Management 

BEST SHAREHOLDER RELATIONS BY A FIXED INCOME
FUND FAMILY IN 2006
To the Fund Sponsor who practices best financial disclosure
and is proactive in shareholder communications
Winner:
BlackRock Investments

BEST INVESTOR RELATIONS WEBSITE IN 2006
To the Fund Sponsor who maintains the most informative and
user friendly financial website
Winner:
Nuveen Investments

FOR CONTRIBUTION TO THE CLOSED-END
FUND SECTOR IN 2006
Awarded to an individual for his/her contribution to the 
Closed-End Fund sector in 2006
Winner:
Kenneth Fincher, Vice President, Director of Product
Management and Client Advocacy, Calamos Investments
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NOMINATING COMMITTEE

Herb Blank, President, QED International

Mariana Bush, Closed-End Funds & Exchange-
Traded Funds Analyst, Wachovia Securities

Amy Charles, Director Closed-End Fund
Research, Raymond James & Associates

John Cejka, Closed-End Fund Analyst, 
A.G. Edwards

Dennis Emanuel, Managing Director, 
Closed-End Fund & ETF Research, 
Citigroup Investment Research

Jon Maier, Investment Strategy Group 
Merrill Lynch

Sangeeta Marfatia, Closed End Fund Analyst,
Director, UBS Wealth Management Research

Paul Mazzilli, Executive Director ETF Research,
Morgan Stanley

Kristoph Rollenhagen, Sr, V.P. - Research,
Closed-end & Exchange-Traded Index Funds,
Oppenheimer Capital

Victor E. Quagliero, Vice President, 
Senior Product Strategist, RBC Dain Rauscher

Gregory Neer, Closed-End Fund Research
Analyst, Stifel Nicolaus

Jeff Tjornehoj, Research Analyst, Lipper - 
A Reuters Company

Joseph G. Witthohn, CFA, Closed-end Fund 
and ETF Analyst, Janney Montgomery Scott 

Mr. Jim Wiandt, Editor, Journal of Indexes,
Publisher, IndexUniverse.com & ETFR

ETF AWARDS MOST INNOVATIVE NEW ETF PRODUCT IN 2006
To the Fund Sponsor who came up with the most innovative
New Product in 2006
Winner:
ProShares

BEST SHAREHOLDER RELATIONS IN 2006
To the Fund Sponsor who practices best financial disclosure
and is proactive in & shareholder communications
Winner:
Vanguard Financial Advisor Services

BEST INVESTOR RELATIONS WEBSITE IN 2006
To the Fund Sponsor who maintains the most informative and
user friendly financial website
Winner:
iShares managed by Barclays Global Investors

MOST INNOVATIVE INDEX IN 2006
To the Fund Sponsor who came up with the most innovative
Index in 2006
Winner:
WisdomTree investments, Inc. Asset Management

FOR CONTRIBUTION TO THE ETF SECTOR IN 2006
Awarded to an individual for his/her contribution to the ETF
sector in 2006
Winner:
Dodd Kittsley, Director of the Strategy and Research Group,
State Street Global Advisors

BEST ETF FOCUSED PUBLICATION IN 2006
Awarded to the publication covering the ETF sector 
most thoroughly
Winner:
IndexUniverse

The Annual Closed-End Fund & ETF Awards, an initiative of Capital Link, 
a New York based investor relations and financial communications firm, 
aim to identify and recognize annually those fund sponsors and executives 
who consistently apply high standards of financial disclosure, investor and
shareholder relations. 

The Awards are based on nominations by a committee of analysts and 
industry specialists who actively follow CEFs and ETFs. Capital Link is not part of
the Nominating Committee. Also, members of the Nominating Committee cannot be
candidates for the Awards. The Awards are presented within the context of 
the Annual Forum on Closed-End Funds & Global ETFs organized by Capital Link.
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Cohen & Steers Closed-End Opportunity Fund (NYSE: FOF), the first-
ever fund of closed-end funds, completed a successful IPO last
November. The exchange-traded fund seeks competitive total returns by
investing in the common stock of closed-end funds that invest in income-
producing sectors and strategies. Doug Bond, the fund's portfolio
manager, discusses the rationale behind the FOF launch and his
expectations for the closed-end fund market.

To understand why Cohen & Steers launched a closed-end fund of
closed-end funds, it helps to understand something about our company.
Since inception in 1986, Cohen & Steers has maintained a strategic focus
on high-yielding equity sectors. Initially specializing in U.S. REITs, today
the company also has teams and funds dedicated to global real estate
securities, preferred securities, utilities, value equities and other high-
dividend paying common stocks.

When Cohen & Steers launched FOF, we were responding to an
investment opportunity. Many closed-end funds offer high current income
and sell at discounts to NAV-in part, because they are not broadly
followed, and a lack of coverage within a relatively illiquid market can
create compelling opportunities. The recent growth in new funds has
widened the gap and enlarged the opportunity. 

Closed-end funds outperformed the broader U.S. stock markets in
2006, driven by a 50% decrease in new issuance and a shift in investor
sentiment. Low prices, which created a wave of tax-related selling in late

2005, inspired bargain hunters as 2006 unfolded. Low prices, high current
income and widespread discounts to NAV convinced many investors that
closed-end funds in the secondary market were an attractive value
proposition. 

At Cohen & Steers, we believe that closed-end funds will continue to
present significant opportunities in 2007. While the 2006 rally is unlikely to
repeat itself, we believe that the current interest-rate environment will be a
positive catalyst. Closed-end funds should benefit from stable or declining
interest rates-first, because of the  effect on leveraged funds' borrowing
costs, and second, because investor sentiment will improve as investors
focus on funds that are likely to increase their dividends. (Of course, the
converse is also true; rising interest rates would dampen many closed-end
funds' performance.)

The closed-end fund market has remained quite active so far this year.
In the primary market, the level of new issue activity has rebounded
strongly; new issue supply through March is 20% greater than the total for
2006. While this may have a temporary impact on secondary market
prices of existing funds, we believe these new deals serve to enlarge both
the total size of the closed end fund investment opportunity and the
number of investors familiar with closed-end funds.   

Doug Bond is the portfolio manager for Cohen & Steers' Closed-End
Opportunity Fund and leads the firm's closed-end portfolio consulting
effort with Van Kampen Investments. 

SPOTLIGHT ON CLOSED END FUNDS
BY DOUG BOND 
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ETF and CEFs are sometimes considered
relatives: both can be bought and sold intraday on an
exchange, both have an underlying basket of
securities, both are usually lower-cost than open-end
mutual funds, both seem to be in a creative phase of
development that has attracted investor interest. The
structural differences between the two are
substantial, however. 

Growth of ETFs and CEFs
ETFs have shown explosive growth in assets and

new listings. In March, there were 460 ETFs on the
market with 288 ETFs in registration; ETF assets
were close to $440 billion. ETFs have become
immensely popular for their tax-efficiency,
transparency, instant execution and lower
management costs compared to most mutual funds-
features valued by institutional and retail investors
alike. Barclay's, the largest ETF provider, for
example, estimates that institutional and retail
investors each hold 50% of BGI's ETF assets; they
also estimate that 80% of the trading volume is
institutional.

CEFs also have experienced growth in assets and
listings-though nothing near that of ETFs. As of the
end of 2006 there were 684 CEFs (up from 482 at
the end of 2000) and in 2001 through 2005, assets
in closed-end equity funds increased by $68 billion,
or 186%, while assets in closed-end bond funds rose
by $65 billion, or 61%. So far this year CEF IP0s
have raised record-breaking assets and 30 more
IPOs are expected at the NYSE this year.

ETFs versus CEFs: Passive versus Active 
CEFs are professionally managed active portfolios

that generally attract assets because of a manager's
skill: his ability to create yield and select securities.

ETFs are generally passive, index-based
investment vehicles that give targeted exposure to
various broad and/or specialized market segments,
asset classes, styles, etc. ETFs either replicate their
target index entirely, or they construct optimized
portfolios, investing in a representative sample of the
stocks in the underlying index. With ETFs investors
know their investment exposures exactly. ETFs allow
shareholders to invest in portions of the market with
pinpoint accuracy. With ETFs one can create robust,
diversified portfolios in which risk is easily measured
and managed. ETFs enable superior asset allocation
decisions, usually considered the most important
choice an investor makes.

As a result of the passive management of ETFs,
their low turnover and unique “in kind” redemption
process, capital gain exposure is minimized. With
ETFs there is no shareholder “subsidy” for the
trading of other investors. Instead, most ETF
investors have a tax liability only when they sell their
own shares; their tax obligation is most often based
on the original purchase price.

ETFs and CEFs Usually Have Lower Costs than
Open-End Mutual Funds

ETFs, like index funds, generally cost much less
than actively managed mutual funds and CEFs; they
do not have an administrative customer servicing
structure and they have a passive investment
strategy. Because CEFs do not incur ongoing costs
associated with creating and redeeming investor
shares, CEFs also usually have somewhat lower fees
than mutual funds. 

The Pricing of ETFs versus CEFs
ETF Pricing: Creation Redemption Process Allows

the ETF to Closely Track NAV
The ETF “basket” of underlying securities is

transparent and published every day, and the pricing
of an ETF tracks closely with its NAV. The pricing of
ETFs is efficient because they offer shares through a
creation and redemption process; the number of
outstanding shares may be increased or decreased
daily as necessary to reflect demand. 

The creation redemption process allows for “in
kind” exchanges. Market makers simply buy the
underlying securities of the ETF index in large
amounts and turn these securities into the fund,
which issues the appropriate creation unit. This is
known as an “in-kind” exchange. ETF units are just
as easily destroyed through the reverse process, also
“in kind”. (Redemptions occur when large financial
institutions holding large blocks (generally, multiples
of 50,000 shares) of an ETF want to exchange their
shares for the actual securities underlying the ETF).
The creation redemption process ensures price
efficiency-often referred to as no arbitrage. The ETF
creation redemption process is very different from
regular mutual funds, whose shares are created by
the mutual-fund company when cash is received
from investors and who must redeem existing shares
with cash back to the investor. 

CEF Pricing: Sells at a Premium or Discount to
NAV

Unlike ETFs and open-end mutual funds, CEFs
have a fixed number of shares outstanding that are
issued to the public in an initial public offering.
Shares are then bought and sold to and from
investors on an exchange. CEF managers have a
stable pool of capital: assets do not flow in and out
of the portfolio with investor buying and selling
patterns, and investor trading doesn't affect the fund
manager's performance record.

In addition, CEF managers can put the stable
capital to work in a long-term strategy, or in less
liquid securities or markets. CEF managers can also
afford to keep less cash in their portfolio, eliminating
most cash drag.

The price of a CEF share is driven purely by
market demand, whereas the creation redemption
process allows ETFs to adapt to demand without a

significant impact on price. The CEF may trade at a
premium or discount to its NAV. In fact, usually the
market price of a CEF is lower than its NAV, and
frequently can diverge from its market price by as
much as 5%-7%. (Recently, however, the discount
for all closed-end funds has been quite narrow; in
March, for example, the median discount was at
2.34%--the lowest in 12 months.) The ability to
invest in a CEF at a discount has made bond CEFs
attractive to many investors. Because the CEF pays
out income based on its NAV, rather than its market
price, a bond CEF will often pay a higher yield than a
comparable open-end fund.

ETF and CEF Investment Options: New Trends
Today the majority of ETFs track domestic and

foreign equity indexes. Fixed income ETFs were not
introduced until mid-2002 and since 2003 there have
been only 6 fixed income ETFs on the market. The
exclusive emphasis on equity ETFs has started to
turn. Barclay's, for example, just issued 9 new fixed
income ETFs, bringing the fixed income total up to
15, and another 9 are in registration. The addition of
diverse lineups of fixed income ETFs can be used to
implement strategic or tactical investment strategies
far more efficiently than by using individual bonds.
This is especially important in the secondary market
of the bond world, where the fair market value of a
bond has been difficult for the average investor to
assess.

New ETFs in the marketplace have also begun to
push the envelope of classic passive investing, using
indexes that are non-market-cap weighted: e.g. equal
weighted or fundamentally weighted. The FTSE RAFI
index constituents, for example, are weighted using
four fundamental factors, equally-weighted: total
cash dividends, free cash flow, total sales and book
value. Richard Kang anticipates that fundamental
index providers of that consistently outperform
market cap indexes will start to make their case for
“statistical alpha”.

Most CEFs aim to offer the investor steady
income, and thus over two-thirds of the assets in
CEFs have been in bond funds; indeed, given the
historically low interest rate environment in the US
through June 2005, the majority of CEF strategies
focused on municipal bond funds and used leverage-
for tax efficiency and to boost yield.

The CEF sector is still dominated by funds that
focus on municipal bonds; however, about two-thirds
of the $24 billion in assets raised by CEFs through
IPOs last year went to funds that focus on dividend-
paying stocks. CEF managers have had to adapt to a
new market environment since the Fed began raising
its target short-term interest rate in 2005 from a 46-
year low of 1%. Many of the most recent CEFs use a
dividend capture strategy, aiming to capture more
dividend payments with the same investment capital
by rotating between securities.

EXCHANGE TRADED FUNDS (ETFS)
CLOSED END FUNDS (CEFS):

A REVIEW
By Michael Woods, 
CEO, XTF advisors



10



11

S
trong economic activity has provided a powerful

backdrop for Irish corporate profitability in recent

years.  The Irish equity market has benefited from

the ability of Irish corporates to capitalize on strong

domestic demand and in many cases use this as a

springboard to pursue successful international growth

strategies.  These dynamics have been reflected in the

performance of the Irish equity market over the last 10

years through Q1 2007 - cumulative total USD returns

have been 315% compared to 120% and 85% over the

same period for the S&P 500 and MSCI World Indices

respectively.  Despite this strong outperformance,

market valuations remain attractive with the benchmark

ISEQ index trading on a 2007 PER of 13.8x, in line with

its long run average.  Market EPS growth forecasts are

for 16% in 2007 followed by 15% in 2008.

The Irish economic success story continued

unabated in 2006 with GDP growth of 6%.   Forecasts

are for 5.5% GDP growth in 2007 extending an annual

average growth rate of 5% since 2001.  The Central

Bank of Ireland (CBOI) estimates the economy's long-

term growth rate potential at 4-5%, driven principally by

demographics and strong government finances.

Demographic trends continue to underpin robust

domestic demand - NCB Stockbrokers estimate that

population growth will reach 5.3m by 2020 (from 4.1m

in 2006) with the key economically active age group of

15-64 years accounting for 70% of the population at that

point.  This secular demographic shift and net

immigration will continue to drive both household

formation and rising income levels.  Government

finances remain in rude health with a current

government surplus of 2.3% of GDP supporting

extensive capital spending on services and infrastructure

under the National Development Plan.  Low corporation

tax rates (12.5%) and Ireland's geographic positioning at

the gateway to the Euro area continue to attract foreign

investment flows, driving up labor force productivity and

keeping the economy in its full employment range of 4-

4.5% unemployment.  Short term catalysts for consumer

spending include the release of some ¤16bn in funds by

April 2007 under the maturing of special savings

accounts and an expansionary fiscal budget in late

2006, which saw a broad-based reduction in the overall

income tax burden.

The New Ireland Fund Inc. provides US investors with

unique access to the Irish economic growth story.  The

fund's investment objective is long-term capital

appreciation through investing primarily in the equity

securities of Irish growth companies.  The fund also

retains the flexibility to invest up to 20% of its assets in

the equity securities of non-Irish companies that are

listed on a recognised exchange.  The Fund has strong

performance history with strong outperfromance

registered against both the ISEQ and S&P500 index over

a rolling 1, 3 and 5 year period.  

For further information please contact the Fund at 
1800-GO-TO-IRL (1800-468-6475)

www.newirelandfund.com
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(Excerpted from Understanding and Evaluating
Prospectuses, Offering Documents, and Proxy Statements -
FPA Press, 2006) 

Investment advisers interested in creating a well-
diversified portfolio might consider an allocation to “real”
assets, such as commodities and energy.  These investments
can be made directly, by purchasing and holding the actual
asset, or through purchasing securities issued by investment
companies holding the assets.  

Energy-Related Closed End Funds 
Real Asset investing is an emerging alternative investment asset class.

Energy-related closed end funds offer investors a unique vehicle to
replicate a diversified real asset portfolio.  These funds can provide a
compelling risk/reward profile and uncover an attractive yield for patient
investors. 

Commodities 
Commodities are typically classified as consumable goods such as oil

and grain.  The value of a commodity depends on the supply and demand
for the commodity around the world.  

There are a number of benefits to investing in commodities including: 
o Diversification.  Commodities tend to exhibit return

characteristics unrelated to those of financial investments such as stocks
and bonds.  Because of the low correlation, portfolio risk is reduced for
investors holding both financial assets and commodities.

o Potential for enhanced return.
o Ability to profit in different economic environments.  This is a

particularly important aspect of commodities futures.  Although their long-
term returns are similar to those of stocks and bonds, futures tend to
perform well during times of economic crisis resulting in high commodity
prices, so the commodities futures do well.

o Global diversification.  Commodity prices are based on global
supply and demand balances rather than regional concerns.

There are also several ways to gain exposure to commodities in a
portfolio.  These include investing in the underlying commodities
themselves, investing directly in commodity futures, investing in the equity

of companies that produce commodities, or investing in a
commodity futures index or managed futures fund.  Direct
investment in commodities or futures is either impractical or
quite risky for most investors.  The equities of commodity
producers have not been shown to offer the same
diversification benefits of commodity futures.  

Publicly-Traded Partnerships 
A security with real asset diversification benefits is the

common units of publicly-traded partnerships, commonly referred to as
either master limited partnerships (MLPs) or publicly-traded partnerships
(PTPs), which are publicly offered to investors and trade on an exchange.
They pay out to investors all operating cash flow, providing relatively
stable distributions.

The operations of MLPs must relate to natural resources or real estate
in order for the company to be publicly traded and retain partnership tax
status.  There are nearly 50 such issuers in the energy sector - primarily
energy infrastructure.  These energy infrastructure MLPs transport,
process and store energy commodities, but investment results are not
correlated highly to other energy investments.  

The primary commodity exposure is based on volumes shipped or
processed, not on commodity prices.  This is due to the fee-based
contract terms with energy producers and end users, where the MLP is
paid a fee for services and does not take title to the underlying commodity.  

As partnerships, the taxes are flow-through in character.  Investors
receive a K-1 (rather than a 1099) indicating their share of ordinary taxable
income and deductions, which must be transferred to their tax return.  The
amount to taxable income tends to be around 20-30 percent of the cash
distribution, and for some issuers the distribution grows with growth of the
economy and population trends.  The remainder of the distribution reduces
basis in the stock, deferring ordinary taxable income until the security is
sold.

MLP common unit holders have typical limited partner rights, including
limited management and voting rights.  MLP common units have priority
over convertible subordinated units upon liquidation.  Common unitholders
are normally entitled to minimum quarterly distributions, prior to any
distribution payments to convertible subordinated unit holders or incentive
distribution payments to the general partner.

INVESTING IN REAL ASSETS
David Schulte, J.D., CFA, CPA

Managing Director
Tortoise Capital Advisors
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