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This 7.6% Yield Healthcare focused 

CEF Is Worth Considering 

If you like to generate stable income from your 

investments, this healthcare focused CEF yields 

7.6% and is currently trading at a discount of 8.2% 

to its NAV. The fund’s investment advisor manages 

four healthcare focused funds, and is led by a 

president who has 16 years of investment 

experience along with previous management 

experience at the highest level within the sector. 

While the fund is relatively new and operates with 

a non-skimpy dose of leverage (~22.3), it continues 

to deliver consistent returns as its large-cap portfolio continues to benefit from 

growth associated with a sector being driven by an aging population and a 

growing trend of consolidation. 

Overview: Tekla Healthcare Opportunities (THQ) 

Tekla Healthcare Opportunities Fund (THQ) is a non-diversified closed-end fund 

which primarily invests in companies in the healthcare industry. The fund was 

launched in July 2014 by Tekla Capital Management LLC, which serves as 

investment adviser to the fund. The fund’s investment objective is to seek current 

income and long-term capital appreciation by investing at least 80% of its 

managed assets in US and non-US companies engaged in the healthcare 

industry, including equity securities, debt securities, and pooled investment 

vehicles. The following chart summarizes the fund’s holdings across various 

sectors within the healthcare industry: 

Key Takeaways: 

• Stable large-cap 
healthcare focused 
portfolio  

• Run by a 
professional 
investment advisor 
in tandem with 
three other funds 

• 22.3% leverage 
ratio 
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For more perspective, here is a chart which summarizes the fund’s security type 

allocation: 

 

Tekla Capital Management LLC, the investment adviser operates the fund with 

the following philosophy: 

• Aging demographics and adoption of new medical products and services 

may provide long-term tailwinds for healthcare companies 

• Late stage biotechnology product pipeline could lead to significant increases 

in biotechnology sales 

• Investment opportunity spans 11 subsectors including biotechnology, 

healthcare technology, managed care and healthcare REITs 

• Robust M&A activity in healthcare may create additional investment 

opportunities 
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THQ’s Investment Approach: 

The fund considers investments in companies of all sizes and in all healthcare 

subsectors, including but not limited to, biotechnology, pharmaceuticals, 

healthcare equipment, healthcare supplies, life science tools and services, 

healthcare distributors, managed healthcare, healthcare technology, and 

healthcare facilities. THQ emphasizes innovation, investing both in public and 

pre-public venture companies. The fund considers its pre-public and other 

restricted investments to be a differentiating characteristic. Among the various 

healthcare sub-sectors, THQ has considered the biotechnology sub-sector, 

including both pre-public and public companies, to be a key contributor to the 

healthcare sector. The fund holds biotech assets, including both public and pre-

public, often representing 15-30% of net assets. 

 

As seen in the table above1, the fund’s portfolio is fairly concentrated, with top 

10 and top 20 positions accounting for ~53% and ~77% of net assets respectively. 

A sizeable chunk of the fund’s capital is currently invested in large-cap stocks 

which significantly subdues risk due to the lower degree of volatility.  

As per analyst estimates, the companies that the fund has invested in are 

expected to perform well through the next couple of years. Revenues for the 

                                                           
1 Factset 

Company % NAV

1 Yr FWD 

Rev Growth

2 Yr FWD 

Rev CAGR Div Yield Debt/Equity

EBITDA 

Margin

1 Yr FWD 

EBITDA 

Margin 

Growth

2 Yr FWD 

EBITDA 

Margin 

Growth

YTD Share 

Price 

Increase

Estimated 

Share Price 

Growth

Johnson & Johnson 9.6% (0.5%) 2.0% 2.63% 51.0% 34.6% 2.8% 4.2% 12.0% 3.2%

UnitedHealth Group Incorporated 7.5% 7.9% 8.0% 1.74% 70.7% 2.5% 15.3%

Pfizer Inc. 6.6% (0.4%) 0.4% 3.29% 65.8% 40.4% 6.7% 6.9% 1.2% 6.8%

Merck & Co., Inc. 6.0% 5.7% 5.6% 2.58% 94.1% 33.7% 7.2% 8.2% 13.1% 6.2%

Anthem, Inc. 5.0% 9.4% 10.1% 1.12% 67.3% 13.9% 17.6%

Amgen Inc. 4.6% (5.0%) (2.2%) 3.14% 271.4% 51.6% 2.7% 3.1% (3.7%) 12.1%

Gilead Sciences, Inc. 4.2% (0.8%) 0.3% 3.68% 127.8% 47.4% 9.8% 8.7% 8.5% 17.0%

Medtronic plc 3.4% 2.8% 3.8% 2.18% 50.6% 31.9% 0.4% 0.6% 12.5% 5.3%

Thermo Fisher Scientific Inc. 3.0% 4.5% 5.2% 0.26% 68.8% 25.2% 0.6% 1.4% 34.7% 3.0%

Abbott Laboratories 2.9% 4.5% 5.7% 1.52% 64.1% 23.3% 2.4% 3.3% 21.9% 0.1%

CVS Health Corporation 2.9% 29.8% 14.9% 3.73% 126.1% 6.9% (0.1%) 0.0% (19.0%) 29.5%

AbbVie Inc. 2.9% 0.3% 2.9% 6.51% 42.4% 9.1% 9.0% (26.4%) 36.1%

Eli Lilly and Company 2.8% (9.7%) (2.0%) 2.24% 129.9% 31.7% 1.0% 3.3% 0.4% 9.0%

Bristol-Myers Squibb Company 2.5% 7.0% 5.4% 3.58% 52.4% 31.5% 0.5% (0.0%) (12.7%) 23.1%

Celgene Corporation 2.4% 12.0% 12.0% 0.00% 329.0% 48.5% 14.0% 12.7% 39.8% 6.4%

HCA Healthcare, Inc. 2.3% 9.2% 7.2% 1.18% 19.0% 0.1% 0.2% 11.0% 13.3%

Allergan plc 2.1% (3.4%) (0.7%) 1.82% 36.5% 44.9% 4.8% 4.1% 19.5% 7.2%

Welltower Inc. 2.0% 7.9% 6.0% 4.18% 90.9% 43.7% 2.1% 2.6% 23.8% (3.0%)

Stryker Corporation 2.0% 8.8% 7.8% 1.02% 84.0% 28.1% 0.2% 0.7% 31.9% 0.2%

Intuitive Surgical, Inc. 1.9% 14.5% 14.6% 0.00% 0.0% 36.6% 4.0% 4.1% 11.7% 10.4%

Total 76.6%

Average 5.2% 5.4% 2.3% 98.9% 34.5% 3.8% 4.1% 9.8% 10.9%
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companies are expected to increase at an average annual growth rate of ~5%, 

while EBITDA margins are expected to improve by ~4% over the next two years. 

As a result of this, analysts are estimating the share price of the companies to 

increase by ~11% at an average over the next 6-12 months.  

The year to date share price performance of the companies in the fund’s 

portfolio has been on the rise, barring a couple of exceptions. The share price of 

Bristol Bristol-Myers Squibb Company declined by ~13% this year, as the company 

has been in prolonged talks to acquire the business of Celgene Corporation for 

$74 billion. However, this news has significantly improved market sentiment of 

Celgene Corporation, which has seen its stock price rise by 40% this year. A 

similar story is in play at AbbVie Inc. (down 26%) which is in talks to acquire 

Allergan plc. (up 19%) for $63 billion. 

The Management Team: 

Tekla Capital Management LLC is a registered investment adviser based in 

Boston, Massachusetts for four closed-end funds, Tekla Healthcare Investors, Tekla 

Life Sciences Investors, Tekla Healthcare Opportunities Fund and Tekla World 

Healthcare Fund2. The funds predominately invest in the securities of public and 

private healthcare companies.  

 

Dr. Daniel Omstead is the president of Tekla Capital Management and the funds. 

He joined the company in the year 2000 and has over 16 years of investment 

experience. Prior to joining the company, Dr. Omstead was President and CEO of 

                                                           
2 Tekla Capital Website 

file://///tresvistadfs/fist2/Team1/Blue%20Harbinger/CEFs/THQ/Versions/Tekla%20Capital%20Website
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Reprogenesis, Inc., a private development stage biotech company developing 

therapies in the field of regenerative medicine. 

Expenses and Leverage:  

THQ’s operating expenses (including advisory fees) relative to average net assets 

were 2.2% for the year ended 9/30/18. This is comprised of 1.49% of fund 

management and administration expenses, and 0.71% of interest expense. As of 

3/31/19, the fund had total debt of $225.0 million, which equates to leverage of 

22.30% to net assets.  

Although the management fee/expense ratio is slightly to the higher side, it is not 

unreasonable. The fund is being managed by a professional investment adviser 

which manages the portfolio of four healthcare focused closed-end funds, 

which is partially the reason for the commanded premium. The fund has also 

been using a significant (although reasonable) degree of leverage to help 

generate its attractive distribution yield. Raising capital is not a challenge for the 

fund due to the quality of the large-cap stocks in its portfolio. However, in case of 

an industry downturn, THQ could experience a significant downturn as 

compared to the healthcare sector due to its use of leverage, currently a 22.30% 

leverage ratio. In our view, this is a risk worth taking for many investors due to the 

generally lower volatility of the healthcare sector anyway, and as long as the 

fund is held as part of a larger more diversified income-focused portfolio. 

Distribution Yield: 

While the company invests in large-cap stocks, which offer dividends of ~2% at 

an average, the company’s distribution yield is 7.6%3. Since the fund is among 

the relatively new funds on the market, the most common form of distribution has 

been short term capital gains. 

                                                           
3 MorningStar 

https://www.morningstar.com/cefs/XNYS/THQ/quote.html
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Since 2018, a significant portion of the distribution has come in the form of return 

of capital. The return of capital distribution received from a closed-end fund 

must be used to reduce the cost basis of the fund investment. For example, you 

purchased $1,000 worth of a closed-end fund and received $50 in return of 

capital as part of the dividends received. The $50 is subtracted from the $1,000, 

giving you a new cost basis of $950. If you sell the closed-end fund shares for 

more than the $950 cost basis, the extra money is a taxable capital gain. As a 

result, return of capital is not truly tax-free income. Taxes on the return of capital 

are delayed until you sell the closed-end fund shares. 

Discount to NAV: 



  Released: 5 July 2019 
 

 

Blue Harbinger Research, LLC  Page 8 of 9  

The fund is currently trading at a discount of 8.2% to its NAV. As seen in the chart 

below4, this is in line with the historical discount to NAV since the fund’s inception, 

but it is still attractive. 

  

The main reason this is attractive is because it’s like you’re buying a basket of 

large-cap healthcare stocks at an 8.2% discount to their market price. You still 

get all the earning power that comes with their huge resource base along with a 

sense of confidence due to the lower volatility in price—you just get them on 

sale— at an attractively discounted price. Of course, as you can see in the 

earlier chart above, the discount can get bigger or smaller (this is typical for a 

closed-end fund), but we’d still much rather buy a quality fund at a discount 

instead of a premium. And in case you’re wondering, the reason closed-end 

funds can trade at significant discounts and premiums is because unlike ETFs 

(where prices are based on net asset values, generally), CEF values are 

determined by trading supply and demand. And if you invest right, you can pick 

up some attractive closed-end funds at attractively discounted prices, such as 

THQ. 

Risks: 

                                                           
4 MorningStar 

https://www.morningstar.com/cefs/XNYS/RVT/quote.html
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Perhaps the biggest risk associated with this fund is the risk of being invested 

primarily in the healthcare sector. Healthcare was the best-performing major S&P 

500 sector last year, when the overall stock market stumbled. As the market 

rebounded this year, fueled by the Federal Reserve signal that it was not inclined 

to raise interest rates, optimism regarding global trade tensions and better-than-

feared economic data, investors piled into laggards. That favored sectors such 

as technology and industrials, while healthcare’s strength last year stemmed 

partly from its allure as a more defensive bet. Federal government pressure to 

lower the cost of healthcare, and in particular prescription drug prices, for 

consumers continues. As the 2020 US presidential election campaign heats up, 

that focus is likely to intensify with numerous Democratic candidates keeping it 

front and center, which adds a layer of uncertainty to the sector5, but also the 

opportunity to pick up healthcare funds (such as THQ) at an attractive price. 

Conclusion: 

THQ is an attractive healthcare closed-end fund offering a juicy 7.6% distribution 

yield. Further, the fund currently trades at an attractive discount to NAV, and the 

overall healthcare sector is attractive for a variety of reasons (as described 

above). Not too mention the fund’s management team is skilled and able to 

take advantage of opportunities not normally available to individual investors. 

The fund does use leverage (borrowed money) currently 22.3%, and this can add 

volatility, but the healthcare sector is slightly lower volatility to begin with, and the 

leverage is prudent and not unreasonable given the funds objectives. If you are 

looking for an attractive high-income investment to add to your portfolio, THQ is 

worth considering. We own it.  

                                                           
5 Reuters 

https://www.reuters.com/article/us-usa-healthcare-stocks/lagging-u-s-healthcare-stocks-could-see-short-term-boost-but-clouds-linger-idUSKCN1RR203

