What you need to know about
mutual fund distributions

It's important to understand the
basics.
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If you've ever held a mutual fund, you might
have noticed a cash payment show up in

your account, or the number of fund units

in your portfolio suddenly increase. It's likely
you received a mutual fund distribution,

which is essentially a payment of cash into

an investment account. Not all mutual funds
pay distributions, with some paying annually,
quarterly or, like Mawer's funds, occasionally. But
whether you get one or not, it's a good idea to
understand how they work and why they exist,
so you can make more informed investment
decisions.

What are distributions?

A lot of people think that distributions are the
same as dividends, but that's not so. Typically,
companies pay dividends, which is a portion of
their earnings to shareholders. Mutual funds
pay distributions, which can include all kinds

of income, such as interest, dividends, realized
capital gains (essentially what a stock makes
between the time its bought and sold), a return
of capital, withholding taxes and more.

As mentioned, not all mutual funds pay
distributions and getting a payment in one year
doesn't mean you'll get one in another. For
instance, funds that invest in dividend-paying
stocks do tend to have a payout, but ones that
don't own these kinds of companies may not. As
well, whether a fund distributes dollars also has
to do with how much tax the fund might have to
pay that year.

Why do funds distribute cash?

Funds distribute cash in large part because

it's tax efficient. Mutual funds are considered
unit trusts, which are vehicles that can enjoy
non-taxable status, but only if they distribute
out any earned income and gains within the
calendar year. If they don't, they are taxed and
at the highest marginal rate. While investors will
need to pay tax on the distributions—even if the
money is reinvested —their bill is based on their
own marginal rate, which is usually lower than
the fund's rate. In some cases, the investor may
not have to pay any tax at all (at least in the year
they receive the distribution), this is true if they
hold their funds in a registered account such as
an RRSP, TFSA, RRIF, or RESP.

What exactly the fund pays out will depend on
how much it needs to distribute to remain a
non-taxable entity. That number can vary from
quarter to quarter or year to year.

Where does the distribution come from?

If the fund is invested in fixed-income
instruments such as bonds or the money
markets, it will receive interest from its holdings.
If it is invested in equities, it may receive
dividends. You can get distributions from both.
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(Note that funds invested in non-income-
producing securities may not pay distributions
atall)

Sometimes funds realize capital gains by selling
investments for more than they originally

paid for them. This may also be distributed

to investors. The nature of the underlying
investments, then, will affect the level and
consistency of the distributions. Some funds
will pay out 5% of their net asset value every
year; others will pay nothing. The performance
of the fund's holdings may also affect the
distribution level unless the fund is structured
to maintain a certain payout percentage. (In the
case of negative returns, such funds may end up
returning invested capital, which is tax exempt.)

How do distributions impact the value of the
fund and my investments?

Distributions reduce the net asset value (NAV)
of the fund—essentially the value of each unit—
by the amount paid out. For instance, a fund
might have to pay out 10% of its value because
that's what it earned during the year. When

the payout occurs, the fund's NAV will drop

by 10%. (It's important to note that you might
see the drop in the NAV 24 to 48 hours before
seeing your cash payment or reinvestment
showing up on your account statement. This
timing difference will vary depending on which
institution you hold your investment account
with.)

Don't worry about the drop in the fund's value.
Firstly, whether you take cash or reinvest, the
value of your portfolio remains the same on the
day you get your distribution. (See our handy
chart below.) Secondly, if you reinvest your
cash into more units, you're now buying in at

a lower price point, and you'll have more units
than before. (This could happen several times,
depending on how long you hold the fund.)

Hopefully, as the value of the underlying
securities rise, the value of your mutual fund
investments climbs too. But what happens
when it comes time to sell, and you have to pay
capital gains on the increase? The reinvested
distributions increase your adjusted cost base,

which reduces the amount of tax you'll have to
pay when the units are eventually sold.

Taking Distributions as Cash

Beginning Value 1,000 units $10 Unit Value $10,000
10% Distribution (taken as cash) 1,000 units 10% Distribution $1,000
Value of Portfolio 1,000 units  $9.00 Unit Value $9,000
Reinvesting Distributions

Beginning Value 1,000 units $10 Unit Value $10,000
10% Distribution (reinvested) 1,000 units 10% Distribution $1,000
Value of Portfolio 111 M units  $9.00 Unit Value $10,000

In short, whether you take distributions as cash
or reinvest the proceeds, your immediate net
worth remains unchanged—provided you leave
the funds in the respective tax-exempt account.

How are distributions taxed?

The underlying investments will also affect
how distributions are taxed, particularly in
unregistered accounts. For instance, interest
payments from bonds will get taxed at your
normal marginal rate. However, Canadian
corporations’ dividends and capital gains are
taxed at a lower rate than interest payments
and dividends of foreign firms.

It's also important to be mindful of timing

when buying funds in a non-registered
account. If you buy a fund immediately before

a distribution—particularly for equity funds,
which may only allocate distributions once a
year, and consequently, a large amount—you will
be subject to tax on that distribution. In other
words, you're essentially paying taxes on money
you haven't yet made. Depending on how far
away a distribution is, it may be better to wait
until after it is made to make a purchase to
avoid the immediate tax hit.

In registered accounts, reinvested distributions
are not taxed—nor do they affect your
contribution room. They simply get added to the
account the fund is held in, even if you already
invested the maximum allowable amount into
your RRSP or TFSA for that year. How these
assets are taxed may help you determine which
kinds of assets (bonds vs. equities, for instance)
to hold in registered versus taxable accounts.
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How does Mawer handle distributions?

At Mawer, our priority is to find and own
wealth-creating businesses run by excellent
management teams that trade at a discount

to their intrinsic value. In some cases, that
might mean buying dividend-paying companies,
but not always. Five of our funds tend to pay
monthly income distributions on the last
business day of the month: The Mawer Global
Balanced Fund, Balanced Fund, Tax Effective
Balanced Fund, Canadian Bond Fund, and
Canadian Money Market Fund. Our other funds,
which only hold equities (unlike the funds
mentioned above, which hold a component

of fixed income), pay out on an annual basis,
provided distributions have been accrued.

Whether the Mawer Fund you're holding pays
a distribution or not, it's still important to know
how these payments work. That way, if you add
one to your account, you'll now know how it
impacts your portfolio.

Learn more about Mawer Mutual Fund
distributions on our Distributions page and
Frequently Asked Questions page.

Disclosure: Mawer Investment Management Ltd. provides this publication for informational purposes only and it is not and should not be
construed as professional advice. The information contained in this publication is based on material believed to be reliable at the time of
publication and Mawer Investment Management Ltd. cannot guarantee that the information is accurate or complete. Individuals should
contact their account representative for professional advice regarding their personal circumstances and/or financial position. This publication
does not address tax or trust and estate considerations that may be applicable to an individual’s particular situation. The comments are
general in nature and professional advice regarding an individual’s particular tax position should be obtained in respect of any person’s
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specific circumstances.


https://www.mawer.com/funds/explore-funds/global-balanced-fund/
https://www.mawer.com/funds/explore-funds/global-balanced-fund/
https://www.mawer.com/funds/explore-funds/balanced-fund/
https://www.mawer.com/funds/explore-funds/tax-effective-balanced-fund/
https://www.mawer.com/funds/explore-funds/tax-effective-balanced-fund/
https://www.mawer.com/funds/explore-funds/canadian-bond-fund/
https://www.mawer.com/funds/explore-funds/canadian-money-market-fund/
https://www.mawer.com/funds/explore-funds/
https://www.mawer.com/funds/distributions/
https://www.mawer.com/funds/distributions/
https://www.mawer.com/faq/#e186

