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|5rices fall When dividends '
declared in mutual funds

(NC1—The letter read: "How come the
prices inthe paper [ell drastically 31 ycar
end, when most mutual funds declured a
dividend?”

While mutual funds have been
around n Canada for over 55 ycan,
even many people within the indusiry
find i1 confusing when they see share
prices {as ponted datly in most newspa-
pers) decline considerably in one day.
even when the market was nsing or
holding steady. And that is why they ask
questions such as above.

Firstly, let's examine whal an equity
mutual fund is. [ puessihe bess way 15 to
cull a “conduil™ for you and 1, who n-
vest in il and become ownens of the
furkl. The professional managers who
took after the fund (our mmvestments)
day by day, invest ithe poo] of money we
have putiogether (all of us} in whathey
consider 1o be the best possible invest-
menls,

A good porntion of the monies 1n an
equity fund are invested in ownership of
indusirics, although 've sccn equity
funds be as much as 50% and belter in
~cash™ {bonds, eic.) [ they fell therc
would be a poor time in the equity
market, or the cconomy.

When you “own an indusiry” (or part
of it) you expectand hope for twothings

e ha . One, that the indusiry is
+ "profitable, and therefore distributes that
profit to it's owners in what is called a
dividend, and hopefully the industry
will continue to grow and cxpand, ant
therefore, ns an owner, (through the
mutaal fund) you share in its incrcased
worth (this is called a capial gain),

An equity mutual fund has part own-
crship in dorens, and in some cases,
hundreds of industries. These industnies
declare dividends periodically through-
out the year, and when they do, a portion
cotnes 1o the mutual fund inrelationshup
ta the number of shares the fund owns
(actually you and [, as we arc owners of
the fund).

When the monics are received by the
fund. they arc added to the assels the
fund holds. By law, the fund must
cvaluate itself each day. by taking Lhe
value of all i holdings and assets, i re-
lation to the closing market prices that
day. then divide the tolal by the number
of shares oulstanding, which produces
the "net asset value™ as found in the
paper the following day. This iy the
valuec al) shares are transacied al — be
they purchases or redemptions dupnng
that day.

It"s understandable then, that if 2
dividend is received, it adds to the value
of the funds’ holdings. Even il the
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“market” did nothing thal day, 3 the
dividends revesved were latge, the fund
value mightincrease by apenny. And so
i goes, with many of the indusines
Secharing dividends thsoughout the
year, and the fund adding Ihose divi-
dends Lo their assets, which 15 then re-
Nected 1n the daily  “fund vialue™ cal-
culahony.

Also. if the fund managers had
hought a “stock” at bargain prces, and
nuw the arket had moved those shase
prices considerably upwards, they
would sell out, and realize a capital
gain. As an cxample, if they bought &
stock at $10.00 per share, and now sold
it at $15.00 per share, 1115 3 “realized”
capital gain. (They rm:iy have others
bought at $10.00 and now worth
£15.00, but they fee] it may go £ven
higher, so i1 is not sofd uniil the higher
price is reached. This (s a capital gain
calculated into the daily prices, but it1s
not a “realized” capitnk gaim). _

Because dividends and capial gaimns
arc tanable, the law demands that you
and |, as owners of the fund, must pay
1ax on them. (Dividends have very fitle
1ax Tor mast of us, and capital gains arc
completely free of tax. vp to $100.000).
Therefore the fund declares & “distribu-
tion” of those dividends and realized
capial gains (pius any tnterest
oa it's cash reserves), in MOSE CRSES,
once a year, although some funds de-
clare distributions four times per YCar,

When that happens. the share prce

dropes.
If the funds share price had been
$10.00, and the fund declared a distribu-
vion of 5 1.00. the value would decline to
£9.00, What must be remetbered s that
the $1.00 in dividends. and realized
capital gains had been figured inlo The
daily share pnices whenever they whert
rcceived, thus helping to elevaie the
{unds prices bit by bit as received. Now
the 1otal 15 being taken aul, and paid to
you and |,

G4 9% {or more yof mutual fund share
hotders choose 10 have the dividends
aptematicadly me-invested Into addi-
nonal shares. As a resull, even though
that $10,00 price dechined 10 39.00, we
now have more shares; and our value n

‘the fund is exacily the same. Al we've
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June 15 distribule the camings and real-
izcd capital gains, 1w be taxabie n our
hands. {Just as you have to pay 1ax on
the tnicrest eamed 10 the bank, even af
you lcave the inlercst there),

That's why mutual fund prices de-
chre when a distribution takes place,
but values don't.
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For more information write:

Peier . Mazson, M.B.A., Regal
Caplial Planners LW, 19 Fagan
Drive, Georgelown, Unt. 170G 4P).

PAUL J. ROCKEL is suthor of
the boock ““Why | Invesl In Mutual
Funds'* and Presdident of Regal
Caplial Plannets Ltd,

For a FREE comparison of & mutual
fund, S-year GIC's, houss prices, and
Inflation over the pasi 20 yoars, ask
for “house prices” and wriia: Paul J.
Rockel, Regal Financial Cantre, 153
Unlon 51 E., Walerioo, Ontardo, N2J
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152 Guelph 5., Geargelown
B73-2027

Hours: Tues. - Fri., 9:00 10 7:00 p.m.
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Especially for you.
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WE ARE GOOD...and to pvove
il wo want to grve you a

FREE SHAMPOO & CUT
By Appoiniment Onty Wtih This Coupon
873-2027
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Don’t You Want
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- "4 Look
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To Lose Your

BABY FAT!
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It’s Back!

or 1 SPECIAL!

* Share With A Frien

or

* Keep It For Yourself
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