NANYANG SIANG PAU (BUSINESS) - 18 MAY 2009, PG 8

ﬁaﬁﬂ NANYANG SIANG PAL

18-05-2009 . 24—

THE INCOME DISTRIBUTION MYTH -
PART 1

WiE - FEANTEHAPARESE —TRAESENHHAEL - ETEE
LR -
. TFEF RS ERE AN - RE - HAHET NS c RETFRHER
PN BT S T F5h - M S Ha T AEMnERATnNY « t4E
B PR bE AR R T R R R P S RE -

LA - SRR A TR R R SR S s iR

T RAEEFRFTEESEE « FRD  FORE TR H A  HRERE R
A e 22 B E — R T A AR A o e A 1 BT o

MA T B P RS

—RE LR SRS NSRS FMER « "EREL e
Ea L E R & CE R |
HESHAW 7 tdEraE R BEW !
HEFEARHE  HES I EEEERTds
T TS -
HEI BT CREHE AW
38 FFEE B 3 B 80 o S R -
EfFFnkhEERSER?

Guowise TooiTaar

EEMESETE OGRS
BE * gary@pecificrtual com

[ o T R i

%r EFE— R ShiT

B Wb BREH 1 FHE (RLRHEEML
0 o sk shdeplag)

]
HHEEEN 013 SEMEESE (210

SHECHT ARG
AT 1530 4%

Fitlimats © 7692 i

il 1000 $F

it fedh 0 117 (A 13400

F4 Loh 4L 7692
L S

(4o Fara-de) 855 (10004-5/117)
W B l- 8547 | 7692 + 855 )

B F&E L1 FTE (9547 B 117 45

=1 AEEMA « BRI
130 58 |75 RE i 6 T 8
B W TEO2 B (N1 FE
FENINEFE] =

b= 2 1000 | 7EIZ Hii
x2S FEREHESE o

EETEEAES RO EG

% RN E R

g oy ERr R E R S i
BOEER S EE LB EREHRR TR
g:ﬁ#'ﬁ#ﬁﬁﬁﬁmaﬂﬁ$ﬁﬁﬂ

(g Boabtam Sogipb e ra bR B b - e
MEED D@ FESS RTINS
I EEE o+ WO SR H s FHER O B s
T e

EfEShRERHESESTElic
H-—HNE  BENEANERESETER
BEMECATES Il AL ERHES - F
;E$mmmﬂﬁﬁm5ﬁmm$ﬁﬁmﬁ

T 0

MAERL - REfEHAEHE~ET
S0 BN T RS EEh iR
FIO TR R A - FEHTHESE RS
BHERFARAE AR EFEE B
FEEmEH TSRS TR 2
HarENA i & piEadagsTe
BT 3 ST R R

EFHHEIRENES EXASBFHE
A BREFFANMESETEERE - 2
HEEREr ORESEOSAEHEE 1

TSI AR R E A - SRR R
REELMER  THEREL  SE3H
14 B2t fT I i B3 Ak & & ¥ S 0 71 36
8 DiEFHEETL RS S

g~ -

MR E i RS S BT & E R

ARG @ Tl - REL  BFENE
EERERENRERE  f{15TETS -
HwIEEmHEHEE - ETHEERE
& MedfrEETETEE  CB EaRls
frBE » ETFMHFOME TEE N L EEE
o

{Hik 000D &% (7692 Birx 117 %

Hl IR DR 866 FFE LY g
ngm%axn?¢3|-3&8&?!&~ﬁ1ﬁ$§|8%¢ﬂﬁxu?
wE| o

MR ST E RN RS R - EERER1T SENEES
BRrE- #5711 75 hBsSH 8547 87 - (ISR fr—i2 -
REE F il MREEWH A ANE  SEESEESREAEE B
Bt EEE R ER AR RS -

AR P HE O T REEE TSR 7
Rk LS 1 253 - % 7692 7 3000 TR EEE - @
frfrgsh 130 S -

EEEEEET 013 FEAWESE  FSRAEE 1000 5
B AAHERAE  ATREEEAECNERE 000 FESE (BiRE
HHERN SO EHRTEES) -

TEAL SH{HELE 9000 T8  EHEN 7682 7 3000 T #4r
SFRETHER A 117 48 « BOHERRE— 25 E s 500
ﬁzgﬁmiﬁwgﬁ v T4 T S A E 500
il &

1T SEAHEERE B Te R R
427 7 4000 -t « RETRIES119 75 7000 5% W
EEEISI0FHMEFIEER 8119 7 7000 Birs 5
FiThe  BanBfHENET 117 ST

EFRECHES SR TEEEHEEAREE
#FMHHE#MWE&E&E¢E!-a&mﬁmﬁ%ﬁ
bl S



rohaiza
Text Box
NANYANG SIANG PAU (BUSINESS) - 18 MAY 2009, PG 8

rohaiza
Text Box
THE INCOME DISTRIBUTION MYTH - PART 1


THE INCOME DISTRIBUTION MYTH - PART I

A myth is defined in the Oxford dictionary as “an idea that forms part of the beliefs of a group but is
not founded on fact”. There are numerous types of myths that permeate many aspects of human
life; religious, business and medical issues among others. The investing world, including unit trusts, is
no exception. With the increasing number of financial magazines and education on personal finance,
today’s average investor is likely to be more knowledgeable about financial and investment issues
than ever before. In spite of this, many investors are still blissfully unaware of numerous investment
and unit trust myths and often subscribe to them without stopping to consider their validity. In this
article, we discuss briefly income distributions and highlight one of the most common unit trust
myths related to it - that income distributions provide investors with gains.

MYTH - INVEST IN A FUND TO QUALIFY FOR AND PROFIT FROM A DISTRIBUTION

One of the first questions asked by prospective unit trust investors in Malaysia would usually be
“What was the distribution or yield of the fund for the last few years?” or, “What will the expected
distribution of the fund be?” The greater the distribution, the greater investors would rejoice and the
higher the likelihood potential investors would invest in the fund. Some would even go so far as to
invest substantially to qualify for these distributions and “profit” from them. Are investors correct in
doing so and in their belief that distributions provide profits?

Income distributions explained

Income distributions are annual or semi-annual payments made to investors in unit trust funds and
carry the option for reinvestment in new units of the fund usually without any charges levied. All unit
trust funds state in the prospectus their distribution policy, whether it would be a regular feature of
the fund or if unit price appreciation would be the only form of returns. Funds could also promise a
combination of income distribution and capital growth. Generally, investors with a need for income
would mainly select funds that regularly pay income distributions such as income or balanced funds.
Investors seeking capital appreciation would tend to opt for equity funds with irregular distributions if
any.

Essentially, a distribution is made out of a fund’s assets, normally sourced from interest and dividend
income received and from capital gains realised from sales of a fund’s investments. Following a
distribution and assuming investors do not reinvest any of the monies paid out, a fund’s assets would
be reduced by the total value of the distribution. This would be reflected in an immediate reduction
of a fund’s per unit price equal to the distribution per unit. There is no increase in unitholder wealth
as the distribution is a payment of money out of the fund back to unitholders. It is really a transfer of
money from one’s left pocket to the right pocket!

This is really similar to how a dividend payment works. Companies would have to source their own
internal funds in order to make these dividend payments and naturally that would deplete the
resources they have to carry on or expand their business. There really is no enhancement in the
company’s value or increase in assets. In theory, the companies’ share prices should adjust
downwards by the equivalent of the dividend to reflect this. Practically, because share prices are
based on demand and supply by investors, they may not and may even appreciate. With unit trusts,



prices definitely adjust downwards by roughly the amount of the distribution and, demand and
supply forces do not play a part in their pricing.

An example of a unit trust income distribution

The following is a simple scenario to illustrate a distribution.

Example: An investment of RM10,000 (Assuming no fund charges, price fluctuations and taxes)
Distribution declared at RM0.13 (or 10%) per unit

Before distribution: After distribution:
Unit price: RM1.30 Distribution received: RM1,000
Total units acquired: 7,692 Unit price: 1.17 (adjusted by 13 sen)

No. of units on hand: 7,692

No. of new units

(if reinvest distribution): 855 (RM1,000/1.17)
Total units — 8,547 (7,692 + 855)

Total value : RM10,000 Total value : RM10,000 (8,547 units x RM1.17)

An individual who invested RM10,000 at a cost of RM1.30 per unit (in time to qualify for the
distribution) would obtain 7,692 units (RM10,000/RM1.30). He will receive RM1,000 (7,692 units x
RMO0.13) as income-distribution. After the distribution, his investments would be worth RM9,000
(7,692 units x RM1.17) and if reinvesting the distribution would have 855 new units (RM1,000/
RM1.17), for total units of 8,547 worth RM10,000 (8,547 units x RM1.17). If our investor invested
RM10,000 after the distribution at RM1.17 per unit, he would end up with 8,547 units, exactly the
number of units acquired if invested before the income-distribution. Based on the above, it is
obvious an investor would be no better off after a distribution compared to if there were no
distribution made in the first place or if he invested after the distribution.

Why would the Fund’s price adjust downward by exactly the equivalent of the distribution? Assume
the above Fund has a size of RM100 million with 76.923 million units issued, giving a per unit price of
RM1.30. A RMO0.13 distribution per unit would result in a RM10 million payout from the Fund
reducing the Fund’s assets to RM90 million (assuming no reinvestment of the distribution). At a Fund
value of RM90 million with the same number of units of 76.923 million, the price per unit would be
RM1.17 (RM90 million BRRERERREEEEmMIllion units). Let's now assume half the distribution or RM5
million is reinvested in the fund thus increasing the fund size back up to RM95 million. At a price of
RM1.17, the new number of units issued would be 4.274 million resulting in total units issued now at
81.197 million. At a fund size of RM95 million and total units issued of 81.197 million, the fund’s
price per unit remains at RM1.17.



In next week’s article, we continue discussing matters related to income distributions — how investors
benefit and how to be discerning with regards to income distributions.
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