
DISTRIBUTIONS 101

WHAT IS A MUTUAL FUND DISTRIBUTION?
A mutual fund distribution occurs when the net investment income and realized capital 
gains of a mutual fund are distributed to those who have invested in the fund (unitholders). 
Distributions can be delivered in the form of cash or reinvested units. The amount of the 
distribution received by unitholders is determined based on the number of units of the 
mutual fund that they own on the record date prior to the payment date.

WHY DO MUTUAL FUNDS PAY A DISTRIBUTION?
All Canadian mutual funds are subject to taxation on their income and realized capital gains. 
The purpose of a mutual fund distribution is to optimize this tax payable on the fund’s 
earnings by passing the responsibility to pay taxes onto the unit holders. This way, each 
unitholder pays their portion of the tax at their own marginal tax rate. 

WHY DO UNITHOLDERS PAY THE TAX?
Ultimately, it is because most unitholders would be taxed at a lower rate than the mutual 
fund itself. Mutual funds are taxed at the equivalent of investors’ highest marginal tax rate 
so if the fund did not distribute its earnings it would pay tax on its earnings at the highest 
tax rate. By distributing its investment income and realized capital gains to unitholders 
the tax rate is typically much lower (or none at all if it’s held in a registered account) which 
results in a higher return on investment for unitholders. 

WHY DOES THE NET ASSET VALUE DROP WHEN A DISTRIBUTION IS PAID?
The net asset value (NAV) of a mutual fund is the value of the underlying assets that make 
up the fund, so when a mutual fund pays out a distribution (which comes from its assets), 
the NAV decreases by this exact same amount. Regardless of the method of distribution (in 
cash or reinvested units), the value of your investment remains the same. Hard to picture? 
See a comparison of cash versus reinvestment on the next page. 
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HOW DO DISTRIBUTIONS AFFECT MY ADJUSTED COST BASE?
The adjusted cost base (ACB) of your investment will be relevant in determining your 
capital gain (or loss) when you sell or dispose of mutual fund units held in a non-registered 
account. The ACB per mutual fund unit changes with each additional purchase or reinvested 
distribution. Unitholders are not subject to double taxation because reinvested distributions 
are added to the ACB of your investment.

5% DISTRIBUTION FOR A FUND WITH A $10 NAV/UNIT

If the distribution is paid in cash:

Pre-distribution value 
of investment Distribution Cash paid to investor Post-distribution 

value of investment

1,000 units @ $10 
= $10,000

1,000 units @ $0.50 
= $500 $500 1,000 units @ $9.50 

= $9,500

If the distribution is reinvested:

Pre-distribution value 
of investment Distribution Reinvested 

distribution
Post-distribution 
value of investment

1,000 units @ $10 
= $10,000

1,000 units @ $0.50 
= $500

$500 / $9.50 
= 52.63 units

1,052.63 units @ 
$9.50 = $10,000
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This report has been prepared by ATB Investment Management Inc. (“ATBIM”) which manages the 
Compass Portfolios and ATBIS Pools. ATBIM and ATB Securities Inc. (“ATBSI”) are wholly owned 
subsidiaries of ATB Financial and operate under the trade name ATB Wealth.
The most recent actual distributions can be found at https://atbim.atb.com/funds. The payment of 
distributions should not be confused with a fund’s performance, rate of return or yield. Past distributions 
and distribution estimates are not indicative of future distributions or performance.  Professional legal and 
tax advice should always be obtained when dealing with legal and taxation issues as each individual’s 
situation is different. Mutual Funds are not insured by the Canada Deposit Insurance Corporation, nor 
guaranteed by ATBIM, ATBSI, ATB Financial, the province of Alberta, any other government or any 
government agency. Commissions, trailing commissions, management fees, and expenses may all be 
associated with mutual fund investments. Read the fund offering documents provided before investing. 
The Compass Portfolios and ATBIS Pools include investments in other mutual funds. Information on these 
mutual funds, including the prospectus, is available on the internet at www.sedar.com.
Opinions, estimates, and projections contained herein are subject to change without notice and ATBIM 
does not undertake to provide updated information should a change occur. This information has been 
compiled or arrived at from sources believed reliable but no representation or warranty, expressed or 
implied, is made as to their accuracy or completeness. ATB Financial, ATBIM and ATBSI do not accept any 
liability whatsoever for any losses arising from the use of this report or its contents. 
This report is not, and should not be construed as an offer to sell or a solicitation of an offer to buy any 
investment. This report may not be reproduced in whole or in part; referred to in any manner whatsoever; 
nor may the information, opinions, and conclusions contained herein be referred to without the prior 
written consent of ATBIM.

https://atbim.atb.com/funds
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