
Spotlight    Distributions – defined and demystified.

“ Do you know the only thing that gives me pleasure? It’s to see my dividends 
coming in.” – John D. Rockefeller

From John D. Rockefeller to Warren Buffett, dividends have formed a foundation within the portfolios 

of some of history’s greatest investors and entrepreneurs. For the average investor, dividends are also 

an important source of income and are proof of actual fractional ownership of a business; what better 

proof than a share of the cash? However, dividends (and their relatives, income and distributions) come 

with tax consequences. Here’s what you need to know.

 So, what are the implications? 

“Don’t put off until tomorrow, what you can do today” – 
wise words to live by except for when it comes to paying 
taxes. While it is true that paying taxes is not something 
investors in a tax-deferred registered plan (like an RRSP 
or TFSA) have to worry about from one year to the next, 
investors with non-registered mutual fund assets do.

These investors face tax consequences both when they sell 
or switch out of their investments and when they receive 
ongoing distributions from their existing investments.

For this feature, we focus on the latter – as it is so often 
misunderstood – explaining what distributions are, how 
they’re calculated and how they impact after-tax returns.

 
Distributions defined

Paying taxes on mutual funds is generally unavoidable. 
Any interest or dividend income realized from the Fund’s 
investments, as well as any net capital gains from selling 
securities, is typically subject to tax, after the mutual fund’s 
management fees and expenses are paid.

Mutual funds are taxed at the highest marginal tax rate, so 
passing any net investment income earned by the fund to 
individual investors will typically reduce the overall tax bill for 
investors. This net income is the mutual fund distribution, and 
for non-registered investments must be declared at tax time 
[on tax returns]. Unitholders in the fund receive a T3 or T5 
tax form outlining the size of the distribution and the type of 
income it comprises.

An investor’s distributions are calculated in proportion to the 
number of units held on a specific date, called the record 
date. So if you held 500 units on the record date and the 
distribution was $0.50/unit, you would receive a taxable 
distribution of $250. The amount of tax you would have to 
pay would depend on the type of distribution it was (e.g., 
income, dividends, capital gains or return of capital) and the 
tax treatment it received.

Distributions and net asset value  
– how are they related?

One concept that can be confusing is the relationship 
between the fund’s distributions and its value, particularly 
since investors can receive a distribution even if the fund’s 
price, also known as its net asset value (NAV), declined. 
This is because the mutual fund’s NAV includes realized 
gains (when a security rises and is then sold by the portfolio 
manager) as well as unrealized gains (when a security rises, 
but continues to be held).

Only the realized income and gains are included in the 
distribution because they are immediately subject to tax. 
Furthermore, bonds pay regular interest and certain stocks 
pay recurring dividends, independent of the security’s price 
movement.
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Spotlight Distributions

What goes up, must come down

Also confusing is that while a mutual fund’s distributions 
and NAV are quite different, the NAV is impacted when the 
distribution is paid.

So, if a fund has a NAV of $10 and makes a 10¢ distribution, 
the new NAV would be $9.90 (assuming there were no 
market movements impacting the NAV), as the 10¢ is now in 
the hands of the investors.

While investors have the option to take their distribution as 
cash, it’s more commonly reinvested in additional units of 
the fund (at Scotia, distributions are automatically reinvested 
unless the investor instructs otherwise).

If the latter is the case, and the distribution is reinvested, the 
adjusted cost base (ACB, which is essentially the average 
price paid for units owned) will change as new units will be 
purchased with the distribution.

 

Tax-Smart Investing

Up to now we’ve been discussing the impact of distributions 
on “standard” mutual fund structures (also known as trusts). 
Mutual fund trusts typically distribute income, dividends and 
capital gains, all of which have different tax treatments.  

Corporate class mutual funds are structured differently – as 
corporations – and as a result can offer tax-advantaged 
distributions, since capital losses and expenses can be shared 
across the corporation. When distributions are paid, they are 
therefore often minimized and are classified as capital gains 
and/or dividend income, both of which are given preferential 
tax treatment over interest income. Ask your financial advisor 
if corporate class funds may be right for you.

Final thoughts

For investors who hold mutual funds in their non-registered 
accounts, understanding distributions more fully can help 
make it easier to understand what exactly a distribution is, 
how it works, and what the tax implications may be.

® Registered trademarks of The Bank of Nova Scotia, used under licence. © Copyright 2016 1832 
Asset Management L.P. All rights reserved.Distributions are not guaranteed and may change at 
any time at the discretion of 1832 Asset Management L.P. If distributions paid by the fund are 
greater than the performance of the fund, distributions paid may include a return of capital and 
an investor’s original investment will shrink. A return of capital is not taxable to the investor, 
but will generally reduce the adjusted cost base of the securities held for tax purposes. If the 
adjusted cost base falls below zero, investors will realize capital gains equal to the amount below 
zero. Distributions are automatically reinvested unless an investor elects to receive them in cash. 
Investors should not confuse a fund’s distribution rate with its performance, rate of return or yield.

This document has been prepared by 1832 Asset Management L.P and is provided for information 
purposes only. Information contained in this document, including information relating to interest 
rates, market conditions, tax rules, and other investment factors are subject to change without 
notice and 1832 Asset Management L.P. is not responsible to update this information. Nothing 
in this document is or should be relied upon as a promise or representation as to the future. The 
information provided is not intended to be investment advice. Investors should consult their own 
professional advisor for specific investment and/or tax advice tailored to their needs when planning 
to implement an investment strategy to ensure that individual circumstances are considered 
properly and action is taken based on the latest available information.

ScotiaFunds® are managed by 1832 Asset Management L.P., a limited partnership the general 
partner of which is wholly owned by The Bank of Nova Scotia. ScotiaFunds are available through 
Scotia Securities Inc. and from other dealers and advisors. Scotia Securities Inc. is wholly owned by 
The Bank of Nova Scotia and is a member of the Mutual Fund Dealers Association of Canada. 

Commissions, trailing commissions, management fees and expenses may 
be associated with mutual fund investments. Please read the prospectus  
before investing. Mutual funds are not guaranteed or insured by the 
Canada Deposit Insurance Corporation or any other government deposit 
insurer, their values change frequently and past performance may not be 
repeated.

Pre-distribution  
value 100 units @ $10 = $1,000

Distribution 100 units @ $0.10 = -$10

Cash paid to 
investor $10

Post-distribution value 
of investment 100 units @ $9.90 = $990

Pre-distribution  
value 100 units @ $10 = $1,000

Distribution 100 units @ $0.10 = -$10

Reinvested  
distribution $10 / $9.90 = 1.0101 units @ $9.90   = $10

Post-distribution value of 
investment 101.0101 units @ $9.90  = $1,000

The following examples illustrate the two options:

Take the cash

Reinvesting in new units
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