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: OBJECnVES AND FUNCTIONS OF UNIT TRUSTS 
A J I . T . Wijeratne 

The subject'OfUnit Trustshas roused . considerable interest in recent times. Unit 
Trusts:are defined as'ahmvestniert exchange securities, 
etc, the'tOtaThrilding: beag divided into units, which, are sold to the public at a 
price hased on the market Value of the whole portfolio. The managers wfll repur­
chase-unto from the puMic at any time at a price slightly below, the current offer 
price.' Unless, otherwise stated the dividends, on the securities held are pooled and 
distributed toun&foldenat stated intemls,usually half-yeariy. 

Unit trusts are intended: to appeal to small1 investors because the units are usually 
-in small /denominations and may he spread over a hundred or more companies, 
thus; minimizing risk; the investor also benefits from the expertise of the managers 
in choice of investment! Generally they are operaxed.according to detailed rules 
laid.down'in a t̂rust deed, agreed Aetween- the manager of the scheme and an in­
dependent trustee, usually a. bank or insurance company, which, acts as a custo^ 
•diaritrustee for the unit-holders. 

In this note AJLT. Wijeratne, who/holds a Hasten Degree from Colorado State 
University, USA; and.is a member of the American Finance Association and-Fi-
.mancial Management Association, comments on the Auctioning of Unit Trusts. 

(Units.trusts arecestablished to Invest 
!the money .of numerous individuals In 
^'securities" - of various types tor. the 
•toenefrtof these: individuals. Broadly de-
; fined.a security represents evidence of 
| property rights^rThat is. a security repre­
sents a dalituon an asset and any future 
(Ltash flow'that the asset may generate'. 
*The security'itself is usually -a document 
Vwhiotii identifies the investors rights or 
iclaims. When talking about investments. 
,we1 typically thihkjbf securities as shares 
^and^ed:deposltsioromef types of say^ 
iiings: certificates.' Usualh^alifixed deposit 
<; or anyvOther savingsce^fficata indicates 
tjthat the:investor should' receive oertain 
'Interest and. principal r^ments at speci-
Tiedtirnes.<-A; "share certifieateiindicates 
that the'iinvestor owns a certain nurhber 

;|of shares, bfra company arid therefore 
,jhas;af;clarm:to.a certain percentage of 
vlthe- cash'̂ dividend: and - other distribu-
ttions made:to~the- company's sharehol-
ciders. The: unit .trusts.pay a fee to a 
|managemerit.company consisting Of pro-

'ifessionalsin.the field of investments. 
'.These ^professionals manage the • unit 
vmistrfurkls which are derivea from sel-
fHnfl1'sharei"to,indivJduals. 

I UhitlTruststpfferi investors several ad­
vantages. fFirst, -:because jof their Jarge 

.< Size, ttttey i Offer ..broad. 'diversification 
racross:-security:typa.arid.indu^ies^.not 
^neraljy >;possible 'forssmall ^investors. 
' Furthermore, thesetrasts bfferanvestors 
:liquidJtyi<in> the5 form of -ready imarketa-

SinTrty oor ran ability to r«eaeenv>shares 
njwithllthe;: trust itself.; Finally;iunittrusts 
^provide tif oil-time professional irinvest-
rirnent rmanagement that :rn^; resulthin 
i performance; superior to..what tnightLibe 

. aeneratetf by the individual investor. 

Investors obtain three types of income 
from owning unit trusts shares. — • 

(!) Cash dividend or interest disbur­
sements 

(ii) Capital gains disbursement 
(ill) Changes in the funds net asset 

value per share from capital 
gains arid cash dividends notdis-
tributed to the share owners 
under above (i) and (ii). 

Unit f rusts are conduits from savings 
. -to Investments. The trusts corningle the 

sayings of many people into one large 
diversified: investment portfolio. But no 
single, investor owns- any particular asset. 
Instead, an investor who has purchased 
a -certain•percentage of the unit trusts 
total -shares owns that percentage of 
every asset-and every liability .the trust 

..obtains. -
These unit trusts can be basically divid­

ed-into.two types, called open-end unit 
•trusts ̂ and. closed-end unit trusts. In a 
open-end. unit trust the number of 
shares issued is not fixed: Further, the 
•unit- trusts shares are not quoted in a se­
curity' exchange but the fund managers 
buy:-and sell shares of the unit trust ln-

vyestors «an- cash in their shares in the 
ifurid whenever they wish, at the''net 
fasset-value, per share' on that day. The 
•net asset: per share equals the value of 
i the trusts total assets after liabilities are 
./divided by the total number of shares 
^outstanding on that day. Thus the net 
t asset "value per, share fluctuates every 
^tirne^any.asset experiences a'change in 
.IttiTiarket-price. 

-The unit trusts state specific invest­
ment objectives in their prospects. For 
example, the main types of funds are 
growth funds, income, funds, balanced 
funds, iridustry-spetiffed funds, liquid' 
asset funds, etc. 
Growth Funds: • 

These .funds tend to invest. In com­
pany shares and: are willing to take 
some risks to' obtain share portfolios 
which are expected to yield large ca-

I gains. 

Income Funds: 
investment in stocks and various sav­
ings' forms of certificates that pay 
high cash dividend, and coupon inte­
rest is the objective of income funds. 
Risky shares, offering potential capi­
tal gains, tend to be avoided in fa­
vour of 'bluechip' investments. 

Balanced Funds: 
These funds generally hold a well di­
versified portfolio. It divides their 
holdings between fixed-income secu­
rities and low-risk common shares of 
well established companies in order 
to avoid the risk of loss. These con­
servative funds usually have the lowe­
st rate of return. 

Industry^pecified Funds: -
•' These funds are obviously specified 

in selected industries such asoanking, 
health care, natural resources, insu­
rance companies etc. 

Liquid Asset Funds: ' 
These unit. trusts--are. also called 
money market funds because they in-

- vest in short term, low risk securities 
. issued by hanks, other companies 

and treasury bills etc 
Closed-end unit trusts differ in several 

aspects from' that of open-end trusts. 
First, as their name implies closed-end 
funds cannot sell more shares after their 
initial offering, thus the size is limited. 
Second, the shares of closed-end unit 
trusts are not redeemable at their net 

. asset value, as are the shares in a open-
end trust. Instead the shares of the 
dosed^nd'trusts trade on security ex­
changes at market prices that, may be 
above or below their net asset values. 
These 'two distirlctions between the 
dosed-end and.open-end trusts are es­
sentially the 'best way to define the 
dosed<end trusts. Further, unlike open-
end unit trusts closed-end trusts have 
diversification and investment objectives 
ithat differ .over a much wider range than 
'that of •openend unit trusts. . 
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