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ONECHVB AND FUNCI'IONS oF UNITTRUSTS

. ‘l_'he subject'of Unit 'l‘mstsim roused: - connidmblc mtexut in recent times. Unit

dmn trustee forthe unit-holders.

 University, USA; and. is a member of the American Finarice Association and Fi-

lnthunoteA.B‘l‘ wmme,whonomaumnmﬁomcolmdosmte o

mncnl Manaxement Amocnuon, tomments on. the fanctioning of Umt Trusts.

Balanced Funds:

‘ fUmn trusts’ arerombhshad 10 Invest

‘:the -money _of: numerous* individuals in

“'sewrme;" of -various types for. the
{benefit.of these!individuals. Broadly de-
i fined, a security: represents evidence of

|property rights.iThatds, a security repre- -

s sents a.clalm:on an asset and any future
<Lashflowthatthemtmaygenente

"*The sectirity itself is usually-a document

<which "identifies .the. investors rights or
tclaims. When talking about investmients,
e tvplully thihk.6f securities.as shares
¢and. fixed: deposmromoﬂler types of say--

. {ings® certificates. Uwaljysa‘tﬁxed -deposit

¢or-any-other savings-certificate indicates .
.that the investor: ‘should: recelve-certain
"Interest and principal payments at speci-

‘fied times./- “A:‘share certificateindicates

" . that the'investor. owns a certain nurber.’

. :'of shares.i6f-a company and theréfore

‘hasf_'aadafm:a;o :@;certain percentage of
tithe. cash ¢dividend- and- other distribu-
t'tions mdde:‘to?me'eommw',s sharetiol-

{ders. The’unit trusts_pay a fee'to a

hnanagemant company consisting of pro-
‘ fessionals*In .the field of investments. -
.'nme rprofessionals. manage - the - unit
u-usw&unds which-are derived from se!-
{ng “'shares" 20 individuals.

L Uit Trustscoffer:investors: several-ad-

- vvantgges. FFirst, “because:.of their-large

.« gize, tthey < <:Offer .-broad . diversification

«Boross:security: types.and inidustries .not
n,pnathljy ;possible /for ;smill i investors.

“Eurthermore; these trusts offerinvestors .

‘liquidity'in* the*form 6f reddy :marketa-

. ﬂumyooruan ‘ability ¢ torrédeem-'shares

vaiiththe: trust itself.. Finslly »unit trusts
pprovide tfult-time , professional irinvest-
nment rmanagement .that-mgyiresultiin
weﬂormanee Superior.to: whatmnghbbe
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.generated By the individual investor,

{nvestors ébtain three types of income '

-fromi owning unit trusts shares —.

(i) .Cath dividend or imemstdidmr-
. sements

‘(i) Capital gams disbursement

(iii).Changes.in the funds net asset -
value per share from capital

- -gains and cash dividends notdis- .-

tributed to the share owners
.under above (i) and (ii).
“Unit {rusts are conduits trom savings.
3 i) investmens. The trusts comingle the
savings 6f many. people into: dne large
diversified: investment portfolio. But no
single-investor owirs any particular asset.
‘instead, .an investor who has purdlased
a -certain: permtageofuleunnmnsts
total ‘shares owns that percentage of
every assdt-and every Ilabllity the trust
‘obtains. -
‘These unit trusts can be baswally dmd-
ed-into.two types, called open-end unit '
trusts-and . closed-end unijt trusts. In a
open-end unit trust- the number of
éhares ‘issued is not fixed: Further, the
.unit trusts shares are not quoted in a se- .
-curity .exchange but the fund managers
buy:and. séll shares of the unit trust. In-~
vvestors can- cash in their shares in the
sfund  whenever they wish, at the '‘net
zasset value. per share’ on that day. The

1met- asset. per share equals the value-of-

rthe trusts. total assets after liabilities are
divided by .the total- number of shares
voutstanding: on. that day. Thus the net

" asset “valiie -per share fluctuates - every

+timezany..asset: expenem:a a'dmnge in
nnsmarket.pnee

“

" The: unit u'usts stite speuflc' invest-

‘ment objectives in their prospects. For
example, the main types of funds are

| growth funds, income funds, balanced
{ Trustsare defined asran-investment trust that purchases stock exchange securities, | ﬁlMsfu'l:dustrv-speclﬂed funds, liquid
“etc., the'totalholding: being: divided into units, which. are s0ld to the public at a | asset 5, etc.

- |-price based on the market value of the whole portfolio, The managers will repur-
chase units. from'the-public at any time at a price slightly below the cusmrent offer |
pnmiUnlesothmmtedthedmdend:ontheseamnéshddmpooledmd ,

i dmn‘butedtoumt-ho!du:atlutedmtmnh,mﬂlyhﬂf-yuﬂy

Unnmummtendedtotppaltomanmbmthem“maﬂy .
: mmﬂl,denonnnmomandmaybesprudmahnndredormomeompam -
.{ thus minimizing. risk; -the investor also benefits from the expertise of the managers |
" 1] in.choice:of investments, ‘Generilly they are operated,according to detailed rules |
1aididown'in attmst deed agreed between:the mansager of the scheme. and an in- |
vdependenttmnee,umaByabmqummneecompmy,whchamasam:

' Growth Funds :

These funds tend to mvest in com-
pany shares and are willing to take

" some risks to obtain share portfolios
which are expected to yield large ca-
pital gains.

income Funds: '

Investment in stocks and various sav-
ings forms of certificates that pay
high cashi dividend and coupon inte-
rest is the objective of income funds.
_Rlskv shares, pffering potentlal capi-
tal guins, tend to be avoided in fa-
vour of ‘blue-chip’ investments.

7 -

_ These funds generally hold a well di-
versified - portfolio. It divides their
holdings between fixed-income secu-
rities and low-risk comman shares of

~ well established companies in ‘order
to avoid the risk of loss. These con-
servative funds usually have ths lowe-

* strate of retum. .

lndumv-speuﬁed Funds: -

“These funds are obvnouslv speciﬂed
inselectedindustries such asbanking, .
" health care, natural resources, ‘Insu-

rance companies etc.

Lllllud Asset Funds:

These unit. trusts- are also called
money market funds because they in-
- vest in short term, low risk securities
. issued by banks, other companies
and treasury bills etc.
Closed-end ‘unjt trusts differ in- several
. aspects from' that of open-end trusts.
First, -as their name implies closed-end
funds cannot 's¢ll 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.
closed:end “trusts’ trade on security ex- '
-changes .at ‘market prices that may be
above or ‘bélow their net asset values.
These ‘two distifctions between the
.closed-end an‘d.so,penend trusts are es-
sentially the 'best way to define the
‘closed-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.open-end unit trusts.

Instead the shares of the



