Understanding the FOR Distribution

By Steve Johnson

Last week we provided investors in the ASX-listed Forager Australian Shares Fund (FOR) an
estimate of the coming distribution for the year ended 30 June 2018. The size - 22 cents per
unit - caused some surprise and more than a few questions. Here are some answers to the
common ones:

Why is the distribution so large?

We don’t have any choice in the matter. FOR is a unit trust and, as such, must distribute all of
its taxable income to unitholders every year. That includes dividends and interest received
and capital gains realised. This past year we realised a lot of gains on stocks we have held for
a number of years - Service Stream and Jumbo Interactive for example - so the distribution is
larger than usual.

What are the components of the distribution?

That won’t be known until 30 June. Indeed, the actual amount of the distribution won’t be
known until 30 June. It could change significantly if we realise any meaningful gains or
losses before the end of the financial year.

Like previous years, however, the vast majority of the taxable distribution is likely to be
discounted capital gains. The franked dividend component of the 22 cent estimate was
roughly 1 cent per unit or approximately 5% of the total distribution.

Why is the distribution different from the return?

While the return in any given year is based on realised and unrealised gains, we only
distribute realised profits. In some years there may be lots of unrealised gains, which would
mean returns higher than what is distributed. In other years we might realise gains by selling
stocks that have been held for many years. In this case the distribution could actually be
higher than the return in a given year. This could be the case this financial year, as some of
the stocks sold were held for many years and were representing significant unrealised gains
prior to sale.

What happens after the distribution is paid?

The units will trade without an entitlement to the distribution on 28 June 2018 (the ex-date).
Investors who purchase on or after that date will not be entitled to receive it. The underlying
net asset value will fall by the amount of the distribution on the ex-date. For example, the
current net asset value is $1.84 per unit. Were it to trade ex a 22-cent distribution tomorrow,
the underlying net asset value would theoretically fall to $1.62 per unit.

The market price can be and usually is different from the underlying asset backing. FOR units
have traded at a premium to the underlying value since listing. In an efficient rational market,
however, you should expect the traded unit price to fall by roughly the amount of the
distribution.



Should I reinvest my distributions?

FOR has a distribution reinvestment plan (DRP) in place. If you choose to participate in the
plan, you will be issued new units in FOR at the ex-distribution underlying net asset value
(the underlying net asset backing after the distribution has been paid).

Those investors who want to grow their investment by reinvesting can do so, while those who
would like to receive cash don’t need to do anything. If you elected to participate in the plan
last year, your election will remain in place unless you notify Link Market Services
otherwise.

Historically some investors who want cash have still chosen the reinvestment option and then
sold an equivalent number of shares on market. This strategy made sense last year because
the new units were issued at net asset backing but could be sold on market at a premium to
net asset backing.

If the units still trade at a premium close to 30 June you could also consider this option.
However you should consider taxation implications, transaction costs and risks around
insufficient liquidity or the units not trading at a premium when you try to sell on market.

What should I expect in future years?

The investment strategy of the Fund is based on generating capital gains from investing in
unloved and underappreciated stocks. While some of the underlying investments pay regular
dividends, the yield on the portfolio is typically low. Most of the returns have historically
come from capital gains and we expect that to be the case in future.

So the distributions are likely to be uneven and unpredictable and you should not rely on
them as a regular source of income. It is conceivable that a year of significant market falls
could mean no distribution.

FOR should be a component of the growth part of your portfolio and any distributions should
be seen as a component of that growth.

*PLEASE NOTE: Past performance is not a reliable indicator of future performance. The
Trust Co (RE Services) Limited, Fundhost Limited and Forager Funds Management do not
guarantee investment performance or distributions, and the value of your investment may rise
or fall.
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General advice only

Forager Funds Management provides general information to help you understand our investment
approach. Any financial advice we provide has not considered your personal circumstances and may
not be suitable for you.



Product Disclosure Statement

The Trust Company (RE Services) Limited (ABN 45 003 278 831 and AFSL No. 235150) is the
Responsible Entity and the issuer of the Forager Australian Shares Fund (ARSN No. 139 641 491).
Fundhost Limited (ABN 69 092 517 087 and AFSL No. 233045) is the Responsible Entity and the
issuer of the Forager International Shares Fund (ARSN No. 161 843 778). Before investing you
should read the relevant Product Disclosure Statement and seek advice from investment and taxation
professionals to determine if the product is appropriate for your needs.

Performance

Past performance is not a reliable indicator of future performance. The Trust Company (RE Services),
Fundhost and Forager Funds Management do not guarantee investment performance or distributions,
and the value of your investment may rise or fall. Total returns and estimated valuations have been
calculated using the mid-point of unit prices, before taxation, after ongoing fees, and assuming
reinvestment of distributions. We encourage you to think of investing as a long-term pursuit.

Disclaimer

To the extent permitted by law, The Trust Company (RE Services), Fundhost and Forager Funds
Management, their officers, employees, consultants, advisers and authorised representatives, are not
liable for any loss or damage arising as a result of any reliance placed on this document. Information
has been obtained from sources believed to be reliable, but we do not represent it is accurate or
complete, and it should not be relied upon as such.

Security & Privacy
Beware of Email Phishing - Unless notified in advance, Forager Funds Management do not request

personal or financial information via email and will never send links or attachments asking you to
send us this information. If you believe you have received a suspicious email, please contact us asap.
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