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Independent auditor’s report
To the Board of Directors of Scotia US Equity Fund (formerly Scotiabank US Growth Fund)

Report on the audit of the financial statements
Our opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of Scotia US Equity Fund
(formerly Scotiabank US Growth Fund) (the “Fund”) as at December 31, 2019, and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards.
What we have audited
Scotia US Equity Fund (formerly Scotiabank US Growth Fund)’s financial statements comprise:
•

the statement of financial position as at December 31, 2019;

•

the statement of comprehensive income (loss) for the year then ended;

•

the statement of changes in net assets attributable to holders of redeemable participating shares for the year then ended;

•

the statement of cash flows for the year then ended; and

•

the notes to the financial statements, which include significant accounting policies.

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those
standards are further described in the Auditor’s responsibilities for the audit of the financial statements section of our report.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
Independence
We are independent of the Fund in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics
for Professional Accountants (“IESBA Code”). We have fulfilled our other ethical responsibilities in accordance with the IESBA
Code.

Our audit approach
Overview
•

Overall materiality was determined based on the net assets attributable to
holders of redeemable participating shares of the Fund.

•

The Fund is an open-ended investment company and has appointed
Scotiabank & Trust (Cayman) Ltd. (the “Manager”) to manage its affairs
and investments subject to the overall supervision and control of the
Fund’s Board of Directors.

Materiality
Audit
Scope
Key audit
matters

•

Valuation and existence of investments

PricewaterhouseCoopers, 18 Forum Lane, Camana Bay, P.O. Box 258, Grand Cayman, Cayman Islands,
KY1- 1104, T: +1 (345) 949 7000, F: +1 (345) 949 7352, www.pwc.com/ky

Audit scope
As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial
statements. In particular, we considered where management made subjective judgements; for example, in respect of significant
accounting estimates that involved making assumptions and considering future events that are inherently uncertain. As in all of
our audits, we also addressed the risk of management override of internal controls, including among other matters
consideration of whether there was evidence of bias that represented a risk of material misstatement due to fraud.
How we tailored the audit scope
We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion on the financial
statements as a whole, taking into account the types of investments within the Fund, the involvement of the Manager and
administrator, the accounting processes and controls, and the industry in which the Fund operates.
The Fund’s accounting is delegated to the administrator who maintain their own accounting records and controls and report to
management.
As part of our risk assessment, we assessed the control environment to the extent relevant to our audit. This assessment of the
operating and accounting structure included obtaining and reading the relevant control reports issued by the independent
auditor of the administrator in accordance with generally accepted assurance standards for such work. We then identified those
key controls at the administrator on which we could place reliance to provide audit evidence. Following this assessment, we
applied professional judgement to determine the extent of testing required over each balance in the financial statements,
including whether we needed to perform additional testing in respect of those key controls to support our substantive work. For
the purposes of our audit, we determined that additional testing of controls in place at the administrator was not required
because additional substantive testing was performed.
Materiality
The scope of our audit was influenced by our application of materiality. An audit is designed to obtain reasonable assurance
whether the financial statements are free from material misstatement. Misstatements may arise due to fraud or error. They are
considered material if, individually or in aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of the financial statements.
Based on our professional judgement, we determined certain quantitative thresholds for materiality, including the overall
materiality for the financial statements as a whole as set out in the table below. These, together with qualitative considerations,
helped us to determine the scope of our audit and the nature, timing and extent of our audit procedures and to evaluate the
effect of misstatements, both individually and in aggregate, on the financial statements as a whole.
Overall materiality

USD 432,000

How we determined it

1% of net assets attributable to holders of redeemable participating shares of
the Fund

Rationale for the materiality
benchmark applied

We have applied this benchmark, a generally accepted auditing practice for
investment fund audits, in the absence of indicators that an alternative
benchmark would be more appropriate and we believe this provides an
appropriate and consistent year-on-year basis for our audit.

Key audit matters
Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial
statements of the current period. These matters were addressed in the context of our audit of the financial statements as a
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Key audit matter

How our audit addressed the Key audit matter

Valuation and existence of investments

We tested the valuation of the investment portfolio as follows:
•

Refer to notes 3 and 8 to the financial statements.
The investment portfolio at December 31, 2019 is
comprised of equity securities (USD 42.3m).
We focused on the valuation and existence of
investments because investments represent the
principal element of the net asset value as disclosed
in the statement of financial position in the financial
statements.

for exchange traded listed equities we compared the prices
used by the Fund to prices reported by the applicable
exchange;
No material misstatements were identified.
We tested the existence of the investment portfolio as follows:
•

for equity securities we agreed the holdings to a custodian
confirmation from State Street Bank and Trust Company;

No material misstatements were identified.

Responsibilities of management and those charged with governance for the financial
statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with
International Financial Reporting Standards, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is responsible for assessing the Fund’s ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless management
either intends to liquidate the Fund or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Fund’s financial reporting process.

Auditor’s responsibilities for the audit of the financial statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is
a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.
As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional scepticism
throughout the audit. We also:
•

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

•

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control.

•

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by management.

•

Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on
the Fund’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Fund to cease to continue as a going concern.

•

Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether
the financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.
We also provide those charged with governance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards.
From the matters communicated with those charged with governance, we determine those matters that were of most
significance in the audit of the financial statements of the current period and are therefore the key audit matters. We describe
these matters in our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

Other Matter
This report, including the opinion, has been prepared for and only for the Fund in accordance with the terms of our engagement
letter and for no other purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to
any other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior
consent in writing.

The engagement partner on the audit resulting in this independent auditor’s report is Brian Rando.

March 26, 2020

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

STATEMENT OF FINANCIAL POSITION
AT DECEMBER 31, 2019
(Expressed in United States dollars)

2019
ASSETS
Cash and cash equivalents
Financial assets at fair value through profit or loss
(Cost: $40,815,053; 2018: $32,808,865) (Notes 3, 7 and 8)
Subscriptions receivable
Dividends receivable

$

Total assets
LIABILITIES
Accrued expenses
Management fees (Note 4)
Redemptions payable
Tax withholding liability
Liabilities (excluding net assets attributable to holders of
redeemable participating shares)
Management shares

2018

998,044

$

1,995,804

42,327,257
21,334
2,092

36,387,562
3,496
23,120

43,348,727

38,409,982

66,602
48,527
1,393
627

27,526
47,232
21,999
4,974

117,149

101,731

1,000

1,000

Net assets attributable to holders of redeemable participating shares
(Notes 6 and 7)

$

Net asset value per redeemable participating share (Note 6)
Class A
$34,883,035/1,935,097 shares (2018: $30,410,997/2,114,721 shares)

$

18.03

$

14.38

Class NU
$405,785/22,472 shares (2018: $397,156/27,447 shares)

$

18.06

$

14.47

Class IU
$7,511,232/374,374 shares (2018: $7,161,522/455,228 shares)

$

20.06

$

15.73

Class IJ
JMC57,058,640/288,406 shares (2018: JMC43,007,037/288,406 shares)

JMC

197.84

JMC

149.12

43,230,578

$

Approved for issuance on behalf of Scotia US Equity Fund’s (formerly Scotiabank US Growth Fund)
Board of Directors
Farried Sulliman
Farried Sulliman
Director
Dwight Burrows
Dwight Burrows
Director

Date :

March 26, 2020

The accompanying notes are an integral part of these financial statements.
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38,307,251

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

STATEMENT OF COMPREHENSIVE INCOME (LOSS)
YEAR ENDED DECEMBER 31, 2019
(Expressed in United States dollars)

2019
Income
Dividend income
Other income
Net realized gain on financial assets at fair value through profit or loss
and foreign currencies
Net change in unrealized depreciation on financial assets
at fair value through profit or loss and foreign currencies

$

Total net income (loss)

2018

809,045 $
35

625,920
-

11,743,837

4,493,563

(2,066,493)

(9,920,838)

10,486,424

(4,801,355)

Expenses
Management fees (Note 4)
Custodian and administration fees
Other expenses
Professional fees

590,582
68,425
70,383
29,692

645,141
72,026
68,606
29,013

Total operating expenses

759,082

814,786

Less: expenses reimbursed (Note 4)

-

Net operating expenses

759,082

Operating profit (loss)

9,727,342

Withholding taxes on dividend income

(247,899)

Increase (decrease) in net assets from operations attributable
to holders of redeemable participating shares

$

9,479,443 $

The accompanying notes are an integral part of these financial statements.
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(1,624)
813,162
(5,614,517)
(176,533)

(5,791,050)

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

STATEMENT OF CHANGES IN NET ASSETS ATTRIBUTABLE
TO HOLDERS OF REDEEMABLE PARTICIPATING SHARES
YEAR ENDED DECEMBER 31, 2019
(Expressed in United States dollars)

Share
Capital
Balance as at December 31, 2017

$

Issue of redeemable participating shares
Redemption of redeemable participating shares
Decrease in net assets from operations
attributable to holders of redeemable
participating shares
Balance as at December 31, 2018

$

6,626
(6,356)

$

28,857

$

21,084,704

22,984,740

18,431,278

$

15,293,654

(5,791,050)
$

24,773,097

38,307,251
4,227,001
(8,783,117)

9,479,443
$

46,170,628
8,808,512
(10,880,839)

-

The accompanying notes are an integral part of these financial statements.
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$

(5,791,050)

$

Total
net assets
attributable to
holders of
redeemable
participating
shares
(at redemption
value)

-

4,224,440
(8,777,902)

26,203

$

-

2,561
(5,215)

$

25,057,337
8,801,886
(10,874,483)

-

Issue of redeemable participating shares
Redemption of redeemable participating shares
Increase in net assets from operations
attributable to holders of redeemable
participating shares
Balance as at December 31, 2019

28,587

Share
Premium

Increase (decrease)
in net assets
from operations
attributable to
holders of
redeemable
participating
shares

9,479,443
$

43,230,578

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2019
(Expressed in United States dollars)

2019
Cash flows from operating activities
Dividend received (net of withholding taxes)
Other income received
Operating expenses paid
Reimbursements received from Manager
Purchase of financial assets at fair value through profit or loss
Proceeds from sale of financial assets at fair value through profit or loss

$

Net cash provided by operating activities
Cash flows from financing activities
Proceeds from subscriptions of redeemable participating shares
Payments for redemptions of redeemable participating shares
Net cash used in financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

2018

577,827 $
35
(718,711)
(43,232,864)
46,970,513

445,359
(833,864)
1,624
(12,630,121)
14,516,542

3,596,800

1,499,540

4,209,163
(8,803,723)

8,813,292
(10,860,661)

(4,594,560)

(2,047,369)

(997,760)

(547,829)

1,995,804

2,543,633

Cash and cash equivalents at end of year

$

998,044

$

1,995,804

Supplementary information on cash flows from operating activities
Tax withheld

$

252,246

$

175,641

The accompanying notes are an integral part of these financial statements.
-8-

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2019

1.

Incorporation and Principal Activities

Scotia US Equity Fund (formerly Scotiabank US Growth Fund) (the “Company”) was incorporated in the Cayman
Islands on October 27, 1999 and is registered under The Mutual Funds Law (revised) of the Cayman Islands. The
Company is an open-ended investment company which may issue and redeem its shares at a price based on the
underlying net asset value. The address of the registered office is 18 Forum Lane, 2nd Floor, Camana Bay, Grand
Cayman, P.O. Box 501, KY1-1106. The Company’s redeemable participating shares are listed on the Cayman Islands
Stock Exchange, the Dutch Caribbean Stock Exchange, and are registered for distribution in Trinidad and Tobago
and in Jamaica. Prior to March 7, 2019, the Company’s redeemable participating shares were also listed on the Dutch
Caribbean Stock Exchange. Effective March 7, 2019, the Company’s redeemable participating shares were de-listed
from the Dutch Caribbean Stock Exchange.
The Company’s investment objective is to achieve long term growth through capital appreciation by investing
primarily in the equity securities of U.S. companies. The Company may also invest in United States Dollar
denominated corporate paper and money market instruments. The Company may use or invest in derivative
instruments subject to certain restrictions.
It is not the intention of the Company to pay dividends and any earnings and profits will be reinvested.
On July 23, 2007, Scotiabank & Trust (Cayman) Ltd. (the “Manager”) appointed State Street Cayman Trust
Company, Ltd. as sub-administrator (the “Sub-Administrator”) and State Street Bank and Trust Company as
custodian (the “Custodian”).
The Company has retained Davis Selected Advisers, L.P. (the “Portfolio Manager”) as the Portfolio Manager.
2.

Significant Accounting Policies

The principal accounting policies applied in the preparation of these financial statements are set out below. These
policies have been consistently applied to all the years presented, unless otherwise stated.
Basis of preparation:
The financial statements of the Company have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board. The financial statements have been
prepared under the historical cost convention, as modified by the revaluation of financial assets and financial
liabilities (including derivative financial instruments) at fair value through profit or loss.
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires the Board of Directors to exercise its judgment in the process of applying the Company’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed in Note 8.
All references to net assets throughout this document refer to net assets attributable to holders of Redeemable
Participating Shares unless otherwise stated. Net assets per share information as disclosed in the Statement of
Financial Position for each class of participating shares disclosed in Note 6 has been determined as total assets less
total liabilities (excluding net assets attributable to holders of Redeemable Participating Shares) divided by the
number of outstanding shares of each class of Redeemable Participating Shares.

-9-

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2019

2.

Significant Accounting Policies (continued)

(a) Standards and amendments to existing standards effective January 1, 2019
There are no standards, amendments to standards or interpretations that are effective for annual periods beginning on
1 January 2019 that have a material effect on the financial statements of the Company.
(b) New standards, amendments and interpretations effective after 1 January 2019 and have not been early adopted
A number of new standards, amendments to standards and interpretations are effective for annual periods beginning
after 1 January 2019, and have not been early adopted in preparing these financial statements. None of these are
expected to have a material effect on the financial statements of the Company.
Valuation of financial assets at fair value through profit or loss: The Company classifies its investments based on
both the Company’s business model for managing those financial assets and the contractual cash flow characteristics
of the financial assets. The portfolio of financial assets is managed and performance is evaluated on a fair value basis.
The Company is primarily focused on fair value information and uses that information to assess the assets’
performance and to make decisions. The Company has not taken the option to irrevocably designate any equity
securities as fair value through other comprehensive income. The contractual cash flows of the Company’s debt
securities are solely principal and interest, however, these securities are neither held for the purpose of collecting
contractual cash flows nor held both for collecting contractual cash flows and for sale. The collection of contractual
cash flows is only incidental to achieving the Company’s business model’s objective. Consequently, all investments
are measured at fair value through profit or loss. Financial assets at fair value through profit or loss are initially
recognized at fair value, which is considered the cost basis of the financial assets. The Company records security
transactions on a trade date basis, recognizing the cost or sales proceeds of financial assets sold or purchased on an
average cost basis. Financial assets are valued on the valuation date at fair value, using data provided by one or more
reputable third party pricing vendors which is in turn based upon (1) last traded price on the exchange upon which
such financial assets are traded, (2) valuation models using observable market inputs, or (3) prices quoted by the
principal market makers for non-exchange traded financial assets. Management evaluates the reliability of the pricing
data received at each report date. All related realized gains and losses are recognized in the Statement of
Comprehensive Income (Loss) as income or loss, as they occur.
Functional and presentation currency: The United States Dollar (“USD”) is the currency in which the Company
measures its performance and reports its results, as well as the currency in which the Company receives the majority
of its subscriptions from its investors (the “functional currency”). The Company has adopted USD as its presentation
currency.
Accounting for investments and investment income: Financial assets transactions are accounted for on a trade date
basis. Realized gains and losses on sales of financial assets are calculated on an average cost basis.
Redeemable participating shares and management shares: Redeemable participating shares (the “Redeemable
Participating Shares”) are redeemable at the shareholder’s option and are classified as financial liabilities. Any
distribution on such Redeemable Participating Shares is recognized in the Statement of Comprehensive Income
(Loss) as finance costs. The Redeemable Participating Shares can be put back to the Company by the holder at any
dealing day for cash equal to a proportionate share of the respective Company’s net assets. The Redeemable
Participating Shares are carried at the redemption amount that would be payable at the dealing day if the shareholders
exercised its right to put the share back to the Company. Management shares (the “Management Shares”) are not
redeemable, and do not participate in the net income or dividends of the Company as per the Company’s articles of
association.
- 10 -

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2019

2.

Significant Accounting Policies (continued)

Dividend income: Dividends are recorded as income on the ex-dividend date and are included on the Statement of
Comprehensive Income (Loss). Withholding taxes on dividend income are shown as a separated item in the
Statement of Comprehensive Income (Loss).
Expenses: Expenses directly attributable to the Company are recorded on an accrual basis.
Allocation of gains and losses: Other than the different fee rates discussed in Note 4, profits and losses of the Fund
are allocated to each class of shares according to their proportionate interest in the Fund.
Translation of foreign currency amounts: Assets and liabilities denominated in currencies other than the USD
(“foreign currencies”) are translated at the rates prevailing on the date of valuation and exchange differences are
reflected in the Statement of Comprehensive Income (Loss) in the period in which they arise. Transactions in foreign
currencies are translated at prevailing exchange rates at the date of the transaction. The Company does not isolate that
portion of the results of operations resulting from changes in foreign exchange rates on financial assets from the
fluctuations arising from changes in market prices of financial assets held. Such fluctuations are included with the net
realized gain or loss and net change in unrealized appreciation (depreciation) on financial assets at fair value through
profit or loss.
Cash and cash equivalents: For the purposes of the Statement of Cash Flows, cash and cash equivalents comprise
cash and fixed term deposits with original maturity of less than 90 days.
Capital risk management: The capital of the Company is represented by the net assets attributable to holders of
Redeemable Participating Shares. The amount of net asset attributable to holders of Redeemable Participating Shares
can change significantly on a daily basis as the Company is subject to daily subscriptions and redemptions at the
discretion of shareholders. The Company’s objective when managing capital is to safeguard the Company’s ability to
continue as a going concern in order to provide returns for shareholders and benefits for other stakeholders and to
maintain a strong capital base to support the development of the investment activities of the Company. In order to
maintain or adjust the capital structure, the Company’s policy is to perform the following.
•

Monitor the level of daily subscriptions and redemptions relative to the liquid assets and adjusts the amount of
distributions the Company pays to redeemable shareholders.

•

Redeem and issue new shares in accordance with the constitutional documents of the Company, which include
the ability to restrict redemptions and require certain minimum holdings and subscriptions.

The Board of Directors and the Portfolio Manager monitor capital on the basis of the value of net assets attributable
to Redeemable Participating Shares.
3.

Financial Assets at Fair Value through Profit or Loss

At December 31, 2019 and 2018 the financial assets comprised the following securities:
2019

2018
Fair
Value

Cost
Equity Securities

$

40,815,053

$

- 11 -

42,327,257

Fair
Value

Cost
$

32,808,865

$

36,387,562

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2019

3.

Financial Assets at Fair Value through Profit or Loss (continued)

As at December 31, 2019, the portfolio consists of 8 positions (2018: 40) with no one position or issuer accounting
for more than 19.75% (2018: 10.31%) of the portfolio value. All of the Company’s financial assets are
denominated in USD.
The investment portfolio of the Company comprises a diverse portfolio of exchange traded equity securities as at
December 31, 2019 and 2018. The following summarizes the investment portfolio segregated by country of issuer:
2019
Financial assets at fair value
$

42,327,257

% of total
portfolio
100.00%

$

42,327,257

100.00%

Fair Value
Ireland
Switzerland
United Kingdom
United States
Total financial assets at
fair value through profit or loss

2018

Fair Value
$
29,554
596,812
325,699
35,435,497
$

36,387,562

% of total
portfolio
0.08%
1.64%
0.90%
97.38%
100.00%

The following is a summary of the financial assets segregated by the industry sectors:
2019
Financial assets at fair value
Fair Value

2018
% of total
portfolio

Fair Value

% of total
portfolio

Communication Services
Consumer Discretionary
Consumer Staples
Energy
Financials
Health Care
Industrials
Information Technology
Materials
Mutual Funds

$

42,327,257

100.00%

$

6,053,004
3,537,870
50,928
1,584,492
16,770,050
667,943
4,042,546
3,597,276
83,453
-

16.63%
9.72%
0.14%
4.35%
46.09%
1.84%
11.11%
9.89%
0.23%
-

Total financial assets at fair value through profit and loss

$

42,327,257

100.00%

$

36,387,562

100.00%

- 12 -

SCOTIA US EQUITY FUND
(formerly Scotiabank US Growth Fund)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2019

3.

Financial Assets at Fair Value through Profit or Loss (continued)

As of December 31, 2019, the Company invested in the following exchange traded mutual funds:
2019
Financial assets at fair value
Fair Value
iShares Core Dividend Growth ETF
Invesco S&P 500 Quality ETF
Invesco S&P MidCap Low Volatility ETF
Invesco S&P SmallCap Low Volatility ETF
iShares Edge MSCI Minimum Volatility USA ETF
iShares Edge MSCI USA Momentum Factor ETF
iShares Edge MSCI USA Quality Factor ETF
WisdomTree U.S. Quality Dividend Growth Fund
Total financial assets at fair value through profit and loss

2019
% of total
portfolio

Fair Value

% of total
portfolio

$
$
$
$
$
$
$
$

6,396,743
5,384,567
3,080,623
3,080,784
8,360,064
4,248,950
5,395,420
6,380,106

15.11%
12.72%
7.28%
7.28%
19.75%
10.04%
12.75%
15.07%

$

6,396,743
5,384,567
3,080,623
3,080,784
8,360,064
4,248,950
5,395,420
6,380,106

15.11%
12.72%
7.28%
7.28%
19.75%
10.04%
12.75%
15.07%

$

42,327,257

100.00%

$

42,327,257

100.00%

At December 31, 2019 and 2018, there are no assets and liabilities subject to offsetting enforceable under a master
netting arrangement.
4.

Management Agreement

Under the terms of the management agreement dated November 1, 1999 (amended by agreement dated April 9,
2014), the Company appointed the Manager to manage the affairs and investments of the Company subject to the
overall supervision and control of the Board of Directors of the Company.
The Manager has responsibility for the general administration of the Company, but has delegated the performance of
most tasks to third parties.
The Manager is entitled to a fee (the “management fee”) at rates disclosed in the table below. The management fee
paid by the Company is paid out of the assets of the Company and are accrued daily and paid quarterly in arrears. Out
of this fee, the Manager is required to pay the fees of the Portfolio Manager and any other person to whom functions
are delegated by the Manager, along with all investment related direct expenses. The Manager may also pay trailing
commissions to sub-distributors out of the management fee. The Manager may choose from time to time to absorb
any portion of the annual management fees on any class of shares of the Company.
The Manager is entitled to a management fee from the classes of Redeemable Investment Shares as listed below:
Class
A
NU
IU
IJ

Management fee per annum
1.58%
2.03%
NIL
NIL
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4.

Management Agreement (continued)

Prior to November 2019, Class A shares were charged management fees of 1.75% per annum and Class NU shares
were charged management fees of 2.20% per annum.
No management fees are charged on Class IU and IJ shares. Instead, Class IU and IJ investors negotiate a separate fee
that is paid directly to the Manager.
The Company also incurs certain operating expenses. Such expenses may include, but are not limited to,
administrative costs, interest on borrowed funds, auditing expenses, legal expenses, insurance, licensing, accounting,
fees and disbursement of transfer agents, registrars, custodians, sub-custodians and escrow agents and the annual
registration fee payable in the Cayman Islands. The Manager may at its sole discretion choose to absorb any of these
expenses, at any time.
Prior to November 2019, the Manager voluntarily applied an expense ratio cap of 2.20%, 2.70%, 0.50% and 0.50 for
Class A shares, Class NU shares, Class IU shares and Class IJ shares, respectively. Effective November 2019, the
Manager voluntarily applied an expense ratio cap of 2.03% for Class A shares (2018: 2.20%), 2.53% for Class NU
shares (2018: 2.70%), 0.50% for Class IU shares (2018: 0.50%) and 0.50% for Class IJ shares (2018: 0.50%). As a
result of the expense ratio cap, total operating expenses reimbursed by the Manager for the year ending December 31,
2019 was $NIL (2018: $1,624) recorded as expenses reimbursed in the Statement of Comprehensive Income (Loss).
The Manager may decide to change or cease the expense ratio cap at any time.
5.

Other Related Party Transactions

Under the terms of the distributorship agreement dated November 1, 1999, the Manager, Scotiabank & Trust
(Cayman) Ltd. (the “Distributor”) is responsible for the distribution of Redeemable Participating Shares of the
Company in accordance with the terms of the Prospectus. The Distributor is entitled to all initial subscription charges
levied against subscribers. The subscription charge is levied solely at the discretion of the Manager at up to 5% of the
total amount paid by the subscriber for Class A shares. No initial subscription charge is levied against Class NU,
Class IU, and Class IJ subscribers.
6.

Share Capital

2019
Authorized:
1,000 Management Shares of $1.00 par value each
100,000,000 Redeemable Participating Shares of $0.01 par value each

- 14 -

$

1,000
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2018
$

1,000
1,000,000
$ 1,001,000
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6.

Share Capital (continued)

Issued:
Total units issued or redeemed during the year and the corresponding share capital and share premium dollar
amounts:
2019
Management Shares
Shares issued during the year
Shares redeemed during the year

Units

2018
$

Units

$

-

-

-

-

-

-

-

-

Redeemable Participating Shares
Class A
Shares issued during the year
Shares redeemed during the year

256,088
(435,712)

4,227,001
(7,237,167)

478,967
(489,887)

8,063,053
(8,256,789)

Class NU
Shares issued during the year
Shares redeemed during the year

(4,975)

(85,950)

1,438
(7,086)

24,386
(117,286)

Class IU
Shares issued during the year
Shares redeemed during the year

(80,854)

(1,460,000)

26,557
(138,588)

500,000
(2,506,765)

Class IJ*
Shares issued during the year
Shares redeemed during the year

-

-

155,686
-

221,073
-

* Class offered in JMC

The Management Shares are held exclusively by the Manager, who holds all the voting power of the Company but is
entitled only to a return of capital in the event of liquidation.
Shares that are redeemed within 90 days of purchase may be subject to a redemption fee up to 2% of the redemption
amount. No redemption fees were levied during the year ended December 31, 2019 (2018: $NIL).
Each of the classes is denominated in USD, except for Classes IJ which is denominated in Jamaican Dollars (“JMC”).
For the classes of shares denominated in currencies other than the functional currency of the Company, the Net Asset
Values are calculated by converting the USD Net Asset Value per Share to the JMC equivalent using the current rate
of exchange.
Each of the classes of Redeemable Participating Shares are issued and redeemable daily at a price equal to the net
asset value per share on the valuation day on which the notification is received, as long as it is received before the
Company’s close of business. The net asset value per share for any valuation date is determined by dividing the value
of the assets of the respective share class less its liabilities at the close of business on such valuation day by the
number of Redeemable Participating Shares outstanding of the share class on that date.
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6.

Share Capital (continued)

The Redeemable Participating Shares confer no voting rights and no entitlement to receive notice of, or attend at,
general meetings of the Company. The Redeemable Participating Shares carry the right to participate in dividends
and all other distributions of the Company.
The Company’s capital is primarily represented by these Redeemable Participating Shares. In accordance with the
objectives outlined in Note 1 and the risk management policies in Note 7, the Company endeavours to invest the
subscriptions received from redeemable participating shareholders into appropriate investments while maintaining
sufficient liquidity to meet redemptions, being augmented by disposal of listed securities where necessary.
At December 31, 2019, Scotiabank Trinidad & Tobago Growth Fund, held 74,740 units of class IU shares (2018:
74,740) valued at $1,499,549 (2018:$1,175,794). This fund is also managed by Scotiabank & Trust (Cayman) Ltd.
and shares the same service providers as the Company.
As of December 31, 2019, 11% of the Fund's capital was attributable to one investor. The actions of this investor may
have a material impact on the Fund.
7.

Financial Risk Management

The Company’s investment activities expose it to various types of risk which are associated with the financial assets
and markets in which it invests.
Price risk: All financial assets present a risk of loss of capital. The Portfolio Manager moderates this risk through a
careful selection of the financial assets within specified limits. The Company’s overall market positions are
monitored on a daily basis by the Portfolio Manager. The Company’s equity securities are susceptible to market price
risk arising from uncertainties about future prices of the financial assets. Maximum risk resulting from financial
assets is determined by the fair value of the financial assets.
The Portfolio Manager uses the S&P 500 TR Index (USD) as a reference point in making investment decisions.
However, the Portfolio Manager does not manage the Company’s investment strategy to track S&P 500 TR Index
(USD) or any other index or external benchmark. The sensitivity analysis presented is based upon the portfolio
composition as at December 31, 2019 and 2018, and the historical correlation of the securities comprising the
portfolio to the respective indices. The composition of the Company’s investment portfolio is expected to change
over time. Accordingly, the sensitivity analysis prepared as of December 31, 2019 and 2018 is not necessarily
indicative of the effect on the Company’s net assets attributed to Redeemable Participating Shares of future
movements in the level of S&P 500 TR Index (USD).
At December 31, 2019 and 2018, the Company’s market risk is affected by one main component, the change in actual
market prices. If the S&P 500 TR Index (USD) at December 31, 2019 had increased by 10% with all other variables
held constant, this would have increased net assets attributable to holders of Redeemable Participating Shares by
approximately $4,833,773 (2018: $3,802,500), ignoring the effects of any management fees. Conversely, if the S&P
500 TR Index (USD) at December 31, 2019 had decreased by 10%, this would have decreased net assets attributable
to holders of Redeemable Participating Shares by approximately $4,833,773 (2018: $3,802,500), ignoring the effect
of any management fees.
Currency rate risk: All of the Company’s financial assets and liabilities are denominated in USD, therefore the
Company is not exposed to currency risk. However, when an investor invests into a class which is denominated in a
different currency to the functional currency of the Company, the currency risk of the investor will be different to the
currency risk of the Company.
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7.

Financial Risk Management (continued)

Interest rate risk: The Company’s interest-bearing financial assets expose it to risks associated with the effects of
fluctuations in the prevailing levels of market interest rates on its financial position and results of operations and cash
flows.
All of the Company’s financial assets are in equities, therefore, the direct impact of changes in interest rates on the
market values the investments is significantly mitigated. Accordingly, the Portfolio Manager considers that the
Company’s direct exposure to interest rate risk is not significant.
Credit and concentration risk: Financial assets which potentially expose the Company to credit risk consist primarily
of cash and cash equivalents. The extent of the Company’s exposure to credit risk in respect of these financial assets
approximates their carrying value as recorded in the Company’s Statement of Financial Position.
The Company mitigates this risk by holding cash balances only in highly reputable financial institutions.
The largest concentration by market and strategy is disclosed in Note 3.
Transactions of financial assets undertaken by the Company are cleared through and held in custody by a reputable
Custodian. The Company’s cash is held by this same custodian. The clearing and depository operations for the
Company’s security transactions are mainly concentrated with one custodian. The Custodian is a member of a major
securities exchange and at December 31, 2019 had a credit rating from S&P of AA- (2018: AA-). The Company is
subject to credit risk and possible losses should the Custodian be unable to fulfill its obligations to the Company. At
December 31, 2019 and 2018, substantially all cash and cash equivalent balances and financial assets at fair value
through profit or loss are either held with or placed in custody with the Custodian.
The Company may enter into securities lending transactions with counterparties whereby the Company temporarily
exchanges securities for collateral with a commitment by the counterparty to deliver the same securities on a future
date. Credit risk associated with these transactions is considered minimal as all counterparties have a sufficient,
approved credit rating and the fair value of cash or securities held as collateral must be at least 102% of the fair value
of the securities loaned as at the end of each trading day.
The Company measures credit risk and expected credit losses using probability of default, exposure at default and
loss given default. Management consider both historical analysis and forward looking information in determining any
expected credit loss. At 31 December 2019 and 2018, dividend receivable, subscriptions receivable and cash and cash
equivalents are held with counterparties with a credit rating of AA- or higher and are due to be settled within 1 week.
Management consider the probability of default to be close to zero as the counterparties have a strong capacity to
meet their contractual obligations in the near term. As a result, no loss allowance has been recognised based on 12month expected credit losses as any such impairment would be wholly insignificant to the Company.
Liquidity risk: Liquidity risk is the risk that an enterprise will encounter difficulty in raising funds to meet
commitments associated with financial instruments. Liquidity risk may result from an inability to sell a financial
instrument quickly close to its fair value.
All liabilities are due on demand or within one year.
The Company is exposed to daily cash redemptions of Redeemable Participating Shares. It therefore invests
predominantly in financial assets that are traded in an active market and can be readily disposed of. The Company is
permitted to invest only a limited proportion of its financial assets in investments that are not actively traded in a
secondary market.
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7.

Financial Risk Management (continued)

Liquidity risk (continued):
Under certain circumstances the Directors of the Company have the ability to suspend the determination of the net
assets attributable to holders of Redeemable Participating Shares, if it is considered in the best interest of the
shareholder group as a whole. During the suspension of the net assets attributable to holders of Redeemable
Participating Shares, the subscription and redemption of shares would also be suspended.
Fair values: At December 31, 2019 and 2018, investments are carried at fair value and the carrying amounts of all
other assets and liabilities on the Statement of Financial Position approximated their fair values.
8.

Fair Value Disclosure

IFRS 13 requires the Company to classify fair value measurements using a fair value hierarchy that reflects the
significance of the inputs used in making the measurements. The fair value hierarchy has the following levels:
•

Quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1).

•

Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived from prices) (Level 2).

•

Inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs)
(Level 3).

Transfers between the levels of the fair value hierarchy are deemed to have occurred at the beginning of the reporting
period.
The level in the fair value hierarchy within which the fair value measurement is categorized in its entirety is
determined on the basis of the lowest level input that is significant to the fair value measurement in its entirety. For
this purpose, the significance of an input is assessed against the fair value measurement in its entirety. If a fair value
measurement uses observable inputs that require significant adjustment based on unobservable inputs, that
measurement is a Level 3 measurement. Assessing the significance of a particular input to the fair value measurement
in its entirety requires judgment, considering factors specific to the asset or liability.
The determination of what constitutes ‘observable’ requires significant judgment by the Portfolio Manager. The
Portfolio Manager considers observable data to be that market data that is readily available, regularly distributed or
updated, reliable and verifiable, not proprietary, and provided by independent sources that are actively involved in the
relevant market.
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8.

Fair Value Disclosure (continued)

The following tables analyse within the fair value hierarchy the Company’s financial assets (by class) measured at
fair value:
At December 31, 2019
Level 1
Financial assets at fair value
through profit and loss
Equity Securities
Total financial assets at fair value
through profit or loss

Level 2

Total
Balance

Level 3

$ 42,327,257

$

-

$

-

$ 42,327,257

$ 42,327,257

$

-

$

-

$ 42,327,257

At December 31, 2018
Level 1
Financial assets at fair value
through profit and loss
Equity Securities
Total financial assets at fair value
through profit or loss

Level 2

Total
Balance

Level 3

$ 36,387,562

$

-

$

-

$ 36,387,562

$ 36,387,562

$

-

$

-

$ 36,387,562

In relation to the above table, further details of the country and industry classifications are disclosed in Note 3.
Financial assets at fair value through profit and loss (“investments”) whose values are based on quoted market prices
in active markets, and therefore classified within Level 1, would include active listed equities and most exchange
traded derivatives. The Company does not adjust the quoted price for these investments.
Investments that trade in markets that are not considered to be active but are valued based on quoted market prices,
dealer quotations or alternative pricing sources supported by observable inputs would be classified within Level 2.
These include most commercial paper, U.S. treasury bills, investment-grade corporate bonds, investments in other
funds where redemption is not restricted, certain non-U.S. sovereign obligations, thinly traded listed equities and
some over-the-counter derivatives. As Level 2 investments include positions that are not traded in active markets
and/or are subject to transfer restrictions, valuations may be adjusted to reflect illiquidity and/or non-transferability,
which are generally based on available market information.
Investments classified within Level 3 have significant unobservable inputs, as they trade infrequently or not at all.
Level 3 investments would include private equity, certain restricted investments in other funds, and certain corporate
debt securities. As observable prices are not available for these investments, if any such investments were held, the
Company would use valuation techniques to derive the fair value.
The Company does not hold any investments classified within Levels 2 and 3 as of December 31, 2019 and 2018.
There were no transfers between Levels during the years ended December 31, 2019 and 2018.
For other assets and liabilities carried at amortized cost, their carrying values are a reasonable approximation of fair
value, and are classified as Level 2. Redeemable investment share values are based on the amount payable on demand
and are classified as Level 2.
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9.

Taxation

The Company is not subject to any income, withholding or capital gains taxes in the Cayman Islands. Generally, the
Company intends to conduct its affairs so as not to be liable to taxation in any other jurisdiction; however, it may
invest in securities whose income is subject to non-refundable withholding taxes.
As at December 31, 2019, the company has measured tax liabilities with respect to withholding taxes on dividend
income for $247,899 (2018: $176,533).
10. Subsequent events
Beginning in January 2020, global financial markets have experienced and may continue to experience significant
volatility resulting from the spread of a novel coronavirus known as COVID-19. The outbreak of COVID-19 has
resulted in travel and border restrictions, quarantines, supply chain disruptions, lower consumer demand and general
market uncertainty. The effects of COVID-19 have and may continue to adversely affect the global economy, the
economies of certain nations and individual issuers, all of which may negatively impact the Company’s performance.
From time to time, countries have experienced outbreaks of infectious illnesses. Any spread of an infectious illness,
public health threat or similar issue could reduce consumer demand or economic output, result in market closures,
travel restrictions or quarantines, and generally have a significant impact on a particular country’s economy, which in
turn could adversely affect the Company’s investments.
From January 1, 2020 to March 26, 2020, the Company received subscriptions of $1,761,110 and redemptions of
$2,573,323.
On March 26, 2020, a compulsory redemption was issued to unit holders of the Company located in the British
Virgin Islands.
There are no other subsequent events.
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