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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN FUND D
Years ended December 31, 2019 and December 31, 2018

Independent auditor’s report
To the Subscribers and Beneficiaries of Heritage International Scholarship Trust Plan - Fund D

Our opinion
In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of Heritage International Scholarship Trust Plan - Fund D (the Plan) as at December 31, 2019 and
2018, and its financial performance and its cash flows for the years then ended in accordance with
International Financial Reporting Standards (IFRS).
What we have audited
The Plan’s financial statements comprise:
●

the statements of financial position as at December 31, 2019 and 2018;

●

the statements of comprehensive income for the years then ended;

●

the statements of changes in net assets attributable to subscribers and beneficiaries for the years
then ended;

●

the statements of cash flows for the years then ended; and

●

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

Basis for opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. 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 Plan in accordance with the ethical requirements that are relevant to our audit
of the financial statements in Canada. We have fulfilled our other ethical responsibilities in accordance
with these requirements.

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 IFRS, 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.

PricewaterhouseCoopers LLP
PwC Tower, 18 York Street, Suite 2600, Toronto, Ontario, Canada M5J 0B2
T: +1 416 863 1133, F: +1 416 365 8215
“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.

In preparing the financial statements, management is responsible for assessing the Plan’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 Plan or to cease
operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Plan’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 Canadian generally accepted auditing standards 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 Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism 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 Plan’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 Plan’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 Plan 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.

Chartered Professional Accountants, Licensed Public Accountants
Toronto, Ontario
March 30, 2020

HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Statements of Financial Position
(Expressed in U.S. dollars)
As at December 31, 2019 and December 31, 2018

2019

2018

Assets
Cash
Due from Heritage International
Scholarship Trust Foundation (note 10)
Investments, at fair value (note 5)
Restricted investments, at fair value (note 6)
Accrued interest and dividends

$

940,855

$

776,953

1,376,971
102,266,997
32,559,204
698,503
137,842,530

899,687
89,410,337
32,015,631
673,682
123,776,290

19,300
-

18,000
1,571,571
6,901,934

606,058
10,625
635,983

673,704
15,625
9,180,834

Liabilities
Accounts payable
Amount payable in respect of predecessor fund of the Plan (note 10)
Subscribers’ Contributions – Inactive Plans
Restricted fees due to Heritage International Scholarship
Trust Foundation (note 10)
Membership fee obligation (note 11)
Net assets attributable to subscribers
and beneficiaries (note 9)

$

137,206,547

$

114,595,456

On behalf of the Board of the Heritage International Scholarship Trust Foundation:

Director

Director

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

1

HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Statements of Comprehensive Income
(Expressed in U.S. dollars)
For the years ended December 31, 2019 and December 31, 2018
2019
Income:
Interest
Dividends
Other changes in fair value of investments
Net realized gains (losses) on investments
Net change in unrealized gains (losses) on investments

Expenses:
Administration fees (note 10)
Portfolio management fees (note 14)
Transaction fees
Bank fees

Increase (decrease) in net assets attributable to
subscribers and beneficiaries

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

2,761,799
448,618

2018

$

2,472,509
369,818

1,412,594
7,853,032
12,476,043

(1,289,406)
(2,687,278)
(1,134,357)

991,051
80,335
71,719
100,022
1,243,127

947,574
83,625
54,509
123,637
1,209,345

$ 11,232,916

$ (2,343,702)

HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Statements of Changes in Net Assets Attributable to Subscribers and Beneficiaries
(Expressed in U.S. dollars)
For the years ended December 31, 2019 and December 31, 2018
2019
Net assets attributable to subscribers and beneficiaries,
beginning of year

$

Subscribers' contributions
Contributions
Return of contributions
Reclassification of subscribers’ contributions (Note 9)

Increase (decrease) in net assets attributable to
subscribers and beneficiaries
Educational Assistance Payments
Group Plan
Self Determined Option
Membership fees recovered
Contributed Interest and bank Interest income
Contributions from Fund A
Inactive principal paid to subscribers
Net assets attributable to subscribers and beneficiaries,
end of year

$

The accompanying notes are an integral part of these financial statements.
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114,595,456

2018

$

117,955,684

17,922,741
(11,163,450)
6,759,291
6,901,934
13,661,225

17,304,563
(13,024,216)
4,280,347
4,280,347

11,232,916

(2,343,702)

(3,308,126)
(197,410)
22,165
38,954
1,571,571
(410,204)
8,949,866

(4,576,473)
(113,715)
6,467
45,973
(659,125)
(7,640,575)

137,206,547

$

114,595,456

HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Statements of Cash Flows
(Expressed in U.S. dollars)
For the years ended December 31, 2019 and December 31, 2018
2019

2018

Cash provided by (used in):
Operating activities:
Increase (decrease) in net assets attributable to
subscribers and beneficiaries from operations

$

Adjusted for:
Change in unrealized losses (gains), net
Realized losses (gains), net
Amortization of bond premiums/discounts

11,232,916

$

(7,853,032)
(1,412,594)
(102,084)

2,687,278
1,289,406
(998)

Change in non-cash operating items:
Increase in accrued interest and dividends
(24,822)
Decrease in membership fee obligation
(5,000)
Increase in due from Heritage International
Scholarship Trust Foundation
(477,283)
Increase in accounts payable
1,300
Decrease in amount payable in respect of predecessor fund
of the Plan
(1,571,571)
Increase (decrease) in restricted fees due to Heritage International
Scholarship Trust Foundation
(67,646)
Decrease in amount due to Heritage Education Funds
International Inc.
Purchase of investments
(152,771,945)
Proceeds from sale of investments
148,739,422
(4,312,339)
Financing activities:
Subscribers' contributions
Return of subscribers’ contributions
Payment of Educational Assistance Payments,
interest and refund of membership fees to
subscribers and beneficiaries and interest received

Increase (decrease) in cash
Cash, beginning of year
Cash, end of year

$

Supplemental cash flow information:
Interest received
Dividends received

$

4

(2,343,702)

(72,639)
(1,250)
(433,865)
(5,912)
301,816
(303,150)
(137,533,763)
133,760,179
(2,656,600)

17,922,741
(11,163,450)

17,304,563
(10,525,739)

(2,283,050)
4,476,241

(5,296,873)
1,481,951

163,902
776,953
940,855

2,786,621
448,618

$

$

(1,174,649)
1,951,602
776,953

2,396,202
369,818

HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Schedule of Educational Assistance Payments
(Expressed in U.S. dollars)
Year ended December 31, 2019

Year of eligibility

2019

2018

2017

2016

2015

2014

2013

2012

18.01
–
–

24.00
107.00
–

–
2.50
68.50

–
30.00
120.00

–
68.00
227.85

–
15.00
149.53

–
–
45.00

-

Plan A
Number of units:
First scholarship
Second scholarship
Third scholarship
Amount of scholarship per unit:
First scholarship
Second scholarship
Third scholarship

$

110.00
–
–

$

110.00
110.00
–

$

–
120.00
110.00

$

–
130.00
165.00

$

–
135.00
175.00

$

–
140.00
185.00

$

–
–
190.00

$

–
–
–

1,981.10

14,410.00

7,835.00

23,700.00

49,053.75

29,763.05

8,550.00

–

6,131.16
–
–

544.12
5,711.05
–

–
662.78
5,040.87

3.00
271.30
819.76

–
–
298.28

–
28.00
36.00

–
22.16
28.01

–
12.00
10.00

Plan E
Number of units:
First scholarship
Second scholarship
Third scholarship
Amount of scholarship per unit:
First scholarship
Second scholarship
Third scholarship

$

145.00
–
–

$

889,018.20
Total

$

890,999.30

200.00
150.00
–

$

965,481.50
$

979,891.50

–
210.00
155.00

$

920,518.66
$

928,353.66

Total Educational Assistance Payments under the Group Plan paid in 2019

$

230.00
220.00
265.00

$

–
–
275.00

$

–
250.00
290.00

$

–
265.00
300.00

277,612.40

82,027.00

17,440.00

14,275.40

301,312.40

$ 131,080.75

$ 47,203.05

$ 22,825.40

$

–
280.00
310.00
6,460.00

$

6,460.00

$ 3,308,126
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

1. General information
The Heritage International Scholarship Trust Plan - Fund D (the "Plan") was established by the Heritage
International Scholarship Trust Foundation (the "Foundation"). The Foundation was organized on May 16, 1983,
as a not-for-profit corporation, incorporated under the laws of Canada without share capital. The Plan was
established on September 1, 1988 under the laws of Canada and Butterfield Trust (Bermuda) Limited was
appointed as trustee pursuant to the trust agreement of February 3, 1988.
The Plan represents funds, in United States dollars, administered as per the prospectus dated July 11, 2019 for
subscribers in Bermuda and British Virgin Islands, the prospectus dated July 31, 2019 for subscribers in Bahamas
and the prospectus dated September 19, 2019 for subscribers in Jamaica (together with prospectuses of prior
years, collectively the "Prospectuses"). Balances and investments applicable to subscribers based in The
Bahamas are denominated in Bahamian dollars. The Plan comprises units issued up to 1996, called Plan A and
units issued post-1996, called Plan E. The Plan provides a savings vehicle for parents, grandparents and others
("Subscriber" or "Subscribers") to accumulate funds for children under the age of 14 and who reside outside of
Canada, with the goal of providing funds for their post-secondary education.
The Subscriber enters into a Scholarship Agreement with the Foundation pursuant to which the Subscriber obtains
units of the Plan. Subscriber contributions are invested in: (a) guaranteed investment certificates of federal, state,
provincial or municipal licensed trust or loan companies of, or guaranteed by, United States and/or Canadian
chartered banks; (b) debentures, bonds or other securities of, or guaranteed by, the Government of the United
States or the Government of Canada or any state, province or municipality (including variable rate securities);
and/or (c) corporate debt securities with an approved credit rating. Income earned on principal may be invested in:
(a) Equities listed on a stock exchange in Canada or United States; (b) Index participation units of a Canadian or
American mutual fund; (c) corporate bonds issued in Canada and the United States; and/or (d) Derivatives, for
hedging and liquidity purposes.
The Plan is administered by the Foundation, which is responsible for the coordination of functions provided by the
depository, trustee and portfolio advisers. The distribution and administration of the Plan has been contracted by
the Foundation to Heritage Education Funds International Inc. (formerly, Heritage Education Funds International
LLC, a limited liability company, which was continued under the Canada Business Corporation Act on December
29, 2017 under the name Heritage Education Funds International Inc. ("Heritage International")). Heritage
International has also been appointed to offer enrollment in the Plan to subscribers.
Heritage International was controlled by Heritage Financial Group Limited until January 2, 2018. During the year
ended December 31, 2017, the Foundation and the Heritage International were under common management as
the beneficial shareholders of the Heritage International constituted the board members of the Foundation.
Effective January 2, 2018, Knowledge First International Inc. ("Knowledge First International") acquired all the
outstanding shares of Heritage International. Knowledge First International is incorporated under the laws of
Canada and is a wholly owned subsidiary of Knowledge First Foundation. Knowledge First Foundation is a notfor-profit organization that sponsors various Knowledge First Education Savings Plans (the "KF Plans").
Concurrent with the acquisition of control of Heritage International, certain directors of Knowledge First Foundation
became the directors of the Foundation.
On September 30, 2019 (“Amalgamation Date”), the Company and Knowledge First International were also
amalgamated. Heritage Education Funds International Inc. (the “Company”) continued as the amalgamated
company. The Company also continues to be the investment fund manager and distributor of the HIST Plan –
Fund D.
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

Knowledge First Foundation's wholly owned subsidiary, Knowledge First Financial Inc. “(Knowledge First
Financial”) is the investment fund manager and distributor of the KF Plans. Prior to August 28, 2018, depository
services for the Plan were provided by Heritage Education Funds Inc. (“HEFI”) pursuant to an agreement with the
Foundation dated June 3, 1996. HEFI was acquired by Knowledge First Financial on January 2, 2018 and,
subsequent to the date of amalgamation of HEFI and Knowledge First Financial on August 28, 2018, depository
services are provided by Knowledge First Financial.
The address of the Plan's registered office is 50 Burnhamthorpe Street West, Suite 1000, Mississauga, Ontario
L5B 4A5, Canada.
The Board of Directors of the Foundation authorized the financial statements for issue on March 25, 2020.
2. Basis of accounting
The financial statements have been prepared in compliance with International Financial Reporting Standards
(“IFRS”). The Plan has consistently applied the accounting policies used in the preparation of its financial
statements.
3. Summary of significant accounting policies
The significant accounting policies followed by the Plan are as follows.
Financial instruments
The Plan recognizes financial instruments at fair value upon initial recognition, plus transaction costs in the case
of financial instruments not measured at FVTPL. Regular purchases and sales of financial assets are recognized
at their trade date. The Plan’s investments are classified at FVTPL, including its investments in equities, Exchange
Traded Funds and debt securities. All other financial assets and liabilities, including interest and dividends
receivable, amounts receivable for investments sold, other receivables, amounts payable for securities purchased
and accounts payable and other liabilities are measured at amortized cost. The Plan’s obligation for net assets
attributable to subscribers and beneficiaries is presented at the distribution amount, which is the residual amount
of assets of the Plan after deducting all of its liabilities.
Fair value measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at measurement date. The fair value of financial assets and liabilities traded in active
markets is based on quoted market prices at the close of trading on the reporting date. For equities & exchange
traded funds, the Plan uses the last traded market price where the last traded price falls between that day’s bidask spread. In circumstances where the last traded price is not within the bid-ask spread, The Plan determines
the point within the bid-ask spread that is most representative of fair value based on the specific facts and
circumstances. For bonds, the Plan uses mid prices provided by independent security pricing vendors. The Plan’s
policy is to recognize transfers into and out of the fair value hierarchy levels as of the date of the event or change
in circumstances giving rise to the transfer. The fair value of financial assets and liabilities that are not quoted in
an active market is determined using valuation techniques. The use of valuation techniques for financial
instruments that are not quoted in an active market requires the Plan to make assumptions that are based on
market conditions existing as at the date of the financial statements. Changes in these assumptions as a result of
changes in market conditions could affect the reported fair value of financial instruments.
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

Offsetting
Financial assets and liabilities are offset, and the net amount presented in the statement of financial position when
there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a net
basis, or to realize the asset and settle the liability simultaneously. Income and expenses are presented on a net
basis for gains and losses from financial instruments at FVTPL and foreign exchange gains and losses.
Impairment of financial assets
IFRS 9 requires that an entity recognize a loss allowance for expected credit losses on financial assets which are
measured at amortized cost. With respect to financial assets at amortized cost, the Plan considers both historical
analysis and forward-looking information in determining any expected credit loss. As at the financial statement
dates, all loans and receivables are due to be settled within the short term. The Plan considers the probability of
default to be close to zero as these instruments have a low risk of default and the counterparties have a strong
capacity to meet their contractual obligation in the near term. Given the limited exposure of the Plan to credit risk,
no loss allowance has been recognized as any such impairment will not have a significant impact on the financial
statements.
Investment transactions and income recognition
Realized gains and losses and changes in unrealized gains or losses are recognized in the statement of
comprehensive income in the year when such gains or losses occur. Interest and investment income are recorded
on an accrual basis and includes amortization of any premiums or discounts on the purchase of the investments
using the effective interest method. Dividends are recognized as income on the ex-dividend date. The cost of the
investment is determined using the average cost method. Average cost includes amortization of premiums and
discounts on the Plan’ debt securities.
Subscribers' contributions
Subscribers' contributions reflect all amounts received from the Subscribers and do not include any amounts
receivable on subscribed units. Contributions to the Plan are made over a maximum period of 18 years.
Fees and insurance premiums
Membership fees, depository fees and insurance premiums are deducted from the initial Subscribers' contributions
and subsequent contributions in accordance with the Prospectuses. Administration fees are deducted from
investment income in accordance with the Prospectuses.
Surplus funds
Surplus funds represent the cumulative difference between the fair value of the Plan's investments versus the
amortized cost of investments, cumulative realized gains and losses on sale of investments net of the membership
fee obligation and other adjustments, including transfers to the Enhancement Fund.
Cash
Cash is held by Northern Trust, which is the custodian for the Plan’s unrestricted investments. Butterfield Trust
(Bermuda) Limited is the trustee of the Plan.
Taxation
Tax is not payable by the Subscriber on the return of principal as contributions are made with after-tax dollars (In
jurisdictions that levy income taxes). Any income that is earned and received by the Subscriber or the beneficiary
may be taxable, depending on the jurisdiction.
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

4. Critical accounting estimates and judgments
The preparation of financial statements requires management to use judgment in applying its accounting policies
and to make estimates and assumptions about the future. The following discusses the most significant judgments
and estimates that the Plan has made in preparing the financial statements:
Investment entity status
A significant judgment made in preparing the Plan’s financial statements relates to the determination that the Plan
meets the definition of an investment entity as described in IFRS 10, Consolidated financial statements. The Plan’s
objective is to invest subscribers’ contributions to maximize investment returns over the long term, for the purpose
of generating investment income. Fair value is the primary measurement used to evaluate the performance of
substantially all investments.
Classification and measurement of financial instruments
In classifying and measuring financial instruments held by the Plan, the Plan is required to make significant
judgments in determining the most appropriate classification in accordance with IFRS 9. In making this judgment,
the Plan has assessed the Plan’s business model for managing the portfolio and the contractual cash flow
characteristics and determined the investments are managed on a fair value basis, and that fair value is used to
assess performance and make investment decisions. The contractual cash flows of the Plan’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 Plan’s business model’s objective. Consequently, all investments are measured
at FVTPL.

Measurement of restricted investments
Although the Plan believes its estimates of fair value are appropriate, the use of different methodologies or
assumptions could lead to different measurements of fair value. The Plan holds a portion of its restricted
investments in a private placement, non-traded bond issued by Bahamas Electricity Corporation (“BEC Bond”),
which is a government corporation. Management's valuation technique involves discounting the face value and
semi-annual coupon payments based on the Bahamas Central Bank Prime Rate plus the Bahamas Government
Registered Stock rate to determine the present value of the BEC Bond as at December 31, 2019.
5. Investments
The Plan’s investments are classified at FVTPL, including its investments in equities, ETFs and debt securities.
Interests in Unconsolidated Structured Entities. A structured entity is an entity that has been designed so that
voting or similar rights are not dominant factors in deciding who controls the entity, or when voting rights relate to
administrative tasks only and the relevant activities are directed by means of a contractual arrangement. The Plan
invests in exchange traded funds (“ETFs”) and the Plan has determined that these investments are unconsolidated
structured entities. The Plan accounts for its investments in unconsolidated structured entities at FVTPL. The ETFs
finance their operations by issuing redeemable shares, which are puttable at the holder’s option and entitle the
holder to a proportional stake in the ETF’s net asset value. The ETFs are domiciled in the United States of America
and listed on the New York Stock Exchange. The Plan’s maximum exposure to loss from its interest in these
securities is equal to the total fair value of its investments.
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

Valuation framework
The Plan measures fair values using the following fair value hierarchy that reflects the significance of the inputs
used in making the measurements:



Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities. An active market is
one in which transactions for the assets occur with sufficient frequency and volume to provide pricing
information on an ongoing basis;



Level 2 - inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices); and



Level 3 - inputs for the assets that are based on unobservable market data.

Total Investments (Restricted and Unrestricted)
As at December 31, 2019

Level 1

Level 2

Level 3

Total

Unrestricted investments
Short-term investments
Government guaranteed
instruments

-

3,423,596

-

3,423,596

Federal

-

39,093,902

-

39,093,902

Corporate debt instruments

-

33,531,433

-

33,531,433

-

26,218,066

ETFs

26,218,066

-

26,218,066

76,048,931

-

102,266,997

GICs

-

30,493,959

-

30,493,959

BEC Bond

-

2,065,245

2,065,245

Restricted investments

Investments at fair value

-

-

30,493,959

2,065,245

32,559,204

26,218,066

106,542,890

2,065,245

134,826,201
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

Total Investments (Restricted and Unrestricted)
As at December 31, 2018

Level 1

Level 2

Level 3

Total

Unrestricted investments
Short-term investments
Government guaranteed
instruments

-

1,619,669

-

1,619,669

Federal

-

43,294,457

-

43,294,457

Provincial

-

1,526,425

-

1,526,425

Corporate debt instruments

-

22,077,248

-

22,077,248

20,892,538

-

-

20,892,538

20,892,538

68,517,799

-

89,410,337

GICs

-

29,922,350

-

29,922,350

BEC Bond

-

2,093,281

2,093,281

ETFs

Restricted investments

Investments at fair value

-

-

29,922,350

2,093,281

32,015,631

20,892,538

98,440,149

2,093,281

121,425,968
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HERITAGE INTERNATIONAL
SCHOLARSHIP TRUST PLAN - FUND D
Notes to Financial Statements
(Expressed in U.S. dollars)
Years ended December 31, 2019 and December 31, 2018

The face value, cost/amortized cost and fair value of unrestricted investments by contractual maturity are as
follows:
2019:
Cost

Equity ETF:
Vanguard FTSE
Vanguard S&P 500 ETF

Fixed Income Securities and Term to maturity:
U.S. government treasury securities
and federally guaranteed bonds:
Due less than one year
Due in one to five year
Due after five years

$

$

U.S. corporate bonds:
Due in one to five year
Due in one to five years
Due after five years

Canadian corporate bonds:
Due in one to five years
Due after five years

Short-term investments
$
Portfolio total

8,490,766
12,295,013
20,785,779

Face value

Amortized cost

7,740,000
19,682,000
10,648,700
38,070,700

$

7,727,304
19,741,331
10,532,193
38,000,828

Fair value

$

9,449,460
16,768,606
26,218,066
Fair value

$

7,747,257
19,901,035
11,445,610
39,093,902

1,000,000
4,867,000
17,440,000
23,307,000

1,023,758
4,879,875
17,606,062
23,509,695

1,034,144
5,073,992
18,391,166
24,499,302

2,610,000
5,898,000
8,508,000

2,678,241
5,916,701
8,594,942

2,717,263
6,314,868
9,032,131

3,440,000

3,423,823

3,423,596

73,325,700

$

73,529,288

$

76,048,931

$ 102,266,997
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The face value, cost/amortized cost and fair value of unrestricted investments by contractual maturity are as
follows:
2018:
Cost

Equity ETF:
Vanguard FTSE
Vanguard S&P 500 ETF

Fixed Income Securities and Term to maturity:
U.S. government treasury securities
and federally guaranteed bonds:
Due less than one year
Due in one to five year
Due after five years

$

$

U.S. corporate bonds:
Due in one to five years
Due after five years

Canadian corporate bonds:
Due after five years
Canadian provincial bonds:
Due after five years
Short term investments
$
Portfolio total
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8,490,766
12,194,727
20,685,493

Face value

Amortized cost

7,000,000
21,477,000
15,141,000
43,618,000

$

6,892,516
21,167,852
14,935,057
42,995,425

Fair value

$

7,956,763
12,935,775
20,892,538
Fair value

$

6,896,911
21,224,403
15,173,143
43,294,457

4,411,000
16,673,000
21,084,000

4,447,001
16,636,248
21,083,249

4,417,617
16,200,287
20,617,904

1,476,000

1,471,950

1,459,344

1,500,000
1,625,000
4,601,000
69,303,000

1,484,714
1,618,977
4,575,641
68,654,315

$

1,526,425
1,619,669
4,605,438
68,517,799

$

89,410,337

$
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6. Restricted Investments
The restricted investments at December 31, 2019 and 2018 are as follows:
2019:
Interest
rate

Maturity date
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Bahamas
Bahamas Electricity
Corporation bond

Cost/
amortized cost

Fair value

June 11, 2020
June 29, 2020
May 2, 2020
October 14, 2020
October 29, 2020
February 22,2020
April 12, 2020
January 10, 2020

1.75%
1.75%
0.75%
0.75%
0.75%
1.50%
0.55%
0.00%

$

9,034,065
8,575,457
2,256,676
1,352,259
6,839,144
1,701,942
534,416
200,000

$ 9,034,065
8,575,457
2,256,676
1,352,259
6,839,144
1,701,942
534,416
200,000

December 22, 2021

6.41%

2,004,355
$ 32,498,314

2,065,245
$ 32,559,204

Interest
rate

Cost/
amortized cost

Fair value

2018:

Maturity date
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Finco term deposit
RBC Bahamas
Bahamas Electricity
Corporation bond

June 11, 2019
June 29, 2019
May 2, 2019
October 14, 2019
October 29, 2019
February 22,2019
April 12, 2019
January 10, 2019

2.25%
2.25%
0.75%
1.00%
1.75%
1.25%
0.55%
0.00%

$

8,835,271
8,386,755
2,239,877
1,338,870
6,721,517
1,668,571
531,489
200,000

December 22, 2021

6.41%

2,004,023
$ 31,926,373

$

8,835,271
8,386,755
2,239,877
1,338,870
6,721,517
1,668,571
531,489
200,000

2,093,281
$ 32,015,631

Restricted investments relate to interests held in the Plan by Bahamian Subscribers, as contributions from
Bahamian Subscribers can only be invested in the Bahamas, as per the agreement with the Central Bank of the
Bahamas dated February 5, 1992. All restricted investments are denominated in Bahamian dollars and reported
in the above tables in the equivalent United States dollars.
Since 2006, the Plan has held a portion of its restricted investments in a private placement, non-traded bond issued
by Bahamas Electricity Corporation (“BEC Bond”), which is a government corporation. Quoted prices for the BEC
Bond in active markets are not available. There were no purchases and sales of this investment during the year.
Management used unobservable inputs to measure the estimated fair value of this security. Management applies
judgment in determining unobservable inputs to calculate the BEC Bond’s fair value as a Level 3 financial
instrument of $2,065,246 as at December 31, 2019 (2018 - $2,093,281). Management's valuation technique
involves discounting the face value and semi-annual coupon payments based on the Bahamas Central Bank Prime
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Rate plus the Bahamas Government Registered Stock rate to determine the present value of the bond as at
December 31, 2019. This valuation technique has been consistently applied since inception of the investment. If
the discount rate was to increase or decrease by 1% with all other variables remaining constant, the net assets of
the Plan would have decreased or increased respectively by $38,530 (2018 - $56,884). Actual results may differ
from this sensitivity analysis and those differences could be material. Management reviews the Plan's exposure to
Level 3 financial instruments on a regular basis.
The reconciliation of the Plan’s restricted investment’s financial instruments, consisting of the BEC Bond, measured
at fair value using unobservable inputs (level 3) is presented as follows:
BEC Bond Fair Value Calculation

Balance, beginning of year
Change in unrealized gains (losses)
Balance, end of year

2019

2018

2,093,281

2,120,014

(28,035)

(26,733)

2,065,246

2,093,281

7. Enhancement Fund
The Enhancement Fund pertaining to the Plan consists of: (a) interest earned on the scholarship fund used to pay
Educational Assistance Payments from the maturity date to the date that the funds are distributed to qualified
beneficiaries; (b) interest earned on the income forfeited when a Subscriber's plan is terminated prior to the maturity
date; and (c) principal payments to Subscribers on maturity that have not cleared the bank after six months from
the date of payment.
The Enhancement Fund is directed by the Foundation in accordance with the not-for-profit nature of the
Foundation. Interest income earned on matured and terminated plans is recorded in the Enhancement Fund on an
accrual basis. The Enhancement Fund is for the benefit of all Subscribers and the Foundation will use a
component, at its discretion, to supplement the Education Assistance Payments. Such discretionary payment is
determined on an annual basis by the Foundation and the objective is to distribute an amount that is equal to the
membership fee paid by the Subscriber. There is no assurance that the Enhancement Fund will have a sufficient
balance to achieve this objective and maintain a sustainable balance for remaining Subscribers (note 8).
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Receipts and disbursements in the Enhancement Fund are as follows:
2019
Receipts:
Investment and other income
Membership fees recovered
Transfer from predecessor fund of the plan
Transfer from Surplus Funds (note 8)

$

Disbursements:
Paid to the Foundation to settle:
Educational Assistance Payments
Inactive plans subscribers’ contributions refund
Balance, end of year

$

111,900
17,165
1,571,571
254,289
1,954,925

1,544,721
410,204
1,954,925
–

2018

$

$

179,331
5,217
3,213,016
3,397,564

2,738,439
659,125
3,397,564
–

8. Surplus Funds
The Surplus Funds consist of: (a) realized gains (losses) on investments (b) unrealized gains (losses) on
investments (c) any deficit/surplus from the Enhancement Fund is transferred to/from the Surplus Funds.
2019
Balance, beginning of year

$

2,736,825

$

1,412,594
7,853,032
5,000
(254,289)
(13,033)
9,003,304
11,740,129

Realized (losses) gains, net
Unrealized (losses) gains, net
Decrease in membership fee obligation (note 11)
Transfer to Enhancement Fund (note 7)
Allocation of gains to Self Determined Option customers
Balance, end of year
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2018
$

9,931,140

$

(1,289,406)
(2,687,278)
1,250
(3,213,016)
(5,865)
(7,194,315)
2,736,825
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9. Net assets attributable to subscribers and beneficiaries
Net assets attributable to subscribers and beneficiaries comprise the following:
2019
111,143,513
14,322,905
11,740,129
137,206,547

Subscribers’ contributions, net of returns
Accumulated income
Surplus funds (note 8)
Balance – End of year

2018
97,482,288
14,376,343
2,736,825
114,595,456

The changes in the Subscribers' contributions to the Plan are as follows:
Subscribers' Contributions

Amount Contributed by Members
Membership fees
Principal Withdrawals on terminations
Principal on maturing scholarship plans
Insurance premiums
Depository fees
Net increase in subscribers' contributions
Reclassification of subscribers’ contributions Inactive Plans
Balance, beginning of year
Balance, end of year

2019

2018

20,970,234
(2,333,375)
(529,786)
(10,633,664)
(99,335)
(614,783)
6,759,291
6,901,934
13,661,225
97,482,288
$ 111,143,513

20,523,049
(2,486,258)
(3,248,429)
(9,775,787)
(125,487)
(606,741)
4,280,347
4,280,347
93,201,941
97,482,288

$

Pursuant to an agreement dated June 3, 1996, the depository fees initially collected by the Foundation from
Subscribers were paid by the Foundation to HEFI. HEFI was amalgamated with Knowledge First Financial on
August 28, 2018 and, therefore, the depository fees are payable to Knowledge First Financial subsequent to that
amalgamation date.
In prior years, the subscribers’ contributions on inactive plans were presented as ‘Unclaimed Subscribers’
Contributions’ within current liabilities on the Statement of Financial Position. As at December 31, 2019,
subscribers’ contributions on inactive plans are included in the net assets attributable to subscribers and
beneficiaries as such balances are no longer immediately payable or forfeitable. This provides useful information
to the readers of the financial statements and fair presentation of financial statements.
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10. Related party transactions
Membership fee, depository fee and administration fee transactions are charged to the Plan or its Subscribers by
related parties of the Plan in accordance with the Prospectuses. The transactions were measured at cost, which
are the amounts of consideration established and agreed to by the related parties.
Transactions with the Foundation
Administration fees are paid to the Foundation and subsequently paid to Heritage International as described below.
Amounts payable by the Plan to the Foundation are interest-free and have no fixed terms of repayment. At
December 31, 2019, the amount payable by the Plan to the Foundation was $606,058 (2018 - $673,704) and
represents the administration, depository and membership fees earned by Knowledge First Financial and Heritage
International in respect of the Bahamas, which are restricted and require the approval of the Central Bank of the
Bahamas prior to being remitted to the Foundation for subsequent payment to Knowledge First Financial and
Heritage International as applicable.
At December 31, 2019, there is a separate amount due from the Foundation to the Plan of $1,376,971 (2018 $899,687). This mainly represents contributions received from Subscribers to the Plan that are initially held by the
Foundation prior to transfer to the Plan.
Transactions with the Heritage International
The administration fees are initially collected from the Plan by the Foundation and are calculated based on up to
1% of the subscriber principal and interest and dividends earned thereon. The foundation collected $991,051 in
fiscal year 2019 (2018 - $947,574) from the Plan for reimbursement to Heritage International for the administration
of the Plan.
At December 31, 2019, the amount payable to Heritage International was Nil (2018 - Nil).
Transactions with predecessor fund of the Plan
In 2009, the Foundation integrated the portfolio of investments of that predecessor fund into the Plan for efficient
management of the investment portfolio. All disbursements, including redemptions and EAPs relating to the
predecessor fund are now being disbursed from the Plan and are offset against the balance payable in respect of
that fund.
The Plan had recorded a liability representing amounts payable by the Plan in respect of a predecessor fund of
the Plan known as Fund A. As at December 31, 2019, this amount due to the predecessor fund of the Plan was
nil (2018 - $1,571,571). During the year ended December 31, 2019, the management transferred the liability of
$1,571,571 to the Enhancement Fund of the Plan, as this amount is not expected to be payable to the subscribers
of Fund A.
11. Membership fee obligation
Subscribers who enrolled in the Plan A prior to November 1996 will receive an amount equal to the membership
fee paid at the time the Subscribers' interest in the Plan reaches maturity. Subscribers who have entered into the
Plan after October 1996 will not receive any reimbursement of these amounts. Membership fees repaid to
Subscribers have been historically funded by the Enhancement Fund (note 7).
At December 31, 2019, the membership fee obligation was calculated by using the number of active plan units and
multiplying by the membership fee per Subscriber unit to be returned.
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2019:

Year of maturity
2013
2014

Number of
units

Membership
fee per unit

Membership
fee obligation

49.00
36.00

125.00
125.00

6,125
4,500
10,625

$
2018:

Year of maturity
2013
2014
2019

Number of
units

Membership
fee per unit

Membership
fee obligation

49.00
36.00
40.00

125.00
125.00
125.00

6,125
4,500
5,000
15,625

$

12. Risk management
The investment objective of the Plan is to preserve capital while maximizing the long-term rate of return for
Subscribers. The Plan is affected by changes in economic environments and capital markets and, as a result, the
Plan faces various risk factors in the course of its normal investment activities. These risk factors are primarily
credit risk, liquidity risk and market risk. In order to proactively address these risks, management has engaged
third-party portfolio managers to assist in investing the Subscribers' contributions and the investment income
earned thereon. Management and the portfolio managers perform periodic reviews of the investment portfolio to
comply with the stated investment objectives.
Credit risk
Credit risk is the risk of financial loss to the Plan if the issuer of a debt fails to meet its contractual obligations. This
risk is mitigated by the Plan's investment strategy of investing in those debt securities with an approved credit
rating. A greater part of the investments made are with issuers based in the United States and Canada. The
maximum credit risk exposure of the Plan is detailed in notes 5 and 6. The majority of the unrestricted fixed income
investment portfolio, excluding holdings for which no independent credit ratings are available (“NR”), is of
investment grade with most rated as "AAA", "AA", "AA-" "A", or "A-" by Standard and Poor's Limited and the
minimum rating is "BBB".
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Unrestricted investments percentage of fixed income securities by credit rating

AAA
AA+
AA
AAA+
A
ABBB+
BBB
NR

2019

2018

55.9
2.0
1.5
5.3
5.8
12.1
15.0
2.4
100.0

49.7
4.9
12.3
2.8
1.9
13.1
10.3
2.7
2.3
100.0

The credit rating of the restricted term deposits held with RBC Finco and RBC Bahamas is AA-. The BEC Bond is
not actively traded in the Bahamas stock exchange and does not have a credit rating.
The Plan's maximum credit risk exposure as at the reporting dates is represented by the respective carrying
amounts of the financial assets in the statement of financial position.
The Plan's activities may give rise to settlement risk. Settlement risk is the risk of loss due to the failure of an entity
to honor its obligations to deliver cash, securities or other assets as contractually agreed. For the majority of
transactions, the Plan mitigates this risk by conducting settlements through a broker to ensure that a trade is settled
only when both parties have fulfilled their contractual settlement obligations.
The Plan's cash and cash equivalents are held mainly with Northern Trust Company, whose short term deposits
are rated A-1+ by Standard and Poor’s and P-1 by Moody’s. These assets belong to the Plan and are held by
Northern Trust, as custodian, in a segregated trust account.
Liquidity risk
Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial
liabilities. The Plan has current exposure to the Subscribers’ contributions as Subscribers can cancel or terminate
their agreement at any time at which point the full balance would become immediately payable to the Subscribers.
The Plan is also exposed to agreement maturities and obligations with respect to EAPs and the accumulated
income account. Therefore, the Plan invests the majority of its assets in investments that are traded in an active
market and can be easily liquidated. In addition, the Plan endeavours to retain adequate cash positions to maintain
adequate liquidity.
EAPs (accumulated income) are paid over three years upon submission of required documentation by beneficiaries
to the Foundation. Subscriber’s principal is paid upon maturity of a respective agreement; see the table below for
details of the expected maturity profile with respect to subscribers’ total principal balances. If a Subscriber cancels
an agreement, the Subscriber’s principal is due upon demand. The income on Subscriber’s principal will remain in
accumulated income. All other liabilities of the Plan are due within three months.
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The maturity analysis for Subscribers' contributions as at December 31, 2019 is as follows:

Due within one year
Due between one and five years
Due over five years

310,475
44,483,711
66,349,327
111,143,513

The maturity analysis for Subscribers' contributions as at December 31, 2018 is as follows:

Due within one year
Due between one and five years
Due over five years

62,801
47,484,476
49,935,011
97,482,288

Concentration risk
The table below summarizes the Plan’s concentration risk as a percentage of its total investments (unrestricted
and restricted) as at December 31, 2019:
Concentration (%)

2019

2018

Fixed Income
Federal

29.0

35.7

Provincial

-

1.3

Corporate

24.9

18.2

2.5

1.3

Total Fixed Income

56.4

56.5

Equity ETFs

19.5

17.2

22.6

24.6

Short-term investments

Bahamian Restricted Investments
GICs
BEC Bond
Total Bahamian restricted investments
Total
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1.5

1.7

24.1

26.3

100.0

100.0
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Market risk
Changes in market prices could affect the Plan's income or the value of its investment holdings. The Plan's portfolio
managers attempt to mitigate this risk by periodically reviewing market conditions and the performance of the
portfolio and make necessary changes to the portfolio in accordance with the investment objective. Management
has identified interest rate risk as a major factor related to the fixed income portfolio.
Interest rate risk
Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. The Plan holds securities with fixed interest rates that expose the Plan to interest
rate risk. At December 31, 2019, had prevailing interest rates increased or decreased by 25 basis points, assuming
a parallel shift in the yield curve, with all other variables held constant, net assets of the Plan would have decreased
or increased respectively, by $1,192,300 (approximately 1.2% of the total unrestricted investment portfolio)
(December 31, 2018 - $1,087,892 (approximately 1.2% of the total unrestricted investment portfolio)). In practice,
actual results may differ from this analysis and the difference could be material. The Plan manages interest rate
risk through its portfolio managers by diversifying investments, as well as through the oversight of the Foundation’s
Board of Director’s investment committee.
Other price risk
The Plan is exposed to other price risk, which is the risk that fair value or future cash flows of a financial instrument
will fluctuate because of changes in market prices (other than those arising from interest rate risk or currency risk)
whether those changes are caused by factors specific to the individual financial instrument or its issuer, or factors
affecting all similar financial instruments traded in the market. Financial instruments held by the Plan are
susceptible to market price risk arising from uncertainties about future prices of those instruments. The Plan’s
exposure to other price risk arises primarily from its investments in equity securities. As at December 31, 2019, if
the investments in equities had increased or decreased by 5% with all other variables held constant, the net assets
attributable to Subscribers and beneficiaries would have increased or decreased by $1,313,903 (December 31,
2018 - $1,044,625). The Plan manages other price risk through their experienced investment managers who, on
behalf of the Plan, invest in well-diversified equity exposures.
Currency risk
The Plan is not exposed to any material currency risk as the Plan’s assets and liabilities are denominated in United
States dollars or Bahamian Dollars, which, as at December 31, 2019 and December 31, 2018, were at par with
the United States dollar which is the functional currency of the Plan.

13. Capital management
The capital of the Plan is represented by the net assets attributable to subscribers and beneficiaries. The capital
of the Plan can change on a daily basis as the Plan is subject to ongoing contributions and cancellations. In
addition, EAPs and maturities occur at specified times during the year. The Plan is not subject to externally imposed
capital requirements. However, the investments with respect to customers located in the Bahamas are restricted
(note 6). The Plan’s objective, when managing capital risk, is to safeguard subscribers’ contributions received and
to earn income on those amounts in order to pay EAPs to qualified beneficiaries. The Plan endeavours to invest
subscribers’ contributions and income earned thereon in appropriate investments, while maintaining sufficient
liquidity to meet maturities, EAPs, cancellations and expenses in accordance with its investment objectives and
risk management policies as described above. In order to manage the Plan’s capital, the Plan’s policy is to perform
the following:
●

Monitor the level of daily Subscriber contributions and withdrawals relative to the liquid assets and adjust the
amount of cash invested accordingly;
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●

Monitor the level of expected future payments for maturities and EAPs based on maturity and student
applications received, and historical beneficiary qualification rates, and adjust the investment portfolio
accordingly; and

●

Invest in securities which are traded in an active market and can be easily liquidated.

There has been no change with respect to the overall capital risk management strategy during the year.

14. Portfolio management fees
Portfolio management fees, which are paid to the Plan’s third-party investment managers, are calculated as a
percentage of the total fair value of the Plan’s investment portfolio. Portfolio management fees paid for the year
ended December 31, 2019 was 0.06% (period ended December 31, 2018 amounted to 0.07%) of the total fair
market value of the investment portfolio in the Plan.

15. Subsequent event
Since the latter part of February 2020, the financial markets have been very volatile in response to the developing
COVID-19 pandemic and the equity markets in particular have experienced significant declines. Since a portion of
the Plan’s portfolio is invested in the US and Canadian equity markets, it has correspondingly experienced declines
and continue to experience significant volatility as the situation evolves.
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