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PETROLEUM FUND AT A GLANCE 
 

 

 

Market Value of the Petroleum Fund 
 

$17,273,001,722 

As at 31 December 2022 

 
 

$19,621,023,723 

As at 31 December 2021 
 
 
 

Receipts from Oil and Gas 
 
 

$1.106 billion 
In 2022 

$24.938 billion 
Since inception, including initial transfer of $205m 

 
 
 

Transfers to the State Budget 
 

$1.404 billion 
In 2022 

$15.023 billion 
Since inception 

 
 
 

Total Return on Investment 
 

-$2.050 billion 
In 2022 

$7.357 billion 
Since inception 
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INVESTMENT HIGHLIGHTS OF THE PETROLEUM FUND 
 

Investment return in 2022  Investment return since inception 
(annualised) 

 

 

 

 

 
 
 

The Fund’s annual investment returns since 2005 

 

 
 
 

The Total Fund’s actual asset allocations as at 31 December 2022 

 

 
 Note: the inner-ring shows the mandates 
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PETROLEUM FUND ASSET ALLOCATIONS 
 

 

Financial Market Investments by asset classes 
Liquidity and growth portfolios 

 

Note: The private debt instrument is separate from the Financial Market Investments and limited to 5% of the total value of 
the Fund under the Petroleum Fund Law. 

 

 

Financial Market Investments by managers 
Liquidity and growth portfolios 

 

Note: The private debt instrument is separate from the Financial Market Investments and managed by the BCTL. It is 
limited to 5% of the total value of the Fund under the Petroleum Fund Law. 
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A. ABOUT THE PETROLEUM FUND 
The Petroleum Fund Framework 
Under Timor-Leste’s Constitution, the country’s 
natural resources are owned by the State and are to be 
used in a fair and equitable way in accordance with 
national interests. The Constitution mandates the 
establishment of a fund from the income derived 
from its natural resources. 1 The Petroleum Fund was 
created in 2005 to receive Timor-Leste’s petroleum 
income from the Timor Sea.2 

The Fund’s objective is to contribute to the wise 
management of petroleum revenues for the benefit of 
both current and future generations. All of Timor-
Leste’s petroleum revenue flows into the Fund, while 
outflows from the Fund are to the State Budget, 
which is approved by Parliament. 

The Fund contributes to sound fiscal policy, where 
consideration is given to the long-term interests of 
Timor-Leste’s citizens. 3  The Petroleum Fund Law 
specifies a sustainable level of withdrawals. The Law 
sets the Estimated Sustainable Income (ESI) as 3% of 
total Petroleum Wealth, which is equal to the value 
of the Petroleum Fund’s investments plus the net 
present value of expected petroleum revenue from 
proven reserves and approved development fields 
(see Figure 1). 

The Petroleum Fund Law also distinguishes between 
the Fund’s investments and government expenditure 
and domestic investments. The Fund only invests in 
international financial assets, which are to be 
assessed on the financial criteria specified in the Law. 
The Government’s national investments are included 
in the State Budget and passed by Parliament. 

The spending rule and the requirement for 
international investments reflects the model 
developed for Norway’s sovereign wealth fund. The 
permanent income framework limits the 
Government’s withdrawals to the expected real 
return from the SWF’s investments in order to 
preserve the real value of the fund in perpetuity. This 
can be said to equally benefit current and future 
generations by providing for the same real value of 
withdrawals each year. In the case of the Petroleum 
Fund, a significant allocation to higher returning risk 
assets are required to offset withdrawals of 3%. The 
Petroleum Fund Law was amended in 2011 to allow 
an equity allocation of up to 50% of the total fund, 
and in 2012 a 40% equity allocation was decided 
upon, which, at that time, was expected to earn a 3% 
real return over the long-term. 

There have been challenges to the framework in 
Timor-Leste. The ESI guideline has not been 
followed since 2009. Withdrawals have exceeded the 
3% ESI on the grounds that government expenditure 
and investment contribute to economic development 
that is in Timor-Leste’s long-term interests. The 
Fund’s investment strategy was amended in 2021 to 
better reflect fiscal policy, as Section C describes.  In 
addition, the government decided in 2019 for the 
Petroleum Fund to invest in petroleum operations, 
which was implemented by amendments to the 
Petroleum Activities Law. This is described in a 
subsequent section. 

Figure 1 - Petroleum Fund and the State Budget 

 

 
1 Article 139 of the Constitution of the Democratic Republic of Timor-Leste. 
2 Petroleum Fund Law No.9/2005 as of 3 August 2005, which was amended by the Law No.12/2011 as of 28 September 2011. The 
fiscal regime that governs Timor-Leste’s petroleum revenue is described in a section below. 
3 Preamble to the Petroleum Fund Law No.9/2005. 
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The Petroleum Fund’s Institutions and Governance Framework 
The Petroleum Fund is structured as an account held 
by the appointed operational manager, the Central 
Bank of Timor-Leste (BCTL). 

Figure 2 shows the BCTL and the other institutions 
involved in the Petroleum Fund. The National 
Parliament enacts the key parameters for the Fund in 
the Petroleum Fund Law. These include the 
objectives of the Fund, the roles of its institutions, its 
eligible investments, the guidelines for asset 
allocation, and the risk limits. Parliament 
supplemented the legal framework for the Petroleum 
Fund in 2019 by passing an amendment to the 
Petroleum Activities Law that allowed the Fund to 
invest in petroleum operations. The Government’s 
investment decision accounted for national economic 
development objectives and the expected economic 
and social benefits. 

The Minister of Finance is the executive of the 
Petroleum Fund and is responsible for the overall 
management of the Fund as the Government’s 
representative. The Minister of Finance’s 

responsibilities include determining the investment 
policy, setting guidelines for new investments and 
overseeing the Fund’s governance. The Minister of 
Finance is supported by the Petroleum Fund Policy 
and Management Office (PFPMO), a section at the 
Ministry of Finance. The Minister of Finance seeks 
advice on the Fund’s investment and management 
from the Investment Advisory Board, as described 
below. 

The BCTL is the Operational Manager of the 
Petroleum Fund. The BCTL implements the Fund’s 
investments, and its responsibilities are set out in an 
Operational Management Agreement (OMA) with 
the Minister of Finance. Annex 1 of the OMA 
contains the details of the investment policy and 
individual mandates. Some of the portfolio is directly 
managed by the BCTL. For the externally managed 
portion of the portfolio, the BCTL undertakes 
manager searches and monitors the appointed 
external managers. The Ministry of Finance oversees 
the operational manager. 

Figure 2 - Governance structure of the Petroleum Fund 

 

The Minister of Finance is required by the Petroleum 
Fund Law to seek advice from the Investment 
Advisory Board (IAB) before making decisions on 
the Fund’s investments and management. The IAB is 
an advisory board that provides non-binding 
independent and impartial advice upon the Minister’s 
request or on the Board’s initiative. The Petroleum 

Fund Law requires the IAB to include members who 
have significant experience in investment 
management. The Ministry of Finance, via the 
Director of Treasury or his/her delegate, and the 
BCTL, as the Operational Manager, have non-voting 
representatives on the Board and actively contribute 
to the discussions preceding the IAB’s advice. The 
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IAB is supported by a Secretary from the BCTL and 
secretariat members from both the BCTL and 
PFPMO. The IAB has its own budget and is able to 
procure external support when required. Its advice is 
published each year as part of the Annual Report 
(Annex XII), or earlier when requested by Parliament. 

The IAB plays a crucial role in the Petroleum Fund, 
and the Board’s independent, impartial and expert 
advice represents an important safeguard in the 
Fund’s structure. The current members of the IAB are 
listed in Table 1 and short biographies are included 
in Annex IX. 

Table 1 - Members of the Investment Advisory Board 

 Position and tenure 

Mr. Olgario de Castro Chairman. Voting member since 2008 
Dr. Torres Trovik Voting member since 2006 
Mr. Gualdino da Silva Voting member since 2012 

Professor Michael Drew Voting member since 2017 

Mr. Venancio Alves Maria BCTL’s representative since 2012 
Mr. Filipe Nery Bernardo MoF’s representative since 2022 

 
Lastly, the Petroleum Fund Consultative Council 
(PFCC) advises Parliament on the performance and 
operation of the Petroleum Fund, and on withdrawals 
from the Fund, including whether the transfers are 

being used effectively for the benefit of current and 
future generations. The current members of the PFCC 
are listed in Table 2. 

Table 2 - Members of the Petroleum Fund Consultative Council 

 Position and tenure 

Mr. Juvinal Dias President. Appointed in 2018 as civil society’s representative. 
Mr. Nuno Eugénio Goulart Appointed in 2019 as Parliament’s representative.  

Mrs. Izilda Imanuela da Luz Pereira Soares Appointed in 2018 as Parliament’s representative. 

Pe. Mouzinho Pereira Lopes* Appointed in September 2022 as religious organisations’ representative. 
Mr. Hernani Agostinho Soares Appointed in 2019 as private business sector’s representative. 
Mrs. Martinha da Silva de Jesus Pinto Appointed in 2019 as civil society’s representative. 

* Pe. Julio Crispim Ximenes Belo served on the PFCC prior to Pe. Mouzinho Pereira Lopes. 

 

Transparency is a fundamental principle governing 
the Fund, and the Petroleum Fund Law sets out the 
reporting requirements for each institution. The 
Petroleum Fund’s reports are outlined in Table 3. 

The Ministry of Finance is responsible for the 
publication of the Petroleum Fund’s Annual Report. 
This includes the financial statements, which are 
compiled by the BCTL as Operational Manager, 
externally audited, and approved by the Director of 
Treasury at the Ministry of Finance. 4  An 
internationally accredited auditor issues an audit 
report on the annual financial statements. The 
Ministry of Finance also undertakes the ESI 
calculations, which are certified by an independent 
auditor and included in the General State Budget 
presented to National Parliament. 

 
4 The Director of Treasury’s responsibility to maintain the Petroleum Fund’s accounts in Article 21 of the Petroleum Fund Law is 
delegated by the Minister of Finance to the BCTL under the Operational Management Agreement. 
5 The Ministry of Finance website: https://www.mof.gov.tl/. The Central Bank of Timor-Leste’s website: 
https://www.bancocentral.tl/en 

The BCTL compiles quarterly performance reports to 
the Minister of Finance. The BCTL also reports to the 
Ministry of Finance on its internally managed 
mandates. The annual report and quarterly 
performance reports are provided to key stakeholders 
and are publicly available on the Ministry of Finance 
and the Central Bank’s websites.5 

The Petroleum Fund has been a member of the 
International Forum of Sovereign Wealth Funds 
(IFSWF) since 2009. The Ministry of Finance 
undertakes an annual self-assessment of compliance 
with the IFSWF’s Santiago Principles, which set out 
the best practice for sovereign wealth funds. The 
latest assessment is contained in Annex XIII. 

There is considerable public interest in the Petroleum 
Fund’s management and performance. The Ministry 
of Finance and the BCTL are committed to 
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developing the public’s understanding of the Fund’s 
management and investment strategy. The BCTL and 
the Ministry of Finance present throughout Timor-
Leste at public workshops coordinated by the 
Petroleum Fund’s Consultative Council. However, 

COVID-19 restrictions contributed to a limited 
number of workshops in 2022, and the BCTL did not 
hold its joint press release of the quarterly 
performance report. 

Table 3 - Petroleum Fund reports 

Report Responsible institution  
Annual Report Published by the Ministry of Finance along 

with the audited financial statements 
Inputs from the BCTL on 
investment performance and 
holdings 

Audited Annual Financial Statements The BCTL compiles the accounts Fund’s custodian provides 
accounting services to the BCTL 

 External auditor appointed by the Ministry 
of Finance 

Currently Ernst & Young (EY) 

 Approved as true and fair by Director 
General of Treasury 

Treasury assisted by PFPMO 

Quarterly performance reports – 
investment performance and financials 

Compiled and published by the BCTL  

Monthly reports – investment 
performance and financials 

Compiled and published by the BCTL  

 

Timor-Leste’s Petroleum Fiscal Regime 
Timor-Leste’s petroleum receipts are required to 
flow into the Petroleum Fund. The Fund’s revenues 
have been from fields in Timor-Leste’s jurisdiction 
in the Timor Sea. Bayu-Undan was the only 
operating field in 2022 and production is declining 
and coming to an end. The development plan for the 
Greater Sunrise field is yet to be agreed, and is 
discussed below. While there has been petroleum 
exploration onshore, there are yet to be proven fields.  

Timor-Leste’s share of petroleum revenues depends 
on the relevant treaties, which define the countries’ 
ownership interests, and the production sharing 
contracts, which specify how petroleum revenue is to 

be shared between the national owners and the oil 
company contractors. The Maritime Boundary Treaty 
between Timor-Leste and Australia became effective 
on 30 August 2019. The treaty significantly improved 
Timor-Leste’s ownership interests. The previous 
Timor Sea Treaty provided that Timor-Leste would 
receive 90% of the revenue from the former Joint 
Petroleum Development Area (JPDA), which 
includes Bayu-Undan, while Australia received 10%.  
Under the Maritime Boundaries Treaty nearly all of 
the former JPDA is within Timor-Leste’s exclusive 
jurisdiction (Figure 3), meaning that Timor-Leste 
receives 100% of the petroleum revenues. 

Figure 3 - Map of Timor-Leste Maritime Boundary Agreement 

 
Source: Timor-Leste Maritime Boundary Office, https://www.gfm.tl/library/maps/ 
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The Maritime Boundaries Treaty also improves 
Timor-Leste’s terms for Greater Sunrise. Rather than 
the 50% share under the Certain Maritime 
Arrangements in the Timor Sea (CMATS) 2006, 
Timor-Leste will receive 70% of upstream revenue if 
the pipeline is to an LNG processing plant in Timor-
Leste, or 80% of upstream revenue if the pipeline is 
to a plant in Australia. Timor-Leste, Australia and the 

participants in the joint venture continue to negotiate 
the development plan for Greater Sunrise. 

The shares of the participants in the Greater Sunrise 
joint venture are shown in Table 4. Timor Gap E.P. 
acquired a 56.56% ownership interest in April 2019, 
following the Petroleum Fund’s investment in 
petroleum operations, which is described below. 

Table 4 - Ownership of Greater Sunrise field 

Company Participating interest 
Timor Gap E.P. 56.56% 
Woodside Energy Group 33.44% 

Osaka Gas 10.00% 
 
The Production Sharing Contracts (PSCs) are 
agreements between the national owners and the oil 
company contractors. Bayu-Undan and Greater 
Sunrise were governed by Annex F of the Timor Sea 
Treaty, which preserves the fiscal regime that was in 
place prior to Timor-Leste’s independence. The 
PSCs and other contracts under the former JPDA 
fiscal regime and those partially under the Australian 
fiscal regime were transferred entirely to Timor-
Leste’s fiscal regime following the ratification of the 
Maritime Boundaries Treaty. This required the oil 
contractors to receive equivalent conditions to the 
prior regime. 

The States’ petroleum revenues are comprised of: 

− Royalties, which represent the Governments’ 
share of production before the oil companies’ cost 
recovery. The Governments’ share is 5% of 
production for Annex F (Bayu-Undan and Greater 
Sunrise), Non-Annex F PSCs (a new regime) and 
the Timor-Leste Exclusive Area (TLEA).6 

− Profit oil of 40% (or 50% for condensate under 
Annex F), which is calculated as gross revenue 
less royalties and the oil companies’ exploration 
and development costs. 

− Taxes paid by the oil companies. This includes 
corporate income tax of 30%; an additional profit 
tax or supplemental petroleum tax for profitable 
projects that exceed a hurdle rate of return; and 
wage income tax for wages received for 
employment in Timor-Leste. 

Figure 4 illustrates the components of Timor-Leste’s 
petroleum revenues that have flowed from the three 
productive fields, Kakatua (which ceased in 2007), 
Kitan (which ceased in 2015), and the Bayu-Undan 
field, all located in the former JPDA. Bayu-Undan’s 
gas condensate field is now operated by Santos Ltd, 
which acquired ConocoPhillips’ interest in the field 
and the Darwin LNG Plant in May 2020. The 
operator’s royalties and profit shares are collected by 
Timor-Leste’s National Petroleum and Minerals 
Authority, ANPM, as the Designated Authority. The 
Petroleum-related taxes are paid directly by the 
contractor into the Petroleum Fund. As noted, 
following the Maritime Boundaries Treaty, Timor-
Leste has received all of the petroleum revenue from 
Bayu-Undan since September 2019. 

 

  

 
6 For projects based on Annex F, “First Tranche Petroleum” is 10% of production, which is equally shared between the Government 
and contractors. 
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Figure 4 - Components of petroleum revenues from former-JPDA since 2005 

 
Note: Under the Timor Sea Treaty 2002, JPDA revenues were shared 90%/10% between Timor-Leste and Australia. Under the 
new Maritime Treaty, Bayu-Undan is exclusively in Timor-Leste’s jurisdiction. The categories shown do not include the initial 
transfer to the Fund of $205 million of revenues that were collected before the Fund was created. 

The Investment in Petroleum Operations
The Petroleum Fund’s investment in petroleum 
operations in April 2019 is an exception to the 
framework and rules in the Petroleum Fund Law 
2011. An overview of the investment is presented 
below. Further details are available in the Petroleum 
Fund’s Annual Report for 2019. 

The Government agreed to purchase ConocoPhillips’ 
and Shell’s participating interests in the Greater 
Sunrise joint venture in September and November 
2018. The objective was to facilitate onshore 
processing in Timor-Leste to fully participate in the 
upside of development. 

The aggregate 56.56% ownership interest cost 
Timor-Leste $650 million, which needed to be 
financed. The Ministry of Finance’s guidance was to 
follow the framework in the Petroleum Fund Law and 
include the government’s domestic-orientated 
investments in the State Budget. However, the 
resulting $2.1 billion Budget for 2019 was not 
promulgated by the President on sustainability 
concerns. The Government then chose to remove the 
acquisition from the Budget and instead finance it 
through their recent amendment to the Petroleum 
Activities Law. The amendment allowed the 5 per 
cent allocation for alternative assets in Article 15.4 of 

the Petroleum Fund Law to be applied to investments 
in petroleum operations in national territory or 
abroad. 

The Petroleum Fund’s $650 million investment was 
structured as a loan to the national oil company, 
Timor Gap E.P., which would then use the proceeds 
to acquire the interests in the Greater Sunrise joint 
venture.7  Loans were made to four subsidiaries of 
Timor Gap E.P. that held the related Production 
Sharing Contracts and Retention Leases (see Figure 
5). The interest rate was 4.5% per annum, with a 
grace period on repayments for the first eight years to 
allow time for development and production to 
commence. Interest would accrue during the grace 
period and the loan would then be repaid over the 
following 10 years, when petroleum inflows were 
expected. 

In addition, once the Greater Sunrise field 
commenced production, the Petroleum Fund will 
receive the State’s usual share of petroleum revenue 
- namely, royalties, profit oil and petroleum-related 
taxes. The Petroleum Fund will also receive the 
dividends paid by the owner, Timor Gap E.P., from 
its participation in the joint venture. 

 

  

 
7 The Petroleum Fund’s 2019 Annual Report explains why the investment was structured as a loan rather than an equity interest. 



Pg. 7 

Figure 5 - Petroleum Fund’s investment in Timor Gap E.P 

 

The Petroleum Fund’s investment in Timor Gap E.P. 
is exceptional in two respects: 

- It was an investment decision by the Government, 
approved by the Council of Ministers. The 
Petroleum Fund’s Investment Advisory Board’s 
advice was limited to how to implement the 
government’s investment decision, rather than 
due diligence because the Board did not have the 
supporting analysis. 

- It was an investment in Timor-Leste motivated by 
national development objectives rather than 
purely financial criteria. 

The investment in petroleum operations has 
presented some challenges since it was made. Firstly, 
while the government’s legal advice confirmed the 
investment was in accordance with the applicable 
laws at the time, the exposure limits in the Petroleum 
Fund Law may be breached in future. The Petroleum 
Fund Law limits the investment to 5% of the Fund’s 
balance, and this limit will be breached if the Fund 
depletes as projected, subject to the valuation of the 
loans. In addition, Article 15.5 of the Petroleum Fund 
Law imposes a 3% investment limit to any one 
company or issuer. The Maritime Boundaries Treaty 
requires consolidating the existing PSCs into one 
contract, and Timor-Leste’s ownership interests will 
also be consolidated into one entity. If the loans are 
also transferred to that entity, then the 3% exposure 
limit is likely to be exceeded. 

The Ministry of Finance in 2019 advocated 
incorporating the investment in petroleum operations 
into the Petroleum Fund Law rather than have the 
Fund’s investments governed by two different laws. 
The Ministry proposed introducing a new article to 
incorporate the provisions in the Petroleum Activities 
Law and clearly set out the exceptional criteria that 
applied to the Fund’s investment in petroleum 
operations. The remainder of the Fund’s investments 
would continue to be governed by the original criteria. 
This change was supported by advice from the 
Investment Advisory Board. However, the 

amendments were not adopted following a ruling by 
the Court of Appeals. As noted, the exposure limits 
in the law will pose problems in the future. 

The second problem is that the accounting and 
valuation of the loan to Timor Gap E.P. resulted in 
significant delays to the Petroleum Fund’s audited 
financial statements and annual report for 2020 and 
2021. Initially, the Fund’s investment was valued at 
amortized cost, and therefore mechanically increased 
in value with accrued interest during the 8-year grace 
period. However, EY, who was appointed as the 
Fund’s external auditor in 2021, explained during the 
audit of the 2020 financial statements that the 
conditions for amortized cost were not met, and 
instead fair value needed to be applied. The BCTL, 
as operational manager, then needed to procure an 
independent valuation firm and establish the 
valuation process. The late release of Timor Gap’s 
audited financial statements for 2020 in September 
2021 contributed to the delay. 

The Ministry of Finance, in consultation with the 
BCTL and EY, developed a process that allowed the 
2022 financial statements to be provided with the 
Government’s financial statements to National 
Parliament on 22 June 2023. The 2022 annual report 
was delayed somewhat by the Fund’s custodian 
recalculating investment returns to account for the 
valuation of the loan. 

The latest challenge to accounting for the loan is the 
expected timing of inflows from Greater Sunrise. 
When the loan was entered into in 2019, the 8-year 
grace period on repayments was expected to allow 
sufficient time for Greater Sunrise to commence 
production. However, the development plan is yet to 
be agreed and the first interest payment is due in 
April 2028. Therefore, there may be a gap between 
Timor Gap E.P.’s contracted loan repayments and the 
revenue it will receive from Greater Sunrise. The 
relevant parties will meet to discuss the terms of the 
loan. 
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B. BALANCE AND FLOWS
The Fund’s balance decreased by $2,348.0 million in 
2022 to end the year at $17,273.0 million (Figure 6). 
The balance of the Fund is determined by inflows 
from petroleum revenues, investment returns and 
outflows from Government withdrawals. As Figure 6 
illustrates, petroleum revenues contributed $1,106.4 
million to the Fund, while the annual investment 
return was negative $2,050.4 million. A total of 
$1,404.0 million was withdrawn to finance the 
Government’s expenditure. The following sections 
provide more details on each component. 

Figure 6 - Movement in net-assets during 2022 

Petroleum revenue 
The Fund’s petroleum revenue is a function of 
production and prices. Bayu-Undan is the only field 
in operation. Its production peaked in 2012 and 
productivity has declined over time. Infill drilling in 
2018 and Phase 3C in 2021 allowed production to be 
extended, but there was a marked reduction in output 
in 2022. Monthly production fell from the typical 
level of around 3 million BOE to under 1 million 
BOE at the end of 2022. Annual production 
significantly decreased from 37.2 million barrels of 
oil equivalent (BOE) in 2021 to 17.3 million BOE in 
2022. There were 6 condensate cargoes, 3 LPG 
cargoes, and 19 LNG cargoes sold in 2022, which is 
lower than in 2021. 

At the same time, petroleum prices were much higher 
in 2022, following Russia’s invasion of the Ukraine. 
Prices received from Timor’s petroleum products 
sold under short or long-term contracts were linked 
to global oil benchmark prices. Brent crude averaged 
$100.80/b in 2022, $30/b higher than the previous 
year’s average (Figure 7). Most of Bayu Undan’s 
LNG was sold spot in 2022. Prices were linked to 
either oil benchmark prices or LNG benchmark 
prices, namely the Platts Japan-Korea-Marker 
(“JKM”). The JKM’s historical future prices 
averaged $34.1/MMBtu in 2022, significantly higher 
than recent years. 

 

 
8 Annex II, Note 16 of the Audited Financial Statements provides the details of petroleum revenues. 

Figure 7 - JPDA production and oil prices 

 

Higher prices allowed the Petroleum Fund to receive 
$1,106.4 million of petroleum revenues during 2022. 
The receipts proved to be much higher than the 
conservative estimates incorporated in the ESI 
process. The revenues were comprised of $491.8 
million in petroleum taxes, $611.7 million in 
royalties and profit from oil and gas, and $2.9 million 
of other payments (Figure 8).8 These collections were 
in accordance with Articles 6.1 (a), (b), and (e) of the 
Petroleum Fund Law respectively. 
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Santos is the operator of the Bayu-Undan Joint 
Venture. Production is expected to cease in 2023, 
although the exact timing is uncertain. It is clear that 
most of Timor-Leste’s Petroleum Wealth from Bayu-
Undan has already been received by the Fund. 
Including, the other smaller fields, Kakatua and Kitan, 
total production since 2004 was 947 million BOE, 
and petroleum receipts totalled $24.938 billion. 

 

 

 

 

 

 

 

Figure 8 - Annual petroleum revenues ($m) 

 

Withdrawals 
The Government’s General State Budget is largely 
financed by withdrawals from the Petroleum Fund. 
The State Budget for 2022 was passed by Parliament 
in December 2021 and promulgated by the President 
in January 2022. The Parliament approved 
withdrawals of $1,346.1 million from the Petroleum 
Fund. In May 2022, the Parliament approved the 
Government’s proposed rectification Budget 2022, 
which increased the total withdrawals to $2,552.6 
million. The rectification budget included a $1 billion 
transfer to create a new fund for Timor-Leste’s war 
veterans (the National Liberation Combatants Fund 
or “Veterans Fund”). 

However, on 13 December 2022, the Veterans Fund 
was ruled to be unconstitutional by the Timorese 
Court of Appeal on the grounds of proportionality 
and the fair, equitable, inclusive and sustainable use 
of Timor-Leste’s natural resource wealth. As a result, 
the $1 billion was not transferred from the Petroleum 
Fund. Withdrawals from the Fund totalled $1,404.0 
million during 2022. This was less than the $1,552.6 
million allowed for under the rectification Budget 
2022, after adjusting for the Veterans Fund’s 
allocation. 

Actual withdrawals in 2022 were $849.9 million 
higher than the $554.1 million ESI published in the 
2022 Budget Book. The ESI is set at 3% of the 
Petroleum Wealth, which was estimated as $18,469.3 
million in the 2022 Budget Book. Petroleum Wealth 
consists of the projected Petroleum Fund balance at 
the beginning of the budget year ($18,323.8 million) 

and the forecasted net present value of the future 
petroleum revenues ($145.5 million). Future 
petroleum revenues only include estimates from 
fields with approved development plans and 
therefore exclude Greater Sunrise and other potential 
sources of revenues. 

Figure 9 - Transfers to the State Budget ($m) 

 

Since 2009, annual withdrawals have averaged about 
5 per cent of estimated Petroleum Wealth, compared 
to the 3 per cent ESI (see Figure 9). The excess 
reflects the Government’s policy to front-load 
expenditure to enable economic development. 
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Investment income and expenses 
The Petroleum Fund’s annual investment income was 
negative $2,050 million after deducting expenses. 
This followed high returns for the previous three 
years; investment income after expenses was $1,144 
million in 2021, $1,773 million in 2020, and $2,101 
million in 2019. 

Total investment revenue (i.e. before expenses) was 
negative $2,031 million in 2022. Interest, dividends 
and trust income totalled $307 million. The loss on 
market valuations was $2,338 million, which resulted 
from the declines in value of both fixed interest and 
equity holdings, as described in Section D. 

Table 5 shows that the expenses incurred in 
managing the Petroleum Fund totalled $13.3 million 
in 2022, which was lower to the previous year’s 
expenses of $17.0 million. The BCTL recovered 
operating expenses of $6.211 million, which was 
below the maximum allowed by the Operational 
Management Agreement, namely 4 basis points of 
the Fund’s value. The other expenses comprised 
custody and external manager fees of $6.820 million, 
and Investment Advisory Board (IAB) expenses of 
$287 thousand. Total expenses in 2022 were about 7 
basis points of the average size of the Fund in 2022. 

Table 5 - Management expenses in 2022 ($m) 

Category 2020 2021 2022 

External managers and Custodian fees 8.815 8.139 6.820 

BCTL Operational Management expenses 5.973 7.712 6.211 

IAB expenses 0.242 0.140 0.287 
Other expenses 1.989 0.967 0.008 
Total expenses: 17.019 16.957 13.326 

Total expenses relative to average Fund size: 0.093% 0.088% 0.072% 

Flows since inception 
Figure 10 shows the contributions to the Fund’s value 
since its inception. Petroleum revenue receipts total 
$24,938 million, which includes the initial transfer of 
revenues collected before the Fund was created. 
Investment returns have added $7,357 million to the 
Fund’s balance. Government withdrawals have 
totalled $15,023 million since the Fund commenced 
in 2005, which exceeds the cumulative ESI over that 
period by $6,264 million. 

Figure 10 - Cumulative flows for the Fund ($m) 

 

C. INVESTMENT STRATEGY 
Financial market investments and the investment in petroleum operations 
Since 2019, the Fund has in effect been divided into 
investments in financial markets and the investment 
in petroleum operations, which was executed in April 
2019 by means of loans to Timor Gap E.P.’s 
subsidiaries. 

The investment in petroleum operations is an 
exception to the framework and rules in the 
Petroleum Fund Law that was enabled by amending 
the Petroleum Activities Law. The amendment 
allowed the Petroleum Fund to invest in petroleum 
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operations in Timor-Leste or abroad by applying the 
5% allocation to alternatives in Article 15.4 of the 
Petroleum Fund Law. The Government’s investment 
decision accounted for national economic 
development objectives and the expected economic 
and social benefits from onshore processing. 

Under the framework in the Petroleum Fund Law, the 
Fund can only invest in offshore financial assets. 
National investment decisions by the government are 
required to be made through the State Budget, which 
is assessed and approved by Parliament, rather than 
made directly by the Fund. The Petroleum Fund’s 
investments are subject to rigorous due diligence by 
the Fund’s institutions, including independent advice 
from the IAB, and assessed purely on financial 
grounds, rather than accounting for development 
objectives. This follows the Santiago principles that 
seek to separate a sovereign wealth fund’s 
investments from political influence. 

The Petroleum Fund Law sets out the following rules 
for investments: 

- The Fund only invests in offshore financial 
assets (Article 15.1). 

- A minimum of 50% of the Petroleum Fund is 
invested in fixed interest securities, that is, cash 
and investment grade bonds (Article 15.2). 

- A maximum of 50% of the Petroleum Fund is 
invested in listed equities (Article 15.3). 

- A maximum of 5% of the Petroleum Fund is able 
to be invested in other eligible investments 
(Article 15.4). 

- A maximum exposure of 3% of the Petroleum 
Fund in any one issuer or company, other than 
sovereign issuers (Article 15.5). 

The Petroleum Fund Law also provides guidelines 
for the investment strategy. The investments shall be 
diversified with the objective of maximizing risk-
adjusted financial returns, after taking into account 
the Fund’s purposes, its operational constraints, and 
ability to bear risk (Article 14.1). There must also be 
sufficient liquidity to fund Government withdrawals 
(Article 14.2). The investments are assessed purely 
on these financial grounds and need to comply with 
sound portfolio management practices. 

 

 

Box I: The evolution of the Petroleum Fund’s investments 
 
The Fund’s asset allocation has evolved over time. Under the original Petroleum Fund Law in 2005, the 
Fund’s investments were limited mainly to low-risk assets. The Fund was fully invested in US Treasuries 
before a global bond allocation was introduced in 2009. Equities were first introduced in 2010, when the 
upper limit in the 2005 Law was effectively 10%. 

Figure 11 - Asset allocations under the Petroleum Fund Law 2005 

 
 
The amendments to the Petroleum Fund Law in 2011 increased the maximum equity allocation to 50% of 
the Fund. This was designed to meet the 3% real return objective implied by the ESI withdrawal rule. A 40% 
equity allocation was decided upon in 2012, which, at that time, was expected to meet the 3% real return 
objective with a reasonable probability. The long-term investment horizon that results if the permanent fund 
framework is followed would allow the Fund to withstand the short-term volatility inherent in equities. The 
equity allocation was initially increased to 20% in 2012, and was then increased incrementally each month 
to reach 40% by June 2014. During this time, a 10% allocation to unhedged Global Treasuries excluding the 
US was introduced in 2013. 
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Figure 12 - Allocations following the Petroleum Fund Law 2011 

 
 
The implications of a declining Fund balance for the investment strategy have been considered for some 
time. In June 2016, a cash portfolio of $800m was introduced to match expected net withdrawals for the 
remainder of that year. In 2017, the cash mandate was set to equal the 12-month expected net cash shortfall 
on a rolling quarterly basis. That cash allocation was treated as outside the SAA and is not shown. To 
simplify operational management, a 5% cash allocation was added to the SAA in 2019, as shown in Figure 
12. 

The Fund invested in petroleum operations in April 2019. The allocation was funded by reducing the equity 
allocation from 40% to 35%. Timor Gap E.P.’s interest repayments are to be financed from revenues derived 
from the Greater Sunrise petroleum development project, meaning that the risk of the Fund’s investment is 
more comparable to the equity allocation than bonds. 

Lastly, in July 2021, the Petroleum Fund was segmented into the liquidity portfolio and the growth portfolio. 
Figure 12 shows that for the total fund this involved a significant increase in the defensive allocation to cash 
and short-maturity US Treasuries, while the equity allocation decreased. 

Segmentation into a Liquidity and Growth portfolio 
The permanent fund framework described in Section 
A, where sustainable withdrawals are offset by the 
expected real investment return, was not applied in 
practice. Rather than follow the ESI fiscal guideline, 
governments have front-loaded expenditure with the 
aim of economic development. Withdrawals 
averaged about 5% of Petroleum Wealth from 2009 
to 2020, significantly higher than the 3% ESI, and the 
projections were for excess withdrawals to continue 
in 2021 and beyond (Figure 10). 

In prior years, petroleum inflows allowed the Fund to 
grow or at least partially offset the excess 
withdrawals. However, by 2020 low petroleum 
revenue was expected from the depleting Bayu-
Undan field, meaning that the government’s 
withdrawals will need to be financed by selling down 
the Petroleum Fund’s investments. The Fund will 
continue to be depleted at least until inflows are 
received from the Greater Sunrise project or other 
significant prospective fields, or unless fiscal policy 
changes. 

Equity investments are volatile and require a longer 
holding period for investors to be confident of 
earning a higher return. The projected depletion of 

the Fund challenged this. Following advice from the 
Investment Advisory Board and independent analysis, 
it was decided that near-term withdrawals should be 
matched by low-risk investments in a liquidity 
portfolio. The remainder of the Fund, the growth 
portfolio, is invested according to the previous fixed 
interest and equity allocation of 65%/35%. The aim 
of the growth portfolio is to benefit from equity’s 
higher expected return, which comes with higher risk 
and volatility. Segmentation is shown in Figure 13. 
Holding three years of withdrawals in the liquidity 
portfolio was seen as providing an appropriate 
balance between reducing risk and being able to 
participate in the upside via the growth portfolio. 

Segmenting the Fund by creating the liquidity 
portfolio: 

− Reduces risk to account for withdrawals and the 
shorter investment horizon. The risk in the total 
fund is lower because the liquidity portfolio does 
not invest in equities. 

− Provides clear objectives for each portfolio, 
which helps in setting the investment strategy and 
communicating investment performance. The 
objective for the liquidity portfolio is to finance 
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withdrawals via low-risk, lower-return 
investments, while the growth portfolio seeks a 
higher return. 

− Provides confidence to stakeholders that near-
term withdrawals are covered by relatively safe 
assets, leading to less concern about the 
fluctuations in value that are characteristic of the 
growth portfolio. 

− Reconnects the Fund’s investment strategy with 
fiscal policy, a connection that was broken when 
the ESI guideline was not followed. Holding the 
next three years of withdrawals in safe, lower-
return assets should encourage medium-term 
planning and efficient execution of public sector 
budgets, as required by the Preamble of the 
Petroleum Fund Law. It also encourages 
policymakers to consider fiscal sustainability now 
rather than later. 

The liquidity portfolio funds withdrawals during the 
year, and therefore will deplete, subject to petroleum 
inflows. As a result, at the beginning of the next year, 
there will be a shortfall between the remaining 
balance in the liquidity portfolio and the projected 

withdrawals for the next three years. To address this, 
investments in the growth portfolio are sold at the 
beginning of each year to finance the shortfall and 
“top up” the liquidity portfolio. A counter-cyclical 
rule applies, whereby 50% of the shortfall is 
transferred when the growth portfolio records a loss, 
100% of the shortfall is transferred when the Fund 
posts a “normal” return (0-6%), and 150% of the 
shortfall is transferred when the growth portfolio 
records a strong return (greater than 6%). This 
counter-cyclical rule is designed to limit the sale of 
equities after a fall. At the same time the transfer is 
made to the liquidity portfolio, the growth portfolio 
is rebalanced to its strategic weights.  

The liquidity portfolio in 2022, was set at $3,311.39 
million, which consists of the withdrawal for 2022 
approved in the original State Budget and estimates 
of $1 billion for both 2023 and 2024. In February 
2022 the balance in the liquidity portfolio was 
already $3,296.30 million, having been topped-up by 
petroleum inflows, meaning that only a small transfer 
was required from the growth portfolio to match three 
years of expected withdrawals. 

Figure 13 - Segmenting the Petroleum Fund into two portfolios 

 
 
The structure adapts the Fund’s investments to new 
information about withdrawals. For example, lower 
withdrawals allow for a higher allocation in the 
growth portfolio, while higher withdrawals requires 
a lower allocation to risk assets.  

The fiscal sustainability analysis in the 2023 Budget 
Book projects that the Fund will be exhausted by 
2034 under the current spending trajectory (Figure 
14). Moderate spending cuts and new taxes could see 
the Fund’s life extended to 2044 and 2049, 
respectively. The fiscal sustainability analysis does 
not account for potential inflows from Greater 
Sunrise. The Ministry of Finance reviews the 
framework regularly and it will be revisited when the 
amount and timing of the inflows from the Greater 
Sunrise project become clearer. 

Figure 14 - Petroleum Fund forecasts from 2023 
Budget Book – current spending trajectory 

 
Source: Budget Book 1 2023. National Directorate of 

Economic Policy, Ministry of Finance, 2022.
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Portfolio and Holdings 
The Petroleum Fund’s asset allocation has evolved 
over time, as shown in Box I. 

The current structure of the Fund’s investments is 
illustrated in Figure 15. As noted earlier, the 

Investment in Petroleum Operations is separated 
from the Fund’s Financial Market Investments. In 
turn, the Financial Market Investments are 
segmented into the Liquidity and Growth Portfolios. 

 

Figure 15 - Overview of the Petroleum Fund’s investments 

 
 
The Fund’s investment strategy reflects the IAB’s 
“Statement of Investment Beliefs and Principles”, 
which is published on the Ministry of Finance’s 
website and summarised in Box II.9  The portfolio 
avoids unnecessary complexity and targets 
systematic return premia by investing in cash, 
government bonds and listed equities. Diversification 
is used to remove unrewarded risk; the equity 
portfolio is diversified across companies, countries, 
and industries, while the sovereign bond portfolio 
helps to mitigate equity risk. 

Passive management is the main investment style. A 
passive manager invests so that the weights of the 
individual securities in the portfolio reflect those in 
the benchmark index. As a result, the mandate’s 
investment performance will correspond with the 
benchmark’s performance. Passive management is 
usually preferred by the Petroleum Fund because 
financial markets are seen to be generally efficient 
and the bulk of returns come from systematic risk 
factors. It provides cost effective and diversified 
exposure. 

The liquidity portfolio finances the expected 
withdrawals from the Fund over the next three years. 
It is comprised of two mandates, Cash and 1-3 year 
US Treasury bonds, which are internally managed by 

 
9 https://www.mof.gov.tl/budget-spending/petroleum-fund/ 

the BCTL and are expected to perform broadly in line 
with their respective benchmarks. 

The growth portfolio follows the 65% fixed interest 
and 35% equity allocation that was adopted prior to 
segmentation. Fixed interest investments are limited 
to investment-grade government bonds. The internal, 
passively managed US Treasury mandates constitute 
the bulk of the fixed interest holdings. The 3-5 year 
US Treasury portfolio has a 45% weight in the 
growth portfolio, while the 5-10 year US Treasury 
portfolio has a 10% weight. The Global Treasury ex-
US mandate is externally managed by the Bank for 
International Settlements (BIS) on an “enhanced 
passive” basis, which seeks to earn a moderate excess 
return relative to its benchmark. The currency 
exposure in the Global Treasury ex-US mandate has 
been hedged since BIS was appointed in April 2020. 

Three quarters of the equity allocation is also 
passively managed. SSgA and BlackRock’s passive 
mandates are benchmarked to the MSCI World 
excluding Australia, a market-capitalisation index. 
The BCTL internally manages the allocation to 
Australian equities on a passive basis. 

The Fund’s allocation to equity factors departs from 
the market capitalization index by targeting 
companies that have higher exposures to value, 
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quality, low-volatility and, to a lesser extent, size. 
The characteristics of these factors are summarised in 
Table 6. The equity factor mandate was introduced in 
August 2019 and amounts to one quarter of the total 
equity allocation. It consists of two managers; 
Schroders, which was held as an enhanced passive 

mandate prior to the factor allocation but then 
reclassified, and a new factor mandate to SSgA. Over 
the long-term, the equity factor mandate is expected 
to improve the risk-adjusted return relative to a 
portfolio invested in a market capitalization index. 

 

Table 6 - Characteristics of equity factors 

Equity Factor Company characteristics 

Value Low valuation ratios e.g., Book to Market value 
Quality Higher profit 

Low volatility Less variable returns 
Size Smaller market capitalisation 

 

Table 7 - Financial Market Investments’ mandates of the Petroleum Fund as at 31 December 2022 

Portfolio/Mandate Manager Style Allocations at year-end 
   US$ m SAA weight % of Growth % of FMI 

Financial Market Investments   16,716   100.0% 

Liquidity Portfolio   2,632   15.7% 

Growth Portfolio   14,084   84.3% 

Liquidity Portfolio   2,632   15.7% 

Cash/US 3 Month Treasury bills BCTL  2,029   12.1% 

US 1-3 Year Treasury bonds BCTL  603   3.6% 

Growth Portfolio   14,084 100.0% 100.0% 84.3% 

Total Fixed Interest   9,442 65.0% 67.0% 56.5% 

US 3-5 Year Treasury bonds BCTL Passive 6,609 45.0% 46.9% 39.5% 

US 5-10 Year Treasury bonds BCTL Passive 1,414 10.0% 10.0% 8.5% 

Global DM ex-US Treasury BIS Enhanced Passive 1,419 10.0% 10.1% 8.5% 

Total Equities   4,642 35.0% 33.0% 27.8% 

Passive MSCI DM Equities ex-AU SSgA, BlackRock Passive 3,340 25.4% 23.7% 20.0% 

Passive MSCI Australian equities BCTL Passive 120 0.9% 0.9% 0.7% 

Equity Factors SSgA, Schroders  1,181 8.8% 8.4% 7.1% 

Note: SAA = Strategic Asset Allocation; DM = Developed Market. Ex-AU = Excluding Australian equities. 

 
The liquidity portfolio ended 2022 at $2,632 million. 
The $1,106 million of petroleum inflows, partially 
offset the $1,404 million of withdrawals by the 
government. The liquidity portfolio represented close 
to 16% of total financial market investments at year-
end, with the majority of the holdings in the 0-12 
month Cash mandate. 

The growth portfolio was rebalanced to its SAA 
weights in the first quarter of 2022. Under annual 

rebalancing, the weights of fixed interest and equities 
will subsequently drift according to their relative 
performance during the year. The negative returns 
from equities exceeded those of fixed interest, which 
resulted in equities finishing the year 2.0% under the 
35% SAA weight, with fixed interest being 
correspondingly overweight its 65% allocation 
(Table 7). 
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Table 8 - Petroleum Fund’s allocation by countries 

Country Cash Bonds Equities FMI 

Australia 0.1% 1.2% 2.6% 1.5% 
Canada 0.1% 1.1% 3.6% 1.7% 

Denmark 0.1% 0.7% 0.9% 0.7% 
Eurozone 0.2% 3.7% 9.1% 4.8% 

Hong Kong 0.1% 0.1% 0.8% 0.3% 
Israel 0.0% 0.0% 0.1% 0.0% 

Japan 0.2% 1.3% 6.3% 2.6% 
New Zealand 0.1% 0.6% 0.1% 0.4% 

Norway 0.1% 0.4% 0.3% 0.4% 
Singapore 0.1% 0.9% 0.4% 0.7% 

Sweden 0.1% 0.5% 1.0% 0.6% 

Switzerland 0.1% 0.7% 3.0% 1.3% 
United Kingdom 0.1% 1.1% 4.6% 2.0% 
United States of America 98.7% 87.8% 67.2% 83.1% 

Total 100.0% 100.0% 100.0% 100.0% 

Note: Financial Market Investments only. Cash includes cash at bank, repurchase agreements and Treasury Bills. Bonds includes 
the 1-3 Year US Treasury mandate in the liquidity portfolio and the fixed interest mandates in the growth portfolios. 

 
Table 8 shows the Fund’s allocations by country. 
Cash is comprised primarily of the USD Cash 
mandate, as well as the 10% collateral required for 
the hedged global treasury mandate, and also small 
cash balances held by managers in their bond and 
equity mandates for operations, which includes non-
USD. 

The composition of the Petroleum Fund’s equity 
holdings largely corresponds with the benchmark 
index. The MSCI World Index is comprised of large 
and mid-size capitalisation companies that are listed 
in developed markets. The Petroleum Fund held 
1,580 companies at the end of 2022. The holdings are 
reported in Note 24 of Annex II. Table 8 shows that 
67% of the equity portfolio is invested in companies 
listed in the US. Eurozone countries represent the 
next largest allocation at 9.1% of the equity portfolio, 
followed by Japan (6.3%) and the UK (4.6%). The 
allocation to Australian equities is internally 
managed by the BCTL and is 2.6% of total equities. 

The US allocation represents 88% of the Fund’s bond 
holdings and consists of the US Treasury 1-3 year 
mandate in the liquidity portfolio, and the 3-5 year 
and 5-10 year Treasury mandates in the growth 
portfolio. The Non-US government bond allocation 
is benchmarked to a customised index of developed 

markets, which is designed to facilitate 
diversification by capping the Eurozone allocation at 
30% of the index and individual country weights at 
10%. The allocations in Table 8 are in line with the 
benchmark weights, with the Eurozone representing 
3.7% of the total fixed interest holdings, while the 
weights for Australia, Canada, Japan and the UK are 
consistent with the maximum country weight. 

In terms of the foreign currency exposure, the fixed 
interest holdings are effectively entirely in US dollars 
because the global developed market sovereign bond 
mandate is now hedged to the US dollar, while Cash 
and the US Treasury mandates are denominated in 
US dollars. The equity holdings are unhedged so that 
the currency exposures correspond with the country 
weights in Table 8. 

For the aggregate of financial market investments, 83% 
of the Fund is invested in US securities, with the 
Eurozone the next largest allocation at about 5%. The 
USD dominates the currency exposure at about 91%, 
with small exposures to the other major currencies – 
namely, the Euro, the Japanese Yen, the British 
Pound, the Canadian dollar and the Australian dollar 
– by means of the unhedged equity allocation. 
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Box II: IAB Investment Beliefs and Principles 

 

The Investment Advisory Board has set out the investment beliefs and principles that provide the framework 
for its investment advice to the Minister of Finance. The beliefs and principles are backed by academic and 
market support, and specifically account for the circumstances of Timor-Leste’s Petroleum Fund. The main 
points in the Statement of Investment Beliefs and Principles are outlined below, while the full document is 
published on the Ministry of Finance’s website. https://www.mof.gov.tl/budget-spending/petroleum-fund/ 

 

Investment beliefs 

 Obtaining financial returns involves taking risk. In general, higher risks are rewarded with higher 
expected returns, but returns may take time to emerge from the underlying risks.  

 Financial markets are generally efficient, with prices trending towards fundamental value over the long 
term. 

 Risk factors provide systematic returns, which can be captured over time through a structured 
investment approach.  

 Diversification is the primary means of capturing systematic returns. Systematic investment in multiple 
asset classes with less than perfectly correlated returns is rewarded over time, whereas concentrated risk 
taking is not rewarded. 

 A long-term investment horizon allows systematic returns to be captured because the volatility of returns 
decreases over time and the probability of receiving positive returns increases. 

 Non-systematic returns can from time to time give rise to investment opportunities. Such opportunities 
are less reliable than factor returns and are of secondary importance. 

 Disciplined skills, systems and procedures can be applied to optimise returns after costs. Risks cannot 
be avoided but can be identified and managed. Discipline during adverse investment cycles is rewarded, 
whereas opportunistic strategies generally are not. Costs are important and compound over time.  

 Transparency builds confidence and enables a long-term disciplined approach to be implemented. 
Investment decisions with public acceptance can be maintained through difficult times, and a high level 
of public trust enables discipline to prevail over expediency. 

 

Investment Principles 

 Determining the strategic asset allocation is the first order decision, because it is the most important 
contributor to portfolio performance. It involves articulating the expected return for a specific level of 
risk.  

 Risks must be managed with an appropriate risk profile, avoiding concentrations, and based on careful 
selecting and monitoring of managers and risks. 

 Unnecessary complexity should be avoided to achieve efficient returns from the risk taken. This implies 
a general approach of passively managing a limited number of asset classes. 

 The investment objective should be achieved through investments in listed bonds and equities in the 
immediate future. 

 Passive management should be the main investment style because the evidence points to this being a 
prudent and effective means of managing this type of portfolio. 

 External managers should be hired to achieve the optimal risk/return exposure in order to avoid internal 
capacity constraints, to gain access to selected markets, and as a source of knowledge. 

 There should be a structured review process for the strategic asset allocation, without giving up 
discipline, and a systematic rebalancing of the portfolio to manage risks.  

 Capacity across all key stakeholders is paramount to developing the investment strategy. This involves 
understanding international markets, the features of asset classes, and the nature of risks – all of which 
are a necessary precursor to further diversification.  

 Evaluation of Fund returns and appropriate benchmarks is important to foster institutional learning. 
Databases should be maintained to recover the history of the Fund. 
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Beliefs and principles for fixed interest 

 The first order priority for fixed interest investments in the Fund is to mitigate portfolio risk. Other roles 
for fixed interest investments include seeking returns, providing stable income, and providing liquidity.  

 Term, credit, and potentially other risk premia are available to fixed interest investors over the long-run. 
Realized returns from term and credit exposures vary over time depending on prevailing economic and 
market conditions. 

 Simplicity and the avoidance of complex structured products reduce risk in a fixed interest portfolio. 

 

D. INVESTMENT PERFORMANCE IN 2022
The Petroleum Fund’s total return in 2022 
was -10.36%. The liquidity portfolio’s total return 
was -0.65%, consistent with its low risk, while the 
growth portfolio’s total return was -11.81%. Both 
equities and fixed interest fell in value as central 
banks had to sharply raise interest rates to fight 
persistent inflation. The Petroleum Fund’s loan to 
Timor Gap E.P. returned -20.05% following the latest 
independent valuation. The negative return for the 
Fund followed a period of strong performance in the 
prior three years. 

The negative return in 2022 caused the Petroleum 
Fund’s annual return since inception to fall to 3.95%. 
The fixed interest portfolio’s return since 2005 is 

Figure 16 - Annual returns from bonds and equities 

 

1.95% per annum, while the equity allocation’s 
annualized return is 8.94% per annum since the first 
investment in 2010. The corresponding return from 
fixed interest since equities were introduced in 
October 2010 is 0.85% per annum. 

The Fund’s annualized real return since inception is 
1.51% per annum after deducting US inflation. This 
is below the implied target of 3% annual return if the 
permanent fund model was being followed. 

 

 

 
 

Figure 17 - PF annual investment returns 

 

Developments in financial markets in 2022 
It was a very difficult year for financial market 
investors, both in terms of returns and volatility. 
Inflationary pressure persisted from 2021 and 
worsened with the sharp increase in commodity prices 
that followed Russia’s invasion of the Ukraine. 

COVID-related lockdowns in China also contributed 
to supply constraints and price pressures. Strong labour 
markets fuelled consumer demand. 

Inflation reached multi-decade highs in many Western 
countries. To re-establish price stability, central banks 
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needed to raise their policy rates much higher than was 
expected at the beginning of the year. For example, the 
Federal Reserve’s Federal Open Market Committee’s 
projections in December 2021 was for inflation to ease 
in 2022 and for the policy rate to end 2022 at 0.9%. 
The Fed first increased rates in March by 25bps, but a 
series of 50 and 75bp increases saw the Fed rate finish 
the year at 4.25-4.5%, an annual increase of 4.25%. 
The Fed also started to reduce the size of its balance 
sheet in the second half of 2022. At the beginning of 
the year, the European Central Bank (ECB) was 
expected to maintain accommodative policy in 2022. 
However, the energy crisis contributed to inflation 
reaching record highs and the ECB raised its policy 
rate by 50bps in July. This was the first rate rise in a 
decade and ended the era of negative rates. The ECB 
also ended its asset purchases in quarter 3. Subsequent 
rate rises saw the ECB deposit rate reach 2% in 
December, up from -0.5% at the start of the year. 

Government bond yields reflect the central bank’s 
current policy rate and the market’s expected future 
policy rates. The increases in policy rates and 
expectation for further increases caused government 
bond yields to rise sharply in 2022, especially during 
the first three quarters. US 2 year and 10 year yields 
rose to levels not seen since the financial crisis in 2007-
2008. The value of a bond moves inversely to its yield 
and, consequently, the market value of the Fund’s bond 
holdings declined substantially in 2022 as a result of 
the large increase in yields. The capital loss was not 
offset by the coupons received from bonds, meaning 
that the fixed interest mandates recorded negative 
annual returns. 

Figure 18 - Index bond yields in 2022 

 

Interest rates rose across the yield curve and the longer-
maturity mandates – the US Treasury 3-5 year, 5-10 
year and non-US Government hedged mandate - fell 

the most in value. The short-maturity, low-risk, 
liquidity portfolio was less affected and 
returned -0.65%. In terms of its component mandates, 
the Cash mandate of 0-12 month securities posted a 
positive return of 0.52%, while the 1-3 year US 
Treasury mandate returned -3.1%, again losing value 
because of rising yields. 

Figure 19 - Equities total returns in US dollar 
(31/12/2021 = 100) 

 

Russia’s invasion of the Ukraine in February increased 
geopolitical uncertainty, added to inflationary pressure, 
and detracted from growth. The economic impact was 
most pronounced in Europe, which was heavily 
dependent on Russia’s exports. Central banks’ tighter 
policy rates slowed economic growth over the course 
of year. The magnitude of the interest rate increases, 
and an inversion of government bond yield curves, 
caused markets to fear a recession. Stagflation – 
inflation combined with slow or negative growth - was 
also a concern. The value of equities fell sharply in the 
first three quarters, weighed down by persistent 
inflation, increasing rates, and pronounced uncertainty, 
both in terms of geopolitics and the economic outlook. 
There were some positives in quarter four, when 
equities posted gains in October and November on 
signs that inflation may have peaked and hopes that 
central banks would slow the pace of tightening. 
However, in their December meetings, both the Fed 
and ECB raised rates by 50 basis points and reiterated 
their commitment to fighting inflation, projecting 
further increases in 2023. 

The MSCI World Index, which is comprised of 
companies in developed markets weighted by their 
market size, returned -18.1% in USD terms in 2022. 
US equities underperformed the aggregate, 
returning -19.85% in 2022. 
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The US dollar strengthened in the first three quarters, 
mainly as a result of wider interest rate differentials, 
although weakened in quarter four when policy 
expectations were revised. The US Dollar Index, a 
measure of the US dollar relative to the currencies of 
the United States’ major trading partners, finished the 
year 8.2% higher (Figure 20, DXY series). All of the 
major currencies depreciated against the US dollar in 
2022. The British Pound and the Japanese Yen were 
the weaker currencies, depreciating by more than 10% 
against the dollar. The weakness in the Yen reflected 
the Bank of Japan’s commitment to very 
accommodative monetary policy settings, keeping 
short and longer-term rates near zero, in contrast to 
central banks in other countries, which were increasing 
policy rates. 

Figure 20 - US dollar relative to other currencies 
(31/12/2021 = 100) 

 
 

Box III: The causes of high inflation in 2022 and the effect on financial markets 

 

Record high inflation and central banks increasing policy rates dominated the financial market news in 2022. 
This resulted in both government bonds and equities falling in value. 

We need to return to 2020 to understand the build-up in global price pressures. To counter the COVID-19 
restrictions, government’s provided substantial fiscal stimulus to preserve employment and support business. 
At the same time, monetary policy rates were set at close to zero or below, and central banks engaged in 
quantitative easing, that is, buying government bonds and other securities to bring down longer-term interest 
rates and increase the money supply. The accommodative policy settings helped to mitigate the depth of the 
global recession in 2020. 

Inflationary pressure started to build in 2021 as COVID restrictions were relaxed and policy settings remained 
very accommodative. Price pressures were initially believed to be transitory, attributed to the supply constraints 
associated with the pandemic, which resulted in shortages of raw materials and finished products. Policy makers 
were also intent on avoiding deflation. Reflecting this, the Federal Reserve in 2020 and the ECB in 2022 
adjusted their policy frameworks to allow for a period of above average inflation. 

However, price pressures continued to build, and by quarter 4 2021 the Federal Reserve stopped describing 
inflation as transitory. Around this time, the Fed and other central banks announced tapering of asset purchases 
given the high rate of inflation and strong economy. By the end of 2021, the FOMC’s projections were for 
modest increases in its policy rate during 2022, while the ECB was expected to remain on hold. 

Figure 21 - US Inflation: Headline and Core CPI 
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Figure 22 - Global Central Bank Policy Rates 

 
Russia’s invasion of the Ukraine in February 2022 added to inflationary pressure by disrupting supply chains 
and increasing commodity prices. Russia is a large exporter of oil and gas, particularly to Europe, and both 
Russia and Ukraine are significant exporters of agricultural commodities. 

The persistently high inflation forced central banks to raise policy rates significantly over the course of the year. 
The Federal Reserve had learnt from the past episodes of high inflation that decisive action was needed to 
restore price stability. 

Government bond yields are a function of expected policy rates, and the repeated upward revisions of 
expectations caused bond yields to rise during 2022 (Figure 23). The price of a bond falls when its yield rises. 
The sizable increases in yields during 2022 resulted in large capital losses on government bonds. 

Inflation and the increase in rates also negatively affected equity markets in 2022. The stock price of a company 
corresponds with the discounted value of its expected cash flows (Figure 24). The discount rate includes a risk-
free rate that can be approximated by a government bond yield. When the discount rate increases, the stock 
price falls. In addition, increasing policy rates reduces inflation by slowing economic growth, which flows 
through into lower company profits, and therefore a lower stock price. Fears of a central bank induced recession 
– a hard-landing – was also being priced into equity markets to varying degrees during 2022 

Figure 23 - Global Government Bond Yields 

 
The relationship between stock prices, discount rates and growth: 

𝐏 =
𝐃𝟏

𝐫 − 𝐠
 

Where: 
P = stock price; D1 = next year’s dividend; 
r = discount rate (cost of equity capital); g = growth rate 
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Developments in the private debt instrument 
The process to account for and value the loan to 
Timor Gap took some time to establish, which 
resulted in significant delays to the 2020 and 2021 
annual financial statements and annual reports. Our 
process for 2022 has been timelier. 

As noted in our past two reports, the Petroleum 
Fund’s investment in Timor Gap E.P. is required to 
be reported at fair value, as is the case for the Fund’s 
investments in listed equities and government bonds. 
However, unlike equities and bonds, a publicly 
available market price is not available for the loans. 
Instead, fair value is determined by an annual 
independent valuation. The BCTL, as operational 
manager, hires an independent expert to assess the 

loans’ value each year. The valuation firm determines 
a discount rate that incorporates the end of year yield 
on a US Treasury bond with a maturity that 
corresponds to that of the loans, and also accounts for 
the risk of the Fund’s investment. The discount rate 
is then applied to the promised cash flows on the loan 
to calculate the fair value. Note that a similar 
discounted cash flow approach is used to determine 
the value of a government bond. 

The discount rate increased in 2022 because 
government bond yields rose significantly, and also 
because the valuer increased the risk premium on the 
loan by 1%. The changes to the discount rate, 
valuations and returns are shown below. 

 

 

 

The past year was a situation where equities and government bonds fell in value at the same time. Since 2000, 
it has been common for equities and government bonds to be negatively correlated. Negative correlation means 
that when equities fall in value, government bond yields also fall, and bonds, therefore, increase in value. This 
helped mitigate the Petroleum Fund’s losses in quarter 1 2020. During the initial stages of COVID-19, central 
banks drastically cut policy rates, which flowed through into lower bond yields, leading to positive returns from 
the bond portfolio. 

If central banks are able to regain control of inflation, the negative correlation between equities and government 
bonds may resume. The increase in policy rates and bond yields to more normal levels also provides greater 
scope for accommodative policy when it is needed, and related upside from bond returns. Regardless of the 
future correlation, the bond allocation reduces the total portfolio’s risk because government bonds are less risky 
than equities. The liquidity portfolio’s allocation to cash and short-maturity Treasury bonds further reduces the 
risk in the portfolio. 

Lastly, Treasury Inflation Protected Securities (TIPS) help to provide protection against higher than expected 
inflation. The Fund’s allocation to TIPS in 2023 will be described in the next annual report. 

Figure 24 - Correlations of equities and bonds 
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Table 9 - Fair value of the loans to Timor Gap E.P. compared to Timor Gap’s liability 
 2019 2020 2021 2022 
Discount rate for the loan 4.50% 5.62% 4.87% 7.95% 
Fair value of Petroleum Fund’s asset ($m) 671.314* 615.700 701.353 560.758 
Investment return 3.3%** -8.3% 13.9% -20.0% 
Value of Timor Gap’s liability ($m) 671.613 701.350 732.974 765.958 

Notes: * The asset was reported at amortized cost in 2019. When the valuation policy changed to fair value in the 2020 report, 
the external auditor assessed that the 2019 value was not materially different from fair value.  
** The investment was made in April 2019. On an annualised basis, the return for 2019 is 4.5%, consistent with the agreed 
interest rate. 
 

Although the promised cash flows are one year closer 
to being received, their present value fell because of 
the increase in the discount rate. The loan was valued 
at $560.758 million in 2022, compared to $701.353 
million in 2021, which represents a return of –20.05 
per cent. This followed a positive return of 13.91% in 
2021, when interest rates were lower than the 
previous year. 

Note 13 in the accompanying financial statements in 
Annex II shows that interest continues to accrue on 
the loan. This is based on the cumulative value of the 
loan at the start of the year, rather than the fair value. 
The difference between the end of year independent 
valuation and the book value – the beginning value 
and accrued interest - is accounted for as a fair value 
gain/loss. 

Table 10 - Accounting for the loans to Timor Gap 
(US$ millions) 

 2022 
Balance at beginning of year 701.353 

Interest income* 32.985 
FV gain/loss -173.581 

Fair value at end of year 560.758 
* Interest income is calculated as 4.5% of $733.007m, the 
cumulative value of the loan. 

The value of the Petroleum Fund’s asset needs to be 
distinguished from the value of Timor Gap E.P.’s 
liability. Although the fair value of the Petroleum 
Fund’s asset is lower, Timor Gap E.P.’s promised 
cash flows remain the same. Timor Gap E.P. is 
required to report the value of its liability to the 
Petroleum Fund at amortized cost. During the grace 
period on interest repayments, the value of the 
liability continues to increase with accumulated 
interest, as shown in Table 9, last row. 

It is also worth distinguishing between two valuation 
reports that relate to Timor Gap E.P. and Greater 
Sunrise. As noted, the BCTL hires an independent 
firm to assess the value of the loans that the 
Petroleum Fund made to Timor Gap in 2019. 
Separately, Timor Gap hires an independent firm to 
assess the value of its investment in the Greater 
Sunrise project, an acquisition that was financed by 
the loans. In its 2020 and 2021 annual financial 
statements, Timor Gap’s participating interest in 
Greater Sunrise was valued at zero. The independent 
valuation undertaken for Timor Gap E.P. reported a 
negative value of the owner’s participating interests 
in Sunrise, after taking into account the uncertainty 
about the fiscal regime and agreement on 
development. 

Investment performance relative to benchmark
The Total Fund underperformed the aggregate 
benchmark’s annual return of -9.90% by 46 bps in 
2022 (Table 11). Financial Market Investments, 
which is comprised of the liquidity and growth 
portfolios, outperformed the benchmark index by 62 
bps over the year. The liquidity portfolio 
underperformed its benchmark by 15 bps, while the 
growth portfolio outperformed its benchmark by 13 
basis points. 

The majority of the Fund’s investment mandates are 
passively managed, so their performance will 
generally follow that of the benchmark indices. In the 
liquidity portfolio, the BCTL’s cash mandate 
underperformed the 3-month Treasury bill 
benchmark by 92 bps. The BCTL’s US Treasury 1-3 

year mandate outperformed the benchmark by 77 
basis points. 

In the growth portfolio, the aggregate fixed interest 
outperformed its benchmark by 9 bps in 2022. The 
two internally managed US Treasury mandates 
outperformed, as did the externally managed non-US 
hedged benchmark. 

The equity portfolio outperformed its benchmark by 
130 bps in 2022. The equity factor allocation 
outperformed the market-capitalisation weighted 
benchmark by 361 bps, which was similar to the 
outperformance in 2021. As noted, the equity factor 
mandates tilt towards companies with higher 
exposures to Value, Quality and Low Volatility 
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factors, with the objective of improving the long-term 
risk-adjusted return relative to a portfolio invested 
according to market-capitalization weights. SSGA 
and BlackRock’s passive equity mandates also 
outperformed the benchmark. This is largely because 

the benchmark index assumes that the maximum 
withholding tax is paid, while, in practice, the Fund 
has exemptions in some countries. The BCTL’s 
internally managed Australian equity mandate posted 
a small excess return relative to the benchmark. 

Table 11 - Petroleum Fund’s investment performance in 2022, (%) 

Asset Class Q1 Q2 Q3 Q4 2022 2021 5y 
Since 

Inc 

A. Total Fund (1) -3.96 -5.33 -3.48 2.30 -10.36 6.25 2.96 3.95 

Benchmark -4.03 -5.61 -3.71 3.33 -9.90 5.56 2.84 3.89 

Excess 0.07 0.28 0.23 -1.03 -0.46 0.68 0.12 0.06 

B. Total Financial Market Investments (2) -4.15 -5.59 -3.68 3.27 -9.98 5.98 3.16 4.01 

Benchmark -4.23 -5.88 -3.92 3.21 -10.61 5.55 2.72 3.85 

Excess 0.08 0.29 0.24 0.05 0.62 0.43 0.44 0.16 

B.1 Liquidity (3) -0.87 -0.26 -0.37 0.86 -0.65 n.a n.a -0.61 

Benchmark -0.76 -0.12 -0.39 0.78 -0.50 n.a n.a -0.55 

Excess -0.11 -0.14 0.02 0.08 -0.15 n.a n.a -0.06 

B.2 Growth (3) -4.79 -6.69 -4.32 3.74 -11.81 n.a n.a -6.64 

Benchmark -4.76 -7.13 -4.42 4.16 -11.94 n.a n.a -6.79 

Excess -0.03 0.44 0.10 -0.42 0.13 n.a n.a 0.14 

B.2.1 International Fixed Interest -4.79 -2.05 -2.72 1.08 -9.05 -2.25 -0.21 1.81 

Benchmark -4.75 -2.11 -3.59 1.08 -9.14 -2.16 -0.14 1.82 

Excess -0.04 0.07 0.87 0.00 0.09 -0.10 -0.06 -0.01 

B.2.2 International Equities -4.74 -15.30 -6.25 9.95 -16.84 22.72 6.37 8.94 

Benchmark -5.15 -16.19 -6.19 9.77 -18.14 21.82 6.14 8.49 

Excess 0.41 0.88 -0.06 0.18 1.30 0.90 0.24 0.45 

C. Private debt instrument (5) 0.00 0.00 0.00 -20.05 -20.05 13.91 n.a -3.86 

Benchmark 1.10 1.10 1.11 1.11 4.50 4.50 n.a 4.50 

Excess -1.10 -1.10 -1.11 -21.16 -24.55 9.41 n.a -8.36 

Notes: 
(1) The benchmark for the Total Fund after segmentation was introduced in July 2021 uses floating monthly weights for FMI 
and the private debt investment. 
(2) The Financial Market Investment portfolio was introduced in November 2020 and separated from the private debt. 
(3) The Financial Market Investment portfolio was segmented into the Liquidity and Growth portfolios in July 2021. 
(4) The Private Debt Instruments - the loans to Timor Gap E.P. - were issued on April 2019. Since 2020, an independent valuer 
has been engaged by the BCTL to determine the fair value of the instruments as at the end of year. The benchmark return shown 
is the agreed interest rate. 
 
 

Table 12 - Liquidity portfolio’s fixed interest mandates investment performance in 2022, (%) 

Liquidity Portfolio Mandate Q1 Q2 Q3 Q4 2022 2021 5y 
Since 

inception 

Cash (1) -0.24 -0.17 -0.08 1.01 0.52 0.02 0.98 1.01 

Benchmark 0.04 0.10 0.44 0.84 1.44 0.05 1.34 1.16 

1-3 Years US Treasury Bonds (2) -2.15 -0.51 -1.16 0.72 -3.08 n.a n.a -2.34 

Benchmark -2.34 -0.50 -1.77 0.74 -3.85 n.a n.a -2.93 

Notes: 
(1) The Cash mandate commenced in August 2018 as part of fixed interest. In July 2021, the Cash mandate was classified as 
part of the Liquidity portfolio. 
(2) The 1-3 Years Treasury Bonds mandate commenced in July 2021. 
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Table 13 - Growth portfolio’s fixed interest mandates investment performance in 2022, (%) 

Growth Portfolio Mandate Q1 Q2 Q3 Q4 2022 2021 5y Since 
inception 

International Fixed Interest Aggregate (1) -4.79 -2.05 -2.72 1.08 -9.05 -2.25 -0.21 1.81 
Benchmark -4.75 -2.11 -3.59 1.08 -9.14 -2.16 -0.14 1.82 
3-5 Years US Treasury Bonds (2) -4.57 -1.23 -3.34 1.26 -7.74 -2.09 0.41 0.79 
Benchmark -4.50 -1.33 -3.45 1.29 -7.85 -1.96 0.45 0.80 
5-10 Years US Treasury Bonds (3) -5.83 -3.39 -5.35 1.40 -12.69 -3.25 0.02 0.95 
Benchmark -5.87 -3.28 -5.88 1.18 -13.30 -2.97 -0.05 0.92 
Global Treasury ex-US, Hedged (4) -4.70 -4.39 -2.83 -0.06 -11.52 -2.91 n.a -5.03 
Benchmark -4.77 -4.47 -3.54 0.01 -12.23 -2.75 n.a -5.30 

Notes: (1) International Fixed Interest Aggregate is part of the Growth portfolio from July 2021. 
(2) The 3-5 Years US Treasury Bonds mandate commenced in January 2012.  
(3) The performance of 5-10 Year US Treasury Bonds is a composite of two managers: BIS from December 2011 until April 
2020, and the BCTL from May 2020. 
(4) The currency exposure of the Global Treasury Developed Markets ex US portfolio was hedged starting in May 2020 and is 
managed by the BIS. From July 2014 until April 2020, the portfolio was managed on an unhedged basis. Unhedged 
performance is not shown. 

Table 14 - Growth portfolio’s equity mandates investment performance in 2022, (%) 

Growth Portfolio Mandates Q1 Q2 Q3 Q4 2022 2021 5y Since 
inception 

International Equities Aggregate -4.74 -15.30 -6.25 9.95 -16.84 22.72 6.37 8.94 
Benchmark -5.15 -16.19 -6.19 9.77 -18.14 21.82 6.14 8.49 
SSgA International Equities (1) -5.33 -15.86 -6.09 9.73 -17.92 22.03 6.31 9.42 
Benchmark -5.41 -16.14 -6.18 9.64 -18.40 22.09 6.19 9.16 
BlackRock International Equities (2) -5.32 -15.89 -6.07 9.78 -17.88 22.11 6.41 8.78 
Benchmark -5.41 -16.14 -6.18 9.64 -18.40 22.09 6.19 8.50 
Multi-Factor International Equity (3) -4.11 -13.37 -6.69 9.92 -14.80 26.22 n.a 7.92 
Benchmark -5.41 -16.14 -6.18 9.64 -18.40 22.09 n.a 7.14 
BCTL Australian Equity (4) 6.96 -17.88 -6.63 15.61 -5.19 9.12 3.75 6.83 
Benchmark 7.25 -18.11 -6.74 15.68 -5.25 9.41 4.05 7.06 

Notes: (1) SSGA’s passive developed market mandate commenced in January 2012.  
(2) BlackRock’s passive developed market mandate commenced in February 2013.  
(3) The Multi-factor developed market equity mandate commenced in August 2019. The composite is for two managers, 
Schroders and SSGA. 
(4) The BCTL’s Australian equity mandate commenced in July 2016. 

 

E. IAB ADVICE AND THE FUND GOING FORWARD 
The Investment Advisory Board (IAB) advises the 
Minister of Finance on matters relating to the 
investment strategy and management of the 
Petroleum Fund as enacted by Article 16 of the 
Petroleum Fund Law. The IAB’s advice is required 
to be published in the Annual Report according to 
Article 24 of the Petroleum Fund Law. 

The IAB held 11 meetings and two workshops in 
2022. The IAB’s advice to the Minister of Finance in 
2022 is included in full in Annex XII and is 
summarised below, along with the IAB’s other 
activities during the year. 

Independent review of the Petroleum Fund
The Minister of Finance met with the Investment 
Advisory Board in March 2022 to discuss the 
priorities for the Fund. A comprehensive independent 
review of the Petroleum Fund was identified as a 
priority in order to help promote strong governance 
via accountability and feedback. A review was timely 
in that the Fund and its institutions have not been 

assessed for a number of years. The Investment 
Advisory Board wrote to the Minister on 18 July 
2022, agreeing that a broad review of the Fund’s 
governance structure, institutions, peoples, processes, 
and investments will be beneficial to Timor-Leste. 
The Board agreed to fund the review from its annual 
budget, with procurement to be undertaken by the 
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Ministry of Finance after accounting for input from 
the Board and BCTL. Other pressing commitments 
for the Fund’s institutions, in particular, work on the 

proposed National Liberation Combatants’ Fund 
(Veterans Fund), meant that the independent review 
commenced in 2023. 

Managing the Fund for the benefit of current and future generations
The Minister of Finance attended the IAB’s 
workshop in June. During the workshop, PFPMO 
presented an overview on the government’s 
supplementary budget for 2022, whereby expenditure 
increased to $3,185 million and withdrawals to 
$2,553 million. The increase in the 2022 budget was 
largely due to the creation of a $1 billion Veterans 
Fund.  

The Board wrote to the Minister of Finance on 7 
September 2022, noting that the Government, 
through the Ministry of Finance, need to ensure that 
the Petroleum Fund is being managed to benefit both 
current and future generations. The Board noted that 
future generations will benefit from preserving 
savings in the Fund to finance future withdrawals, 
which is the intention of the 3% ESI rule, and also 
from productive government expenditure, such as 
investments in infrastructure, health, and education, 
which enable future economic activity. However, if 
expenditure is simply funding economic activity and 
consumption there will be a sharp economic 
contraction when the Fund is depleted. This will 

potentially be to the detriment of future generations, 
compared to those currently benefiting from the 
drawdown of the Fund. In addition, the large increase 
in withdrawals in 2023 undermined the purpose of 
the liquidity portfolio. The size of the portfolio was 
set at the beginning of the year to account for three 
years’ of withdrawals, but the supplementary budget 
would withdraw much of that in one year.  The 
Board’s letter acknowledged the difficult choices 
between competing needs that are required to 
develop a long-term sustainable fiscal path. 

The transfer to the Veterans Fund was ruled to be 
unconstitutional by the High Court in December on 
the grounds of proportionality and the fair, equitable, 
inclusive and sustainable use of Timor-Leste’s 
natural resource wealth, and the transfer from the 
Petroleum Fund was not made. As noted earlier, 
government withdrawals in 2022 totalled $1,404 
million, and the liquidity portfolio ended the year at 
$2,632 million, topped-up by higher than expected 
petroleum inflows. 

Advice on US TIPS mandate
The IAB wrote to the Minister on 7 September 2022, 
advising on the final parameters for the US TIPS 
(Treasury Inflation Protected Securities) mandate, 
the recommended managers, and adjustments to the 
asset allocation to account for the new asset class. 
This followed receipt of reports from the BCTL in 
June and July 2022, after instructions from the 
Minister in December 2021 to commence a manager 
search. 

The Board adopted the BCTL’s recommendations on 
the parameters. The BCTL recommended an 
enhanced passive mandate in order to exploit 
inefficiencies in the TIPS market, and expanded the 
eligible instruments to facilitate that. A 10% 

allocation in the growth portfolio was chosen to 
provide some protection against the risk of 
persistently higher than expected inflation. The 
Board confirmed that the reports provided support 
the BCTL’s conclusion that the recommended 
managers, Barings and Franklin Templeton, can be 
expected to meet the objectives of the mandate. The 
TIPS allocation will be funded from the US Treasury 
3-5 year mandate, which will decline in weight to 
35%. 

The Minister of Finance adopted the IAB’s advice, 
and, on 16 September, instructed the Governor of the 
BCTL to proceed with appointing the recommended 
managers and implementation. 

Table 15 – Asset allocations in growth portfolio with US TIPS 

Asset class Allocation 

US Government Treasury Notes 3-5 Years 35% 
US Government Treasury Notes 5-10 Years 10% 
US Government Treasury Inflation Protected Securities 10% 

Global Developed Market Sovereign Bonds, Hedged 10% 

Developed Market Equities 35% 
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Other work by the IAB in 2022 
The Investment Advisory Board (IAB) usually meets 
on the first Wednesday of each month. At the 
beginning of each year, the Board helps to determine 
the priorities for the Petroleum Fund, including areas 
for research by its Secretariat. Each quarter, the 
BCTL presents the Fund’s investment performance 
to the Board. The Board meetings also cover other 
matters relating to the Fund’s investments and 
management. For example, in 2022, the valuation of 
the Fund’s loans to Timor Gap E.P. were discussed, 
and the associated delays with the Fund’s reporting. 
The terms of reference for the independent review of 
the Petroleum Fund were also agreed to. 

In addition to its monthly meetings, the IAB usually 
holds two workshops each year. The IAB’s first 
workshop was held online in June 2022. Briefing the 
Board on fiscal policy is essential, and, as noted, the 
workshop discussed the Government’s 
supplementary budget. The BCTL also briefed the 

Board on the investment outlook, and the BCTL’s 
progress on the US TIPS manager search. PFPMO 
presented a proposed governance policy, which was 
distributed to the Board by the Minister in May. The 
policy is designed to provide clarity of roles and 
responsibilities of the Fund’s institutions. 

The IAB’s second workshop was held on 10-12 
October in London. The fund’s external managers – 
Schroders, SSGA, the BIS and BlackRock – 
presented, along with Professor Gordon Clark from 
Oxford University who has published well-known 
research on the governance of institutional investors. 
The meetings confirmed it is essential for the Board 
to regularly meet with the Fund’s managers to be able 
to advise on the investment strategy. The workshop 
identified a number of items for the Secretariat to 
work on, which are included as research priorities for 
2023. 

 

The Fund going forward 
The life of the Fund largely depends on the 
government’s fiscal policy, along with the size and 
timing of petroleum inflows from Greater Sunrise 
and potentially other fields. The Ministry of 
Finance’s modelling in the Grand Options Plan for 
2024 showed that the life of the Fund could be 
extended to 2041 if adjustments were made to fiscal 
policy. On the other hand, if fiscal policy remains on 
the current path, the Fund is projected to be exhausted 
by 2035. The Petroleum Fund’s segmentation 
framework automatically adjusts to new information 
about projected withdrawals. For example, if the 
expected withdrawals by the government for the next 
three years decline, then the size of the liquidity 
portfolio declines, allowing the Fund to take on more 
risk assets in the growth portfolio. For the framework 
to work most effectively, robust projections on 
government withdrawals are needed. 

The independent review of the Fund’s governance, 
resources, and investments in 2023 is an important 
project. Research has shown that strong governance 

can add significant value to institutional investors. 
While the Petroleum Fund is rated quite highly on the 
Linaburg-Maduell Transparency Index, and also 
follows the IFSWF’s Santiago Principles on 
governance, independence and transparency (Annex 
XIII), the Ministry of Finance believes that there is 
scope for improvements that result in a more efficient 
and effective fund. 

The Ministry of Finance is pleased with the more 
timely completion of the audited financial statements 
for 2022 and this annual report. Delays in the 2020 
and 2021 reports related to the Fund’s loans to Timor 
Gap E.P. Timely reporting was a priority for the 
Minister of Finance and a process was developed to 
limit delays for the 2022 report and future reports. 

The Petroleum Fund’s institutions, through the forum 
of the IAB, regularly assess the Fund’s investment 
strategy to ensure it continues to serve the Fund’s 
objectives. Reviews of components of the growth 
portfolio are being undertaken in 2023. 
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Annex III. Statements on accounting policies of the Petroleum Fund for the fiscal 
year 2022 
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Annex IV. Comparison of income derived from the investment of the Petroleum 
Fund assets with the previous three fiscal years 
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Comparison of Income Derived from the Investment of the Petroleum Fund 
Assets with the Previous Three Fiscal Years 
 

(As per Article 24.1 (e) of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, 
of 28th of September) 

 

Please refer to the Audited Financial Statements for details. 

Fiscal Year 
2022 

Fiscal Year 
2021 

 Fiscal Year 
2020 

Fiscal Year 
2019 

US$ (2,050,438,544) US$ 1,144,334,490  US$ 1,773,297,623 US$ 2,100,923,843 
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Annex V. Comparison of nominal income on the investment of the Petroleum 
Fund assets with the real returns after adjusting for inflation 
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Comparison of Nominal Income on the Investment of the Petroleum Fund 
Assets with the Real returns After Adjusting for Inflation 
 

(As per Article 24.1 (f) of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, 
of 28th of September) 

 

Petroleum Fund’s nominal and real return: 

Return 2022 2021 2020 
Nominal return -10.36% 6.25% 10.17% 

Inflation10 6.45% 7.04% 1.36% 
Real return -15.79% -0.74% 8.69% 

 

The Petroleum Fund’s nominal return for 2022 was -10.36%. The real return of the Fund for the year was -15.79%, 
after adjusting for the US inflation of 6.45%. 

 

 

  

 
10 US Consumer Price Index for All Items, CPI, was used in portfolio real return calculation. Source: US Department of Labor – 
Bureau of Labor Statistics (www.bls.gov). 
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Annex VI. Comparison of nominal income on the investment of the Petroleum 
Fund assets with the benchmark index performance 
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Comparison of Nominal Income on the Investment of the Petroleum Fund 
Assets with the Benchmark Performance Index 
 

(As per Article 24.1 (g) of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, 
of 28th of September) 

 

Figure 25 - Petroleum Fund Monthly Returns (Jan - Dec 2022) 

 
 

Table 16 - Petroleum Fund Monthly Return (Jan - Dec 2022) 

 

 

 

 

 

 

 

 

 

 

 

 

  

Period Portfolio Benchmark Excess return 
January -2.23% -2.34% 0.12% 

February -1.08% -1.03% -0.05% 
March -0.74% -0.71% -0.03% 

April -3.09% -3.28% 0.19% 
May 0.41% 0.31% 0.10% 

June -2.76% -2.72% -0.04% 
July 2.95% 2.76% 0.19% 

August -2.51% -2.42% -0.09% 
September -3.89% -3.99% 0.10% 

October 1.63% 1.61% 0.02% 

November 2.95% 2.96% -0.01% 
December -2.22% -1.22% -0.99% 
Fiscal Year 2022 -10.36% -9.90% -0.46% 
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Annex VII. Comparison of the Estimated Sustainable Income for the fiscal year 
2022 with the sum of transfers from the Petroleum Fund for the same year 
 

 

  



 

Pg. 94 

Comparison of the Estimated Sustainable Income for the Fiscal Year 2022 
with the Sum of Transfers from the Petroleum Fund for the Same Year 
 

(As per Article 24.1 (h) of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, 
of 28th of September) 

 

The total withdrawals from the Petroleum Fund for the Financial Year 2022 were US$ 1,404.0 million which was 
US$ 849.9 million higher than the Estimated Sustainable Income (ESI) amount of US$ 554.1 million projected for 
the year. 

 

Please refer to Statement of Changes in Capital and Notes to the Financial Statements in Annex II for further details. 
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Annex VIII. Treasury statement on borrowings 
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Annex IX. List of persons holding positions relevant for the operations and 
performance of the Petroleum Fund 
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List of Persons Holding Relevant positions for the Operations and 
Performance of the Petroleum Fund in 2022 
 

(As per Article 24.1 (j) of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, 
of 28th of September) 

 

The list of persons holding relevant positions for the operation and performance of the Petroleum Fund is given 
below: 

A. Minister of Finance 
Mrs. Santina Viegas Cardoso (from 3 July 2023) 
Mr. Rui Augusto Gomes (to 3 July 2023) 
 

Vice-Minister of Finance 
Mr. Helder Lopes (from 3 July 2023) 
Mrs. Sara Lobo Brites (Vice-Minister, 25 June 2018 – 22 March 2022) 
Mr. Antonio Freitas (22 March 2022 – 3 July 2023) 
 

B. The Director General of Treasury: 
Ms. Regina de Jesus de Sousa 

 
C. The members of the Investment Advisory Board (IAB): 
 

Name Position 
Mr. Olgário de Castro Chairman of the IAB 

Mr. Torres Trovik Member of the IAB 

Mr. Gualdino da Silva Member of the IAB 

Prof. Michael Drew Member of the IAB 
Mr. Abraão Fernandes de Vasconselos 
(Alternate Mr. Venancio Alves Maria) 

Governor of the Central Bank of Timor-Leste 
(Vice-Governor, Representative from BCTL) 

Ms. Regina de Jesus de Sousa 
(Alternate Mr. Filipe Nery Bernardo) 

Director General of Treasury 
(Coordinator, PFPMO, Representative from MoF) 

Note: See page 100 for the details. 

 
D. Operational Manager: 

 Banco Central de Timor-Leste (BCTL) – from 12 October 2005. 
 

E. The External Investment Managers: 
 Bank for International Settlements (BIS) – from 3 June 2009. 
 Schroders Investment Management Limited – from 8 October 2010. 
 State Street Global Advisors (SSgA) – from 14 September 2011 (implementation commenced in 

January 2012). 
 BlackRock Investment Management Australia Limited – from April 2012 (implementation 

commenced in February 2013). 
 
F. Custodian 

 JP Morgan Chase Bank N.A. 
 
G. Independent Auditor 

 Ernst & Young 
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H. The Governor of the Central Bank 
Mr. Abraão Fernandes de Vasconselos 

 

I. The Petroleum Fund Consultative Council (PFCC). 

Members of PFCC for financial year 2022 are as the following: 

Mr. Juvinal Dias is President of the PFCC. He joined 
PFCC in December 2017 representing civil society 
organizations. He is one of the Commissioners for 
Greater Sunrise Governance Board. He also heads 
Core Group Transparency Timor-Leste, Publish What 
You Pay Timor-Leste and was former researcher at 
Lao Hamutuk. 
Mr. Nuno Eugénio Goulart is Vice President of the 
PFCC. He joined PFCC in October 2019 represented 
the Parliament. He is Education Coordinator at PHD 
Australia. 
Mrs. Izilda Imanuela da Luz Pereira is a former 
member of the Parliament. She joined PFCC in 
December 2017 representing the Parliament. She is 
holding important position in Legal Counsel and 
Audit at AEMTL. 

Pe. Mauzinho Pereira Lopes replaced Pe. Julio 
Crispim Ximenes Belo as member of PFCC from 
September 2022. He is a Catholic priest and lecturer 
at Universidade Católica Timorense (UCT) and 
Instituto Filosofia e Teologia (ISFIT). 
Mr. Hernani Agostinho Soares is member of PFCC. 
He represents private sector in PFCC since October 
2019. He is Vice President of Timor-Leste Chamber 
of Commerce and adviser to Minister of Tourism, 
Industry and Commerce. 
Mrs. Martinha da Silva Jesus Pinto is member of 
PFCC. She joined PFCC since October 2019 
representing civil society organizations. She is 
Director of NGO Feto Hadomi Família (FFHF). 
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Membros do Comité de Assessoria para o Investimento (CAI) 
 

 

 

Olgario de Castro is Chairman of the Investment 
Advisory Board. He has been with the Petroleum Fund 
for more than 10 years. He is a Timorese national and 
chartered accountant and partner in De Castro 
Sullivan Lai Practice in Darwin, Australia. His areas 
of expertise include tax, financial and management 
accounting and auditing. 
Dr. Torres Trovik is a long-serving member of the 
IAB. He is one of the architects in setting up the 
Petroleum Fund in 2005. He is a Norwegian national 
and an investment professional with international 
experience in financial markets, sovereign wealth 
funds and pension funds. He is currently a Senior 
Advisor and Developer at KLP, Oslo and a member of 
the Advisory Committee for the International Forum 
of Sovereign Wealth Funds (IFSWF). 
Gualdino da Silva has been with the Petroleum Fund 
for 6 years. He holds geological engineering 
qualification from RMIT and currently serves as the 
President of the National Authority for Petroleum and 
Minerals. 
Prof. Dr. Michael Drew joined the Petroleum Fund 
in April 2017. He is a Professor of Finance at Griffith 
University and co-founder of Drew, Walk & Co., a 
firm of consulting financial economist specializing in 
the areas of investment governance and pension plan 
design. 

He also serves as a Trustee Director of CareSuper and 
is Chair of the Investment Committee. 
Venancio M. Alves is Executive Manager of the 
Petroleum Fund at the Central Bank and is the Deputy 
Governor of the Central Bank. He is a Timorese 
national with more than 17 years’ experience in 
managing the Petroleum Fund’s investments. He is a 
non-voting member at the IAB representing the 
Operational Manager (BCTL) appointed by the 
Governor of the Central Bank. 
Mr. Filipe Nery Bernardo joined the Petroleum 
Fund in September 2009 as an analyst and has been 
leading and coordinating the works at the PFPMO at 
the Ministry of Finance since 2012. He is the 
representative of the Ministry of Finance on Timor-
Leste’s EITI Multi-stakeholders Working Group. He 
is a non-voting member of the IAB, as the appointed 
alternate to the Director General of Treasury from 
February 2022. 
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Annex X. Statement on total withdrawals versus the approved appropriation 
amount 
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Statement affirming that Total Withdrawals from the Fund did not exceed 
the Approved Appropriation Amount for the Fiscal Year 
 

(As per Article 7.2 of the Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 12/2011, of 
28th of September) 

 

In accordance with Article 7 of Law No.9/2005, of the 3rd August as amended by the Law No.12/2011, of the 28th 
September, Petroleum Fund Law, the total transfer amount for the Petroleum Fund for a Fiscal year shall not exceed 
the appropriation amount approved by the Parliament for the Fiscal year. 

In accordance with Article 7 of Law No. 1/2022, of the 3th January as amended by the Law No. 6/2022, of the 18th 
May on the General State Budget for 2022 and the establishment of the National Liberation Combatants’ Fund, the 
transfer amount from the Petroleum Fund to the General State Budget for 2022 is not to exceed US$2,552.6 million. 

The total actual transfer amount from the Petroleum Fund to the Consolidated Fund of Timor-Leste for 2022 was 
US$1,404.0 million. 

The total transfer amount from the Petroleum Fund for 2022 was in compliance with Article 7.2 of the Petroleum 
Fund Law No.9/2005 as amended by Law No.12/2011. 
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Annex XI. Article 35 report on the Petroleum Fund receipts from Ernst & Young 
 

 

  



 

Pg. 104 

 

  



 

Pg. 105 

 

  



 

Pg. 106 

 

  



 

Pg. 107 

 

  



 

Pg. 108 

 

  



 

Pg. 109 

 

Annex XII. Advice provided by the Investment Advisory Board 
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Annex XIII. TLPF implementation of the Santiago Principles 
 

 

  



 

 

TIMOR-LESTE PETROLEUM FUND 
IMPLEMENTATION OF THE GENERALLY ACCEPTED PRINCIPLES AND PRACTICES 

“SANTIAGO PRINCIPLES” 

Timor-Leste Petroleum Fund has been an active member of the International Forum for Sovereign Wealth Funds 
(IFSWF) since 2009. The cornerstone of the IFSWF is the “Santiago Principles”, 24 Generally Accepted Principles 
and Practices for sovereign wealth funds. The Santiago Principles are designed to promote good governance, 
accountability, transparency and prudent investment practices whilst encouraging a more open dialogue and deeper 
understanding of sovereign wealth fund activities. 

All members of the IFSWF voluntarily endorse the Santiago Principles and seek to implement them in their 
governance and investment practices. The IFSWF’s members regularly undertake a self-assessment of their 
adherence to the Santiago Principles. Timor-Leste Petroleum Fund has decided to conduct an annual review of the 
Santiago Principles’ implementation, which is published in the Petroleum Fund Annual Report and on the IFSWF’s 
website. The Ministry of Finance, which is responsible for the overall management of the Petroleum Fund, has 
completed the twelfth self-assessment of the Fund’s adherence to the Santiago Principles and its results are 
presented in the table below. Key sources are identified for each principle. Reference is made throughout the 
document to the following formative documents, which are available on the Ministry of Finance’s website: 
https://www.mof.gov.tl/pagedetails/petroleum-fund-of-timor-leste 

The Petroleum Fund Law: Petroleum Fund Law No. 9/2005, of 3rd of August as amended by the Law No. 
12/2011, of 28th of September. 

The Petroleum Fund Operational Management Agreement (OMA) signed on 25 June 2009 between the 
Ministry of Finance and Timor-Leste’s Central Bank (“BCTL” - Banco Central de Timor-Leste), the 
appointed operational manager of the Petroleum Fund. 

The Petroleum Fund Law has been supplemented by amendments to the Petroleum Activities Law No. 
13/2005, of 2nd of September, 2nd amendment by the Law No. 6/2019 of 4th of December. 

The BCTL’s website also provides a general overview of the Petroleum Fund and publishes the Petroleum Fund 
Monthly and Quarterly Reports with audited financial statements. 

https://www.bancocentral.tl/en/go/about-petroleum-fund 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 

Information on the Petroleum Fund’s Investment Advisory Board (IAB) and its advice are published in Petroleum 
Fund Annual Reports that are available on both the Ministry of Finance and BCTL websites: 

https://www.mof.gov.tl/pagedetails/petroleum-fund-of-timor-leste 

https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-2021 

https://www.bancocentral.tl/en/go/investment-advisory-board3 

 

 

  



 

 

Principle Implementation 
I. Legal framework, objectives, and coordination with macroeconomic policies 

1. The legal framework for the 
SWF should be sound and support 
its effective operation and the 
achievement of its stated 
objective(s). 
 
1.1. The legal framework for the 
SWF should ensure legal 
soundness of the SWF and its 
transactions. 
 
1.2. The key features of the 
SWF’s legal basis and structure, 
as well as the legal relationship 
between the SWF and other state 
bodies, should be publicly 
disclosed. 

Timor-Leste Petroleum Fund (“the Fund”) was established in 2005 to fulfil the 
requirement set by Article 139 of the Constitution of the Republic that mandates a fair 
and equitable use of the natural resources in accordance with national interests and the 
establishment of a mandatory financial reserve from the exploitation of these 
resources.  
 
Timor-Leste’s National Parliament through the enactment of the Petroleum Fund Law 
established the legal framework for the Petroleum Fund. This was supplemented by 
recent amendments made to the Petroleum Activities Law.  
 
The Fund is formed as an account of the Ministry of Finance held in Timor-Leste’s 
Central Bank (“BCTL” - Banco Central de Timor-Leste), rather than as a separate 
legal entity.  
 
The Petroleum Fund Law: 
 provides mechanisms that assist Timor-Leste to sustainably manage its 

petroleum revenues,  
 details the parameters for operating and managing the Petroleum Fund, 
 defines the asset allocation guidelines and risk limits,  
 governs the collection and management of the receipts, 
 regulates transfers to the State Budget,  
 defines the roles and responsibilities of the entities involved in the management 

of the Fund, and 
 provides for accountability and oversight of these activities.  

 
The Petroleum Fund Law requires the Ministry of Finance to enter into an agreement 
with the Operational Manager. The Operational Management Agreement (OMA) was 
signed between the Ministry of Finance and BCTL, the Operational Manager, on 12 
October 2005 with the subsequent amendments to account for key changes made to 
the Fund’s investment strategies. The agreement specifies key functions and 
competencies of the Ministry of Finance, the government’s entity that is responsible 
for the overall management of the Fund and the BCTL, which is responsible for the 
operational management of the Fund.  
 
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Activities Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/13_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2019/serie_1/SERIE_I_NO_2_A.pdf 
 
Operational Management Agreement 
 

2. The policy purpose of the SWF 
should be clearly defined and 
publicly disclosed. 

The Petroleum Fund accumulates petroleum revenues from the extraction of natural 
resources. The preamble of the Petroleum Fund Law decrees that the purpose of 
establishing the Fund is to contribute to a prudent management of the petroleum 
resources for the benefit of both current and future generations. The Petroleum Fund 
is a tool that contributes to sound fiscal policy, where appropriate consideration and 
weight is given to the long-term interest of Timor-Leste’s citizens. The Petroleum 
Fund finances the Government’s expenditure and acts as a saving vehicle for future 
generations. 
 
Detailed information on the purpose of creating the Petroleum Fund is provided by 
the Ministry of Finance in the Fund’s Annual Reports and regular public 
consultations.   
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 



 

 

Principle Implementation 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

3. Where the SWF’s activities 
have significant direct domestic 
macroeconomic implications, 
those activities should be closely 
coordinated with the domestic 
fiscal and monetary authorities, so 
as to ensure consistency with the 
overall macroeconomic policies.  
 

The Petroleum Fund is integrated into the State Budget. Transfers are made from the 
Petroleum Fund to the State Budget to finance the Government’s budget deficit. 
Transfers are guided by the Estimated Sustainable Income (ESI), the amount that can 
be transferred from the Petroleum Fund. The rationale for adopting the ESI is to 
smooth the spending of temporarily high petroleum income, shield against the 
volatility of petroleum inflows, and safeguard the sustainable use of public finances.  
The Petroleum Fund’s assets are invested primarily overseas in financial market 
instruments. Following amendments to the Petroleum Activities Law in 2019, the 
Fund can be also invested in petroleum operations in the national territory or abroad, 
subject to a 5% exposure limit.  
 
The Ministry of Finance is responsible for the overall management of the Petroleum 
Fund and also coordinates the preparation, discussion and execution of the 
Government’s budget.  
 
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Activities Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/13_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2019/serie_1/SERIE_I_NO_2_A.pdf 
 
Ministry of Finance Budget Books 
https://www.mof.gov.tl/pagedetails/budget-and-spending-documents 
 

4. There should be clear and 
publicly disclosed policies, rules, 
procedures, or arrangements in 
relation to the SWF’s general 
approach to funding, withdrawal, 
and spending operations.  
 
4.1. The source of SWF funding 
should be publicly disclosed.  
 
4.2. The general approach to 
withdrawals from the SWF and 
spending on behalf of the 
Government should be publicly 
disclosed.  

The Petroleum Fund Law clearly defines the methods of funding and withdrawals. 
 
All petroleum revenues initially enter the Fund before any transfers are made to the 
State Budget. The Petroleum Fund Law defines what constitutes Petroleum Fund 
receipts and sets out the mechanisms for handling these receipts. The returns on the 
Petroleum Fund’s investments also contribute to the accumulation of the Fund’s 
capital. 
 
The Petroleum Fund Law also sets out the requirements for withdrawals. The only 
permissible transfers out of the Petroleum Fund is to the State Budget, which requires 
Parliament’s approval. The State Budget identifies the contribution made by the Fund 
to the Government’s expenditure. Withdrawals are guided by the ESI rule (see GAPP 
3). The National Parliament may approve an excess transfer above the ESI where 
justification is provided that it is in the long-term interest of Timor-Leste.  
 
Detailed information on petroleum receipts and transfers made to finance the 
Government’s budget are publicly disclosed in the Petroleum Fund Annual Reports, 
Budget Reports prepared by the Ministry of Finance and the Petroleum Fund 
quarterly and monthly reports from the BCTL.  
 
A complete list of all entities making payments to the Petroleum Fund is compiled 
and certified by an external auditor and published annually both in the Petroleum 
Fund Annual Report (Annex XI – Compilation Report of Petroleum Receipts) and 
Timor-Leste’s EITI (Extractive Industries Transparency Initiative) reports. Timor-
Leste was accepted as an EITI compliant country on 1 July 2010. 
 
Sources: Petroleum Fund Law 



 

 

Principle Implementation 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual and Quarterly Reports 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 
https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 
Ministry of Finance Budget Books 
https://www.mof.gov.tl/pagedetails/budget-and-spending-documents 
 
TL-EITI reports and  website - www.eiti.gov.tl 
 
https://eiti.org/documents/timor-leste-2020-eiti-report 
 

5. The relevant statistical data 
pertaining to the SWF should be 
reported on a timely basis to the 
owner, or as otherwise required, 
for inclusion where appropriate in 
macroeconomic data sets.  
 

Transparency is a fundamental principle of the Petroleum Fund Law. The Law sets 
out the requirements for all entities involved in the management of the Fund to 
provide and publish the reports pertaining to the activities of the Fund.  
 
The Ministry of Finance prepares and publishes the Petroleum Fund Annual Report 
along with the Petroleum Fund financial statements. The Law requires an 
international accredited auditor to issue and publish an annual audit report on the 
Fund’s financial statements. The Ministry of Finance also prepares the State Budget 
for the National Parliament. The Budget reports the Estimated Sustainable Income 
(ESI), withdrawals in excess of the ESI, and other matters relevant to the Petroleum 
Fund.   
 
The BCTL, on a quarterly basis, provides reports to the Ministry of Finance on the 
Fund’s performance and also publishes a monthly report on the Fund’s performance 
on its own website.  
 
All information is publicly available on the MOF and BCTL websites.  
 
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual, Quarterly and Monthly Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 
Ministry of Finance Budget Books. 
https://www.mof.gov.tl/pagedetails/budget-and-spending-documents 
 

II. Institutional Framework and Governance Structure 
6. The governance framework for 
the SWF should be sound and 
establish a clear and effective 
division of roles and 
responsibilities in order to 
facilitate accountability and 
operational independence in the 
management of the SWF to pursue 
its objectives.  
 

The National Parliament of Timor-Leste established the Petroleum Fund Law, which 
defines the roles and responsibilities of the entities involved in the management of the 
Fund.  
 
The Minister of Finance is responsible for the overall management of the Petroleum 
Fund on behalf of the Government. The Ministry of Finance sets the investment 
policy, enters into a management agreement with the Operational Manager, and 
monitors the Fund’s performance. The Investment Advisory Board (IAB) provides 
independent advice to the Minister of Finance on the Fund’s investment policy and 
management, including the investment mandates for the Fund.  
 



 

 

Principle Implementation 
The BCTL, as Operational Manager, is responsible for the Fund’s operations, 
including implementing the investment mandates set by the Ministry of Finance. The 
BCTL manages some of the portfolio internally and also contracts with external 
managers to manage and invest the Fund’s assets and monitors their performance. 
 
Sources: Petroleum Fund Law, Operational Management Agreement. 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 

7. The owner should set the 
objectives of the SWF, appoint the 
members of its governing 
body(ies) in accordance with 
clearly defined procedures, and 
exercise oversight over the SWF’s 
operations.  
 

The National Parliament, representing the people of Timor-Leste, sets the objectives 
of the Fund as outlined in the Petroleum Fund Law (see GAPP 1). The Law defines 
the broad asset allocation and risk limits. The Petroleum Fund Consultative Council 
(PFCC), a statutory body with broad representation, is appointed to advise the 
Parliament on matters relating to the performance and operation of and appropriations 
from the Petroleum Fund.  
 
The Ministry of Finance is responsible for the overall management of the Fund, which 
includes determining the investment policy in accordance with the provisions in the 
Law. The Ministry of Finance is required to present to the National Parliament the 
Fund’s investment policy and any changes to its principal asset allocation that will 
materially impact on the overall level of risk. The Ministry of Finance sets the 
investment mandates, which reflect the acceptable level of risk, and also exercises 
oversight of the overall management of the Fund.  
 
The Minister of Finance receives independent advice from the Investment Advisory 
Board (IAB) on the investment strategy and management of the Fund. The Prime 
Minister appoints members of the IAB on the advice of the Ministry of Finance. 
 
The Timor-Leste Central Bank (BCTL) is the Operational Manager of the Fund. The 
BCTL’s specific responsibilities are set out in an Operational Management 
Agreement with the Minister of Finance. This includes reporting requirements that 
allow the Ministry of Finance to exercise its oversight role.   
 
Sources: Petroleum Fund Law, Operational Management Agreement. 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 

8. The governing body (ies) 
should act in the best interests of 
the SWF, and have a clear 
mandate and adequate authority 
and competency to carry out its 
functions.  
 

The National Parliament through the Petroleum Fund law sets the objective of the 
Fund, the broad asset allocation guidelines and the risk limits. It is assisted by the 
Petroleum Fund Consultative Council (PFCC). The Petroleum Fund Consultative 
Council (PFCC) seek to safeguard the proper management of the Petroleum Fund.  
 
The Ministry of Finance has the authority to determine the strategy and policies to 
achieve the Petroleum Fund’s objectives. The Minister of Finance is supported by the 
Petroleum Fund Policy and Management Office (PFPMO) at the Ministry of Finance.  
 
In carrying out his/her functions, the Minister of Finance is required to seek advice 
from the IAB. The Law requires that at least three of the IAB members have 
significant knowledge and experience in financial investment management.  
 
Further to the discussion in Principle 7, the Minister of Finance is accountable to the 
Parliament and is required to provide relevant reporting annually and whenever 
required.  
 
The BCTL, through the Operational Management Agreement, has been delegated the 
responsibility for operational management of the Fund. The agreement seeks to 
ensure that the BCTL acts in the best interests of the Fund and sets out the operational 
manager’s responsibilities. 
 
Sources: Petroleum Fund Law, Operational Management Agreement 



 

 

Principle Implementation 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

9. The operational management of 
the SWF should implement the 
SWF’s strategies in an 
independent manner and in 
accordance with clearly defined 
responsibilities. 
 

The Petroleum Fund Law defines the roles and responsibilities of the Operational 
Manager, the BCTL. The BCTL’s specific responsibilities are clearly set out in the 
Operational Management Agreement (OMA) with the Minister of Finance. The 
BCTL is delegated with authority to make decisions relating to the operational 
management of the Fund as set out in the OMA. The Operational Manager is able to 
deduct reasonable management expenses, in accordance with the OMA. 
 
Sources: Petroleum Fund Law, Operational Management Agreement. 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 

10. The accountability framework 
for the SWF’s operations should 
be clearly defined in the relevant 
legislation, charter, other 
constitutive documents, or 
management agreement.  
 

Accountability arrangements are detailed in the Petroleum Fund Law and the 
Operational Management Agreement.  
 
The Ministry of Finance, on behalf of the Government, is accountable to the National 
Parliament and the general public. It reports to the Parliament on the performance of 
the Fund on an annual basis and is required to publish all advice received from the 
IAB in the Petroleum Fund Annual Report (Annex XII), or earlier upon request.  
 
The Operational Manager, the BCTL, is appointed by the Minister of Finance and is 
accountable to the Minister of Finance for operational management of the Petroleum 
Fund.  The BCTL may appoint external investment managers subject to the Minister’s 
consent. The BCTL reports to the Minister on the Fund’s performance on a quarterly 
basis.  These reports are published and available on the Central Bank’s website.  
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual and Quarterly Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

11. An annual report and 
accompanying financial 
statements on the SWF’s 
operations and performance 
should be prepared in a timely 
fashion and in accordance with 
recognized international or 
national accounting standards in a 
consistent manner.  
 

The Petroleum Fund Law requires the Government to prepare and submit to the 
Parliament an annual report of the Fund’s operations and performance for the fiscal 
year, including financial statements prepared according to International Financial 
Reporting Standards (IFRS) and audited by an internationally recognized auditor, at 
the same time as the Government’s annual financial accounts of that year. The Law 
identifies the minimum information that need to be disclosed in the Petroleum Fund 
Annual Report. 
 
The Petroleum Fund Law provides that the Director of Treasury of the Ministry of 
Finance is responsible for maintaining the Petroleum Fund accounts and records, and 



 

 

Principle Implementation 
preparing financial statements, in accordance with the IFRS. Accounting and 
preparation of the financial statements is delegated to the BCTL as the Fund’s 
Operational Manager.  
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports and Financial Statements 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

12. The SWF’s operations and 
financial statements should be 
audited annually in accordance 
with recognized international or 
national auditing standards in a 
consistent manner.  
 

The Petroleum Fund Law requires the Fund’s annual financial statements to be 
audited by an internationally recognized accounting firm. The international auditor is 
appointed by the Ministry of Finance and is subject to strict qualification criteria and 
a transparent selection process. The audited financial statements are submitted to the 
Parliament together with the Petroleum Fund Annual Report.  
 
The Petroleum Fund Law also requires the accounts, records and other documents 
relating to the Petroleum Fund to be internally audited every six months. This is 
undertaken by the BCTL’s Internal Audit, which is independent from the investment 
management area.   
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports and Financial Statements 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

13. Professional and ethical 
standards should be clearly 
defined and made known to the 
members of the SWF’s governing 
body(ies), management, and staff.  
 

Each of the institutions involved in the management of the Petroleum Fund has its 
own professional and ethical standards to ensure the soundness and integrity of the 
Fund’s operations.  
 
The professional and ethical standards for the Ministry of Finance’s staff are defined 
by the Public Service Law no. 8/2004, 16th of June, as amended by Law no.5/2009, 
15th of July.  
 
All the staff of the Operational Manager are bound by the BCTL’s Code of Conduct. 
 
The Petroleum Fund Law also requires members of the IAB, before taking office, to 
declare in writing that their appointment has no conflict with any personal or family 
interests. The IAB has established its own Standard of Conduct in its Operational 
Regulations, which includes disclosures of potential conflict of interest. The 
Operational Regulations are published on the Ministry of Finance website.  
 
Sources: Petroleum Fund Law, BCTL, MoF and Ministry of Justice websites. 
Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 



 

 

Principle Implementation 
Civil Service Act 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/8_2004.pdf 
 
https://mj.gov.tl/jornal/public/docs/2009/serie_1/serie1_no25.pdf 
 
BCTL’s Code of Conduct 
https://www.bancocentral.tl/en/go/code-of-conduct 
 
IAB Rules and Procedures 
https://www.bancocentral.tl/en/go/rules 
 

14. Dealing with third parties for 
the purpose of the SWF’s 
operational management should 
be based on economic and 
financial grounds, and follow 
clear rules and procedures.  

The BCTL’s dealings with third parties as operational manager are based purely on 
economic and financial grounds and follow a clear established procedure.  
 
The Operational Management Agreement provides that the BCTL is responsible for 
the tendering and selection of external investment managers. The selection is based on 
the parameters for the investment mandate set by the Ministry of Finance. The 
Petroleum Fund Law also specifies the minimum requirements for the engagement of 
external managers. The Minister of Finance must be satisfied that each external 
investment manager has sufficient equity, guarantees and insurance; a sound record of 
operational and financial performance; and has business references and a reputation of 
the highest standard. The IAB advises the Minister on whether the BCTL’s 
recommended managers are consistent with the objectives of the mandate.   
 
The BCTL is also responsible for tendering for other services, including the 
Petroleum Fund’s custodian and procurement for the IAB.  The BCTL’s selection 
procedure is rigorous, fair and transparent and in compliance with the substantive 
provisions of Timor-Leste’s laws.  
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 

15. SWF operations and activities 
in host countries should be 
conducted in compliance with all 
applicable regulatory and 
disclosure requirements of the 
countries in which they operate.  

The Petroleum Fund Law requires the management of the Petroleum Fund to be 
conducted in compliance with all applicable regulatory and disclosure requirements of 
the countries in which the investments are made.  
 
Source: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports and Financial Statements. 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

16. The governance framework 
and objectives, as well as the 
manner in which the SWF’s 
management is operationally 
independent from the owner, 
should be publicly disclosed.  
 

The Petroleum Fund’s governance framework and objectives are established by the 
Parliament in the Petroleum Fund Law. The Operational Management Agreement 
provides details of the division of responsibilities between the Ministry of Finance 
and the BCTL, along with accountability arrangements.  
 
The Minister of Finance is required to seek the advice from the IAB, an independent 
Board staffed by investment experts, before making any decision relating to the 
Fund’s investment strategy and management. 
 
Information on the governance framework and objectives is detailed in the Petroleum 
Fund Law and published in the Petroleum Fund Annual Report. 
 



 

 

Principle Implementation 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

17. Relevant financial information 
regarding the SWF should be 
publicly disclosed to demonstrate 
its economic and financial 
orientation, so as to contribute to 
stability in international financial 
markets and enhance trust in 
recipient countries.  
 

Information regarding the Petroleum Fund’s asset allocation, its investment mandates 
and benchmarks and investment performance are published in the BCTL’s quarterly 
performance reports and the Petroleum Fund’s Annual Report and audited financial 
statements. A full list of the Petroleum Fund’s holdings is provided in the Petroleum 
Fund financial statements, which are annexed to the Petroleum Fund Annual Report 
(Annex II – Audited Financial Statements). The reports are available on the Ministry 
of Finance and BCTL’s websites.  
 
Sources: Petroleum Fund Law, Operational Management Agreement Annex 1 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Annual and Quarterly Reports, Petroleum Fund Financial 
Statements 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

III. Investment and Risk Management Framework 
18. The SWF’s investment policy 
should be clear and consistent 
with its defined objectives, risk 
tolerance, and investment strategy, 
as set by the owner or the 
governing body(ies), and be based 
on sound portfolio management 
principles.  
 
18.1. The investment policy 
should guide the SWF’s financial 
risk exposures and the possible 
use of leverage.  
 
18.2. The investment policy 
should address the extent to which 
internal and/or external 
investment managers are used, the 
range of their activities and 
authority, and the process by 
which they are selected and their 
performance monitored.  
 
18.3. A description of the 
investment policy of the SWF 
should be publicly disclosed.  
 

The Fund’s investment policy is directed by the provisions in the Petroleum Fund 
Law that define the asset allocation guidelines, eligible investments, concentration 
limits and investment principles, which include diversification and maximizing the 
risk-adjusted financial return.  
The Ministry of Finance, on behalf of the Government, determines the investment 
policy, which is designed to meet the investment objectives of the Fund after taking 
into account the risk preference of the Timor-Leste people and any constraints under 
which the Fund operates. The IAB advises the Minister of Finance on the investment 
strategy. The advice of the IAB is guided by its publicly disclosed Investment Beliefs 
and Principles.  
 
The investment policy is described in the Petroleum Fund Annual Report. Annex 1 of 
the Operational Management Agreement specifies the Fund’s strategic asset 
allocation and benchmark portfolio, the parameters for each of the investment 
mandates and where derivatives are permissible.  
 
The Minister of Finance, with advice from the IAB, determines whether a mandate 
will be internally or externally managed. The Ministry of Finance monitors the 
internally managed mandates. The selection process for external investment managers 
is undertaken by the BCTL as operational manager and is based on professional and 
commercial criteria. The external managers are given clearly defined mandates, 
including expected performance, risk and fees. Their performance is monitored by the 
BCTL. 
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
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http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Quarterly and Annual Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

19. The SWF’s investment 
decisions should aim to maximize 
risk-adjusted financial returns in a 
manner consistent with its 
investment policy, and based on 
economic and financial grounds.  
 
19.1. If investment decisions are 
subject to other than economic 
and financial considerations, these 
should be clearly set out in the 
investment policy and be publicly 
disclosed.  
 
19.2. The management of an 
SWF’s assets should be consistent 
with what is generally accepted as 
sound asset management 
principles. 
 

The Petroleum Fund Law provides that the investment policy shall apply the 
principles of diversification with the objective of maximizing risk-adjusted financial 
returns after taking into account the Fund’s purposes, its operational constraints and 
ability to bear risk.  
 
The Petroleum Fund’s investments in offshore financial market instruments are 
assessed purely on these financial grounds and comply with sound portfolio 
management practices. The Petroleum Fund Law requires the Fund’s assets to be 
invested in investment grade bonds and developed market equities.  
 
The Petroleum Activities Law allows for the Petroleum Fund to invest in petroleum 
operations in national territory or overseas, subject to a 5% exposure limit. The 
investment in petroleum operations in 2019 is an exception to the general rules in the 
Petroleum Fund Law. In addition to financial considerations, national economic 
development objectives and social benefits were accounted for in the investment 
decision. The rules and criteria governing the investment are published and the 
Minister was required to present the proposed allocation to National Parliament.   
 
The Fund’s financial market investments were segmented in 2021 into a Liquidity and 
Growth Portfolio to manage investment risk during the Fund’s decumulation phase. 
The Liquidity Portfolio is intended to finance the State Budget over a three year 
period and is invested in low risk and highly liquid assets. The Growth Portfolio is the 
longer-term segment of the Fund and seeks to earn higher returns through an 
allocation to equities, with the remainder in fixed interest.    
 
The Ministry of Finance is required to present to the Parliament a summary of the 
new investment policy prior to making changes to the Fund’s principal asset 
allocation.  
 
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Activities Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/13_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2019/serie_1/SERIE_I_NO_2_A.pdf 
 
Petroleum Fund Annual Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

20. The SWF should not seek or 
take advantage of privileged 
information or inappropriate 
influence by the broader 
Government in competing with 
private entities.  
 

Most of the Fund’s assets are invested in offshore financial markets that are regulated 
and transparent. The Fund does not have access to privileged information nor is there 
influence exerted from the Government in competing with private entities.   
 
The objective of the Petroleum Fund’s investment in petroleum operations in 2019 is 
to facilitate the development of a national petroleum industry. It is expected that its 
contribution to the national economic development will in turn encourage private 
investment in Timor-Leste. 
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21. SWFs view shareholder 
ownership rights as a fundamental 
element of their equity 
investments’ value. If an SWF 
chooses to exercise its ownership 
rights, it should do so in a manner 
that is consistent with its 
investment policy and protects the 
financial value of its investments. 
The SWF should publicly disclose 
its general approach to voting 
securities of listed entities, 
including the key factors guiding 
its exercise of ownership rights. 

The BCTL, as operational manager, exercises the Petroleum Fund’s shareholder 
ownership rights by engaging the Institutional Shareholder Services (ISS) proxy 
voting service. 
 

22. The SWF should have a 
framework that identifies, 
assesses, and manages the risks of 
its operations.  
 
22.1. The risk management 
framework should include reliable 
information and timely reporting 
systems, which should enable the 
adequate monitoring and 
management of relevant risks 
within acceptable parameters and 
levels, control and incentive 
mechanisms, codes of conduct, 
business continuity planning, and 
an independent audit function.  
 
22.2. The general approach to the 
SWF’s risk management 
framework should be publicly 
disclosed.  
 

The Petroleum Fund Law requires the Ministry of Finance and the Operational 
Manager to develop and maintain policies, systems and procedures to ensure that the 
risks associated with the implementation of the investment strategy are identified, 
monitored and managed.  
The BCTL has developed an operational risk management framework for the 
Petroleum Fund. This includes a risk register that identifies the section which owns 
the risk and the associated internal controls. The BCTL’s Internal Audit area, which is 
independent from its investment management area, monitors and ensures that 
procedures are being followed and there is an effective framework in place. All the 
staff of the BCTL are bound by its Code of Conduct.  
 
The financial risk in the Petroleum Fund’s strategy is embedded in the Fund’s 
investment policy that is set by the Ministry of Finance, specifically the parameters 
for the global mandate and the investment mandates included in Annex 1 of the 
Operational Management Agreement.  The appropriate level of financial risk is 
assessed during regular asset allocation reviews. The Ministry of Finance is required 
to present the investment policy to the Parliament on an annual basis as part of the 
Petroleum Fund Annual Report or prior to making any changes to the Fund’s 
principal asset allocation. 
 
The BCTL manages the global mandate, which is comprised of individual mandates 
with specific allocations. There is periodic rebalancing of the Growth Portfolio and 
transfers from the Growth Portfolio to the Liquidity Portfolio. The BCTL also 
monitors the compliance of the external managers with their risk targets. The BCTL 
reports on compliance to the Ministry of Finance in the quarterly performance report. 
 
The Ministry of Finance monitors the Fund’s performance including its risk exposure 
through the BCTL’s quarterly performance reports. The Ministry of Finance reports 
to the Parliament on an annual basis through the Petroleum Fund Annual Reports. 
 
Sources: Petroleum Fund Law, Operational Management Agreement 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Quarterly and Reports 
 

https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 

23. The assets and investment 
performance (absolute and relative 
to benchmarks, if any) of the SWF 
should be measured and reported 
to the owner according to clearly 
defined principles or standards. 
 

The Petroleum Fund Law requires the Operational Manager, the BCTL, to report to 
the Ministry of Finance on a quarterly basis the performance and activities of the 
Petroleum Fund relative to the benchmarks. 
 
Performance reporting is prepared by the Fund’s custodian, JP Morgan, in compliance 
with the Global Investment Performance Standards (GIPS) methodology. The 
quarterly report is published within 40 days after the end of every quarter. Both BCTL 



 

 

Principle Implementation 
and MOF take further initiative to have a face-to-face press conference with relevant 
stakeholders to coincide with the release of the Petroleum Fund quarterly report.  
 
Sources: Petroleum Fund Law 
https://mj.gov.tl/jornal/public/docs/2002_2005/leis_parlamento_nacional/9_2005.pdf 
 
https://mj.gov.tl/jornal/public/docs/2011/serie_1/serie1_no36.pdf 
 
http://timor-leste.gov.tl/wp-
content/uploads/2010/03/Law_2005_9_petroleum_fund_law_.pdf 
 
Petroleum Fund Quarterly Reports 
 
https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
 
https://www.mof.gov.tl/eventdetails/petroleum-fund-performance-in-the-first-quarter-
2023 
 

24. A process of regular review of 
the implementation of the GAPP 
should be engaged in by or on 
behalf of the SWF. 
 

The Ministry of Finance intends to review the Petroleum Fund’s implementation of 
the Santiago Principles annually and publish the results of the self-assessment in the 
Petroleum Fund Annual Report. This is the twelfth review. The Petroleum Fund 
conducted its first review in 2010. 
 
Source: Petroleum Fund Annual Reports 
 

https://www.mof.gov.tl/publicationdetails/relatorio-anual-fundu-petroliferu-ba-tinan-
2021 

https://www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report 
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