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[Published in the Official Gazette Series|, No. 36. 28 September 2011.]
Law No. 12/2011 of 28 September

First amendment to Law No. 9/2005 of 3 August, thBetroleum Fund Law
Preamble

The Petroleum Fund was established in 2005 withaitmeof contributing to the effective managemenoibf
resources and a sustainable fiscal policy. LawBr005 of 3 August will regulate the operational
management and investment policy of the PetroleundFincluding the deposit and management of oil
revenues, transfers to the State Budget and thendgspry regime and accountability.

With this law is intended to change the rules anicjples of investment, allowing greater flexibjlin terms
of diversifying the investment portfolio to incregis future investment returns, within a clear digion of the
limits exposure to risk.

This Act also hosts the “Generally Accepted Prilegand Practices”, also known as “Santiago Priesip
proposed by the International Working Group on “&eign Wealth Funds” and represent an effort of
international cooperation for the identificationb®fst practices in governance and investment pdbcy
ensure that Timor-Leste will continue to be an exanas regards the management of these funds.

Thus, Parliament has decreed under article 95tHeo€onstitution of the Republic, to become law, th
following:

Article 1
Amendments to the Law No 9/2005 of August 3

Articles 2, 5, 9, 11, 12, 13, 14, 15, 16, 17, 20a2d 33 of Law No 9/2005 of 3 August, are reviasd
follows:

“Article 2
Definitions

1. For purposes of this Law, unless the context reguardifferent interpretation:

a) Agreement by Exchange of Notes means
i. Agreement by Exchange of Notes between the Govarnafedustralia and the United Nations
Transitional Administration in East Timor (UNTAET) February 10, 2000, or
ii. The Agreement for Exchange of Notes between theefdovent of Timor-Leste and the
Government of Australia, May 20, 2002.

b) Financial Year means the financial year correspanth the budgetary year of twelve months
between 1 January and 31 December each year.

¢) Independent Auditor means the internationally re@ep auditing firm, hired with the aim of an
external audit of government accounts, as precgept® law of Timor-Leste, until the time when a
hierarchy of administrative tax and audit courtsresated in Timor-Leste, or thereafter, an
internationally recognized auditor, contracteddnadance with Article 34.

d) Petroleum authorization means:

i. An access authorization, a petroleum contractpagacting authorization or a drilling
authorization, or any agreement made in respesticti authorization or contract, granted or
done under the Petroleum Activities Act, or

ii. A permit or production sharing contract, or anyesgnent made in respect of such authorization
or contract, granted or done under the Code;
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e) Central Bank means the authority established uAdéarie 143 of the Constitution of the Republic;

f) Code means the Interim Petroleum Mining Code adbpteler Article 7 of the Treaty, including any
withdrawals, exemptions, modifications and addsgitimat will be made, and the regulations issued
thereunder;

g) Petroleum Fund means the Petroleum Fund of TimeteLestablished under Article 5;

h) Investment Manager means the Operational Managegrson designated as investment manager
under Article 12;

i) Operational Manager means the Central Bank or gihiglic entity created by Act of Parliament
which is given responsibility for operational mgeenent of the Petroleum Fund,;

J) Petroleum Activities Act means Law No 13/2005 @&ptember - Petroleum Activities Act,
including any withdrawals, exemptions, modificasand additions that will be, and the regulations
issued under its scope;

k) Minister means the Minister who is assigned theestigion of public finances;
[) Petroleum Operations means petroleum activitielsagizied under a Petroleum Authorization;

m) State Budget means the State Budget which is egféorin Article 145 of the Constitution of the
Republic;

n) Paying / taxpayer means an entity which has amgatdtin to make a payment to the Petroleum Fund;
0) Parliament means the National Parliament of Timeste;
p) Petroleum has the meaning given to it by Law N@QG5 of 2 September - Petroleum Activities Act;

g) Investment Policy means a public statement on timeiples that should be subject to the investment,
the desired risk profile, asset allocation, theverse of investments, portfolios and benchmarks, or
other issues related to general investment policy.

r) Petroleum Fund Receipts has the meaning givenindAitticle 6;
s) Tax Receipts means any tax or duty imposed unédath of Timor-Leste;

t) Estimated Sustainable Income in a given finana@alryneans the amount calculated by applying the
formula set out in Annex I;

u) Timor-Leste means the Democratic Republic of Tirmeste, and

v) Treaty means the Timor Sea Treaty between the @Goaart of Timor-Leste and the Government of
Australia signed on May 20, 2002, with the possitiindrawals, exemptions, modifications and
additions that have been done.

2. Other terms of the current law which are definethmnational law on Budget and Financial
Management should be read with the meanings givéimeim by that law.

Article 5
Petroleum Fund of Timor-Leste

This law establishes a fund known as the Petroleund of Timor-Leste.

The Petroleum Fund, including investments madeaom@ance with the present law, and any accounts
for revenues legally earmarked for the Petroleumdi-and in the custody of any entities a financial
nature, including external investment managersakvays titled in the name of the operational manag
and, according to a market mandate, move in tteire; in strict compliance with Article 15, credited
them with petroleum revenues as detailed in Arifcle

The Petroleum Fund has no legal personality.
Transfers may be made from the Petroleum Fundmmnisuant to the terms of Articles 7 to 10.

The information and details that identify the ssn§ttate Budget account referred to in Article hd a
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accounts referred to in paragraph 2 of this Artiolest be made public through the publication of the
operational management contract of the Petroleuma Fthich is referred to in Article 11.3.

Article 9
Transfers in excess of the Estimated Sustainabledome

No transfers from the Petroleum Fund in excesh@Bstimated Sustainable Income can be made in any
fiscal year unless the Government presents in adventhe National Parliament:

a) The reports referred to in paragraphs a) and eopreceding article;

b) A report estimating the amount the Estimated Swuatdé Income for fiscal years thereafter will
be reduced, by virtue of a transfer from the Petnol Fund which exceeds the Estimated
Sustainable Income.

c) An auditor’s report which certifies the estimatésemluction in the Estimated Sustainable Income
referred to in paragraph b) of this Article;

d) Justification of the reasons that it is consideneithe long-term interest of Timor-Leste, to
transfer an amount greater than the Estimated iBabta Income.

Article 11
Fund management

The Government is responsible for overall managémietine Fund.

2. The Minister cannot make any decisions concertiegrivestment strategy and management of the
Petroleum Fund without first seeking the advic¢hefInvestment Advisory Board in accordance with
Article 16.

3. The Minister contracts with the Operational Mandgethe operational management of the Petroleum
Fund, which will be responsible to the Governmentsiuich management.

4. The Petroleum Fund is managed prudently in accosdaiith the principles of good governance for the
benefit of current and future generations.

Article 12
External Investment Managers

1. The Operational Manager may propose to the Ministeiits initiative or at the request of the Mirist
the hiring of one or more External Investment Maragvho will be mandated, in terms of the contract,
the responsibility for managing investments madenfthe external Petroleum Fund.

2. The Operational Manager may select and contrabtevie or more external investment managers under
the preceding paragraph and pursuant to the fallgywaragraph as soon as the Minister confirmstkieat
following requirements have been met:

a) That the External Investment Manager is a lega@ewith share capital, guarantees and
insurance adequate to the operational risks indglve

b) That the External Investment Manager has demoasliat optimum record of operational and
financial performance, and

c) That the commercial references and internatiomaltedion for the external Investment Manager,
in the management of financial funds, are of tlyhést standard.

3. In cases where the External Investment Managen#ianal Timor-Leste legal entity, the requirensent
referred to in b) and c) above may be waived ifamager satisfies, and the Minister confirms, that
risk of not meeting the criteria outlines aboveaseguarded, and the Minister submits the confionaif
the External Investment Manager for approval byGbencil of Ministers.

4. Under paragraph 1 of this Article, the Operatidviahager will be responsible for international teruig
procedures required by the type and amount ofah&act, according to the substantive provisionthef
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law of Timor-Leste, as well as in the same ternit) vespect to any acquisition of additional segsgic
under the operational management agreement refieriadArticle 11.3.

5. The operational management contract referred £atiole 11.3, signed by the External Investment
Manager, shall establish the terms and procedordsriminating the contract.

6. The Investment Manager has a duty to maximizegham on the Petroleum Fund investments, adjusting
the portfolio’s risk in terms of investment instrents authorized by Article 14 and 15 thereof, the
provisions on subsidiary rules, or statements fiyethe Minister in the operational management
contract referred to in Article 11.3.

Article 13
Quarterly reports on the Petroleum Fund

1. The Operational Manager provides quarterly regortee Minister on the activities and performante o
the Petroleum Fund, according to the benchmarkiseobverall investment performance, within 20
working days after the end of each quarter.

2. The Operational Manager ensures the publicatiots oéports within 40 days from the end of each
quarter.

3. The Operational Manager will ensure that, in prongdsuch reports or responding to queries, it talkes
appropriate steps to prevent the disclosure oftanjidential information.

Article 14
Investment Policy

1. The Minister establishes the investment policyhaf Petroleum Fund by applying the principles of
portfolio diversification, in order to maximize tfi@ancial return on the Petroleum Fund dependimg o
the level of risk assumed, taking into accountghiose of the Fund, the constraints in which érafes
and the capacity of Timor-Leste to support risk.

2. The investment policy that has governed the alionaif the portfolio must at all times, integraiguid
assets sufficiently in order to respond immediatelyequested transfers to the State Budget trdit
profile of investments depending on the toleragael of risk.

3. The Minister and the Operational Manager must agwvahd maintain policies, systems and procedures to
ensure identification, monitoring and managingsiaksociated with implementing the investment
strategy.

4. The Petroleum Fund must comply with regulatorygdtions, including mandatory publications, which
are in force in the market and the country wheesitkestment is made.

5. The Minister presents to the National Parliamestimmary of its proposed investment policy of the
Petroleum Fund together with the Petroleum Fundu&hReport or before making any decisions
involving changes in the allocation of key assets.

6. The Annual Report will also include a public staggrmabout how the provisions of this and the foltayv
articles were accomplished during the past year.

Article 15
Investment Rules

1. Under the criteria in this article, to qualify dgible investment, the investment instrument niaest
issued or the investment be located abroad, intemiationally recognized jurisdiction.

2. No less than 50% of the Petroleum Fund should wested in eligible investments in bank deposits or
debt instruments that are interest bearing, narbelyds and other fixed and variable rate debt
instruments, or other fixed income assets of edgitdnterest and provided that:

a) ltis determined that the debt instruments haveast an investment grade rating, or
b) The deposits are held in financial institutionshagtedit rating that corresponds to at least
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investment grade.

3. No more than 50% of the Petroleum Fund will be @&tgd in eligible investments in the form of var@abl
income securities, namely listed shares, and peavibat:

a) The investments of equities are traded in reguléiteshcial markets, and
b) The participation does not exceed 5% of the cajsisaled by the issuer.
4. No more than 5% of the Petroleum Fund should bested in other eligible investments, provided that:

a) The Minister has included such other asset clagghws part of the investment, in the proposed
distribution of portfolios submitted to the Natidfarliament under Article 14.5, and

b) The rules and criteria for selection, managemedtesaluation of each individual financial
instrument within a certain asset class, have bpproved by the Minister and published.

5. The exposure of the Petroleum Fund to:

a) Any company or the issuing entity for the eligiblstruments, with the exception of sovereign
states, can never exceed 3% of the total valueeoPetroleum Fund;

b) Any asset class should, in net terms, be positive.

6. Without prejudice to Articles 20.1 and 20.2, chargalating to any securities transactions in theketa
by the Fund or participation in lending transacsion any short-term instruments are not consideeed
or encumbrances on the Petroleum Fund, providgdateeconducted in accordance with the principfes o
prudent asset management.

7. A derivative is only qualified as eligible investnef:

a) Is used to reduce the risk to the Fund arising filoenuse of the instrument or instruments
underlying the derivative instrument, or to facilé the desired exposure of an asset is efficiently
achieved, and

b) The risk arising from the use thereof is not higihan would result from direct exposure to
underlying assets which are specified in this Lamd

¢) The Minister has established conditions for theligg of their operational use.

8. The Minister determines the period during which ltheestment Managers have to sell the derivative,
when it ceases to be an eligible investment urdgeamendment of its or its issuer’s credit rating.

Article 16
Investment Advisory Board

1. AnInvestment Advisory Board is created, respomsibl

a) Prepare benchmarks for the Minister in order tduate the performance and return on
investments made from the Petroleum Fund and tbguety of risk;

b) Advise the Minister on the instructions given bistimvestment to investment managers of the
Petroleum Fund appointed pursuant to Article 12;

c) Advise the Minister on the performance evaluatibExiernal Investment Managers and in this
context to make recommendations concerning thetaaopr termination of their contracts, and

d) Advise the Minister on the need for changes in$tvent policy or management of the
Petroleum Fund;

2. Without prejudice to Article 18, the Minister sha#tek the opinion of the Investment Advisory Board
before deciding on any matter relating to the ihwest strategy or management of the Petroleum Fund.

3. Any opinion issued by the Investment Advisory Bgand the investment policy or management of the
Petroleum Fund, shall take into account:

a) The overall objective that the Petroleum Fund, Whiionsists of revenue earned from the
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exploitation of non-renewable petroleum resourteebgenefit present and future generations;

b) The current conditions, opportunities and constsaiminvestment markets, and the constraints
under which the Operational Manager and other agleinstitutions in Timor-Leste operate; and

c) The need to ensure the adequacy of liquid assettitfy, when requested, the transfer referred
to in Article 7.

4. The Investment Advisory Board shall adopt its owies of operation.

Article 17
Structure of the Investment Advisory Board

1. The Investment Advisory Board consists of five mrenmembers appointed by the Prime Minister, on
the advice of the Minister, and at least three rhase considerable experience in investment
management.

2. The Director of the Treasury and a representatitheoOperational Manager are entitled to parti@@pa
without vote, in meetings of the Investment AdvisBoard.

3. The Operational Manager shall act as Secretarigiteolinvestment Advisory Board and provide all the
support that the Board needs for the full exerofsés functions, with the Minister designating the
Ministry’s representative in this organ.

4. Under paragraph 1 of this article, the order ofapiment of members of the Investment Advisory Bloar
determines by law the compensation to which theyeatitled.

5. Before taking office, members of the Investment i&dxy Board shall submit a written declaration that
the appointment has no conflict with other persamdamily interests, and the same document, peogid
written statement declaring their assets at the ofinvestiture.

Article 20
Encumbrances on the assets of the Petroleum Fund

1. Any amount that is invested in accordance withdde 14 and 15 is, independently of the form wiisch
invested, the property of the State of Timor-Leste.

2. By contract or agreement it is possible to encurntibeassets of the Petroleum Fund, up to 10% of the
total value of the Petroleum Fund as of the date®treation of the encumbrance or charge, prdvide
that the principles in the general system of comatissuance and management of public debt are
respected.

Article 24
Information contained in the annual report

1. The Petroleum Fund Annual Report is prepared ora Suitable to its prompt dissemination to the
public, containing specifically, the following infmation for the Financial Year:

a) Audited financial statements certified by indepentdruditor, including:
i. Documented accountability for expenditure, inclgdinmvestment and revenues;

ii. A map of the financial statement and the resulis\astment, including the list of the
market value of instruments eligible for the Petuwh Fund;

iii. Details of all appropriations from the Petroleurmé&uincluding those relating to
transfers to the State Budget and

iv. Where appropriate, notes to financial statements.

b) A report of the Minister, describing the activitiefsa financial nature developed by the Petroleum
Fund in the past year, including all opinions issbg the Investment Advisory Board, any
reports prepared by the Independent Auditor undgcla 35, and issues or specific matters,
which in the opinion of the Minister deserve theecar interest of Parliament;
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c) Areport on the investment policy in accordancélite provisions of Article 14.5;

d) A statement by the Director of the Treasury on argounting issues or practices that reading the
report has caused, which may affect materiallyinterpretation of the securities or financial
instruments referred to therein;

e) Income earned during the financial year from thegtment of Petroleum Fund assets, and its
comparison with yields obtained in the three imragaly preceding years;

f) A comparison between the nominal yield obtainedhthe investment of Petroleum Fund assets
with regard to their real income after adjustingifdlation;

g) A comparison of nominal income obtained by invegtime Petroleum Fund assets with the
performance benchmarks that have been referrguideided to the Minister pursuant to Article
16.1;

h) A comparison of the Estimated Sustainable Incomé¢hi® current financial year with the total
transfers from the Petroleum Fund in that year;

i) Inthe event of borrowing by the Government witl torresponding debt guaranteed by this
Fund, a contingent liability that is reflected hetreport and accounts of the Petroleum Fund in
order to be rigorous and sow the real financiadypecregarding the expected net financial
position of assets and savings rate, sovereignthwesaid

i) Alist of office holders that are relevant to thfeetive operation of the Petroleum Fund and its
performance, including:
i. The Minister;
ii. The Director of Treasury;
iii. Members of the Investment Advisory Board;
iv. The external investment managers;
v. The President of the entity designated as Opetidanager;
vi. Members of the Petroleum Fund Consultative Council.

2. The sources of information indicated in the prexggiaragraph, including all reports and statements
therein, in whatever form, are to be attached ¢éofthnual Report in their original unedited version.

Article 33
Payments to the Petroleum Fund Account

1. For all purposes of the law, an obligation to payp ithe Petroleum Fund will only be consideredyfull
complied with, at the time the amount owed has losposited, free of any conditions, into the single
account designated for revenue assigned to thel@etn Fund.

2. Notwithstanding the preceding paragraph and Artick the obligation to deposit, free of any coodis,
the revenue from the investment of Petroleum Fuaseéta will be considered fully complied with asrsoo
as this receipt is credited in a bank account bglthe Operational Manager assigned to the solegser
of managing the Petroleum Fund.

Article 2
Operational Manager

Reference to the Central Bank in articles 6, 7,336and 32 is replaced by Operational Manager.

Article 3
Republication

The Petroleum Fund Law, approved by Law No 9/2005 August, with the changes now introduced, is
republished in annex as an integral part of this la

Article 4
Entry into force

This law shall come into force on the day followitgypublication.
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Approved on August 23, 2011
The President of the National Parliament.

Fernando La Sama de Araujo

Promulgated on September 19, 2011.
To be published.
The President of the Republic,

José Ramos - Horta




Revision to the Petroleum Fund Law, promulgated in September 2011. Unofficially translated by La’'o
Hamutuk. For more information, see http://www.laohamutuk.org/Oil/PetFund/revision/10PFRevision.htm.

VI.

ANNEX |

CALCULATION OF ESTIMATED SUSTAINABLE INCOME FOR AF INANCIAL YEAR

The Estimated Sustainable Income for a financial y@the maximum amount that may be appropriated
from the Petroleum Fund in a given financial yéaaying sufficient resources in the Petroleum Fand

an amount equal to the current value to be withdriogever, subject to appropriation in following
financial year calculated in accordance with thenida contained in the following paragraphs Il dhd

Estimated Sustainable Income for a financial ys@&aiculated according to the following formula:
r x petroleum wealth

where:

r is the estimated real rate of return, on thestments of the Petroleum Fund, assumed to be 3%
for the purposes of this calculation.

In this annex, “Petroleum Wealth,” is calculatethgghe following formula:

n

R
V -+ valor actualizado (R, Rj,...., Ry) =V + HTJ,:O*;

1=0
Where: [valor actualizado = “net present value”]
\% is the estimated value of the Petroleum Fundeathtbse of the previous financial year

RO R1, etc. are published official projectionstué £xpected annual revenues to the Petroleum Fund,
minus the amounts obtained in the current finanaak (RO) and in future financial years (R1,
etc.) related to return on investment

[ is the nominal yield estimated long-term to therent portfolio of investments for the Petroleum
Fund, according to their terms.

n Number of years estimated for the exploitatiosmfereign petroleum resources, after which that
source of revenue to the Petroleum Fund is exhdwuste

The wealth will be calculated at the beginningle financial year, assuming that revenues will be
received mid-year.

The assumptions on which these calculations areimaplaragraphs Il and Il above shall be clearly
stated and explained, and in subsequent calcutatamy changes in such assumptions must be clearly
stated and explained.

The assumptions made, without exception, shallrbdgmt, reflecting international best practice and
based on internationally recognized norms.

The amount determined in accordance with the foaroohtained in paragraphs Il and Il above shall be
certified by an Independent Auditor.



