HERITAGE AND STABILISATION FUND
2018 ANNUAL REPORT



PURPOSE

The Heritage and Stabilisation Act, No. 6 of 2007 (hereinaller called "the Acl") eslablished the
Heritage and Stabilisation Fund {(hereinaiter called “the Fund”) with effect from March 15, 2007, for
ihe purpose of saving and investing surplus petroleum revenues derived from production business

in order to:

(a) Cushion the impact on or sustain public expenditure capacity during periods of
revenue downturn whether caused by a fall in prices of crude oil or natural gas;

(b) Generate an alternate stream of income so as to support public expenditure
capacity as a result of revenue downturn caused by the depletion of non-renewal

pelroleum resources, and

(c) Provide a heritage for future generations of cilizens of Trinidad and Tobago from
savings and investment income derived from the excess petroleum revenues.
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CHAIRMAN’S FOREWORD

Since the slump in energy prices in fiscal 2015/16, the Government has taken a range of measures
to reduce the resulting fiscal imbalance and contain the increase in public debt. The main instrument
has been a fiscal adjustment package that included a range of revenue measures and a sharp
cutback in government expenditures. This was supported by a series of asset sales and by two
drawdowns from the Heritage and Stabilisation Fund (HSF) for stabilisation purposes in fiscal
2015/16 and 2016/17.

The fiscal year 2017/18 saw a moderate rebound in global energy prices when compared with the
previous two years. Nevertheless, energy revenues continue to lag behind budget expectations
due to production shortfalls by the main producers, administrative defays in the implementation of
the new royalty regulations and the non-payment of taxes by Petrotrin because of financial
difficulties. Accordingly, notwithstanding the higher energy prices, there were no transfers to the
HSF in 2017/18.

QUARTERLY PETROLEUM REVENUES FY 2017/2018

JUS$ Millions/

Petroleum Revenues Variance
Projected Actual'
Quarter 1 1,079.28 787.85 (291.43)
Quarter 2 1,185.88 700.29 (485.59)
Quarter 3 1,469.25 1,266.58 (212.68)
Quarter 4 1,522.91 1,372.05 (150.86)
Total 5,257.33 4,116.76 {1,140.56)

With no transfers to the HSF since July 2013, the increase in the Fund has come solely from
investment returns. The positive returns were eked out in challenging conditions with elevated
volatility in global financial markets and heightened anxiety over the impact of increased
protectionism on global trade activity. Unfortunately, while investment retumns in 2017/18 exceeded
the benchmark, at 3.79 per cent, they were below the average for the last five years. (5 year average
5.60%).

| Preliminary actual petroleum revenues



Historical Performance — Financial Year Return

Financial Year End Portfolio (%) Benchmark (%)
Seplember 2013 8.63 7.26
September 2014 7.65 5.60
September 2015 2.47 1.13
September 2016 5.83 6.29
September 2017 8.256 6.55
September 2018 3.79 2.65

The stow growth of the Fund in 2017/18 underscores the urgent need for revisions in the
legal and operational modaiities of the HSF. In addition to seeking a more rapid increase in the
Fund balance, the amendments should also seek to better integrate the operations of the Fund with

the fiscal policy stance.

Some of the amendments that are currently being considered include:

- Revising the methodology for calculation of the budget energy prices. This is required as
increased volatility in global energy markets has made the current 11 year average

formula less reliable.

- There is a need for a more comprehensive revision of the energy tax regime and in the
current system transfer pricing.

- After more than ten years, there is a need for a review of the strategic asset allocation.

In the course of this review, there would finally need to be a decision on whether the Fund should
remain as a hybrid Heritage and Stabilisation Fund or should be separated into two funds, each
covering the savings and stabilisation objectives.
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- GOVERNANCE

The Board of Governors

The Heritage and Slabilisation Fund Act provides that the Fund be governed by a Board of
Governors who under Section 9, has the responsibility for the management of the Fund.
Section 10, howevar, provides for the Board lo delegale ils management responsibility to

the Cenlral Bank of Trinidad and Tobago.

The Board decides on the investment objectives, and approves the manner in which the

funds are lo be invested by the Central Bank.

The Board submits to the Minister of Finance, quarterly and annual investment reports on

the operation and performance of the Fund.

The Minister of Finance

The Minister of Finance advises the President on the appointment of the Board in
accordance with the Act, and is responsible for approving deposits and withdrawals from

the Fund in accordance with the provisions of the Act.

The Trinidad and Tobago Parliament

Pariiament passed the enabling legislation and continues to have ultimate oversight of the
Fund, which is exercised through the review of annual reports and audited financial
statements, no later than four months following the end of the financial year.

This reporting requirement gives the people of Trinidad and Tobago an opportunity to
assess the Fund’s performance, thereby fostering transparency and accountability, and

ensuring effective ownership of the Fund by the population.



The Management of the Fund

» The Central Bank is responsible for lhe day-to-day management of the Fund
(to meel Investmen! Objeclives of the Board) and reports quarlerly and annually to the

Board.

» The Schedule to the Act details the responsibilities of the Central Bank.

DEPOSITS AND WITHDRAWALS
The Act oullines the deposit and withdrawal rules, which the Ministry of Finance must apply

regarding the Fund.

Deposits
Sections 13 and 14 of the Act detail the conditions under which excess pelroleum revenues must

be deposited in the Fund.

Quantum:
» A minimum of sixty per cent of the total excess (difference between estimated and actual)

revenues must be deposited to the Fund during a financial year.

» Estimated petrofeum revenues are calculated based on defined international sources.

Timing:
» Deposits to the Fund are to be made quarterly, no later than one manth following the end of

the quarter in which the deposit was calculated. Quarter under the Act refers to the three-
month period ending December, March, June and Sepiember of each year.

Withdrawals

Saction 15 of the Act outlines the conditions under which amounts may be withdrawn from the Fund.

Quantum:
» Where the petroleum revenues collected in any financial year fall below the estimated

petroleum revenues for that financial year by at least ten per cent, withdrawals may be made

from the Fund.



 Limitations on Withdrawals

« The withdrawal is limiled 1o sixly per cent of the amount of the shortfall of petroleum

revenues for the relevan! year; or

« Twenty-five per cenl of the balance of the Fund at the beginning of that year, whichever is

the lesser amount.

e The Act precludes any withdrawal where the balance standing to the credit of the Fund
would fali below one billion US dollars if such withdrawal were to be made.



OVERVIEW OF ACTIVITIES

Reports to the Parliament
The Annual Report 2017 and the Audited Financial Stalements for the period ending September

30, 2017 were presented lo the Parliamenl in January 2018.

Deposits/Withdrawals to the Fund
There were no deposits nor were there any withdrawal from the Fund during the 2018 financial

year.

Governance
The Board of Governors of the HSF met all legal and statutory requirements in the discharge of its
funclions and mainlained its governance oversighl as required by law during the review period. As

prescribed by legislation, the Board held six ordinary meetings during the financial year 2017/18.



- INVESTMENT REPORT

Executive Summary

The Herilage and Stabilisation Fund {HSF) generated a return of 3.79 per cent for the financial year
ended September 30, 2018. This compares with a gain of 2.65 per cent for its Sirategic Asset
Allocation (SAA) benchmark. The main driver of the fund's return was ils exposure to the equity
markets. The fund’s equity holdings generated positive returns for the financial year, despite
faltering in the second quarter amid elevated volatility in financial markets and growing trade
tensions between the US and its major trading partners. However, the rising rate environment in
the United States negatively impacted fixed income assets. As a result, the Fund's exposure to

fixed income assets detracted from overall returns.

Among the Fund's four mandates, the US Core Domestic Equity portfolio delivered the strongest
performance with an absolute return of 17.52 per cent, while the Non-US Core international equity
mandate returned a disappointing 2.53 per cent. On the other hand, both Fixed Income mandates
delivered negative returns, with the US Short duration detracting 0.37 per cent from returns whilst

the US Core Fixed income mandate declined 0.72 per cent.

The Fund's performance over the year was against a backdrop of moderated, less synchronized
global growth that was nonetheless expansionary. Growth in developed markets was affected by
developments in the US where tax cuts kept the economy accelerating whilst other regions saw a
slowdown in economic growth. With tightening labour markets and an increase in inflation
expectations, major Central Banks lowered their leveis of monetary accommodation. Additionally,
the US threatened and implemented tariffs which drew retaliatory responses from affected
economies which contributed to global growth concemns. Further, ongoing political risk in Europe
dampened activity and sparked speculation around a potential slowdown. As a result there were
bouts of heightened volatility during the year and global equity markets generated mixed returns

over the period.

As at the end of September 2018, the Fund’s Net Asset Value stood at US$5,965.8 million, up from
US$5,762.5 million one year earlier. During the financial year, there were no contributions made to

the Fund.



Fund Highlights

3.79 per cent

1 Year Return to September 2018

US$ 5,965.8 million
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Macroeconomic Environment

Global economic activity during the financial year ended September 2018 was steady from the
previous year's rate. According lo the International Monetary Fund's Oclober 2018 World Economic
Outlook, global output is projected to expand by 3.7 per cent in calendar 2018, the same as in 2017.
However, among the developed economies, mosl experienced a slower pace of growlh wilh the
exception of the United States. Escalating trade tension between the world’s two largest economies,
the US and China, as well as broader prolectionist trade policies, dampened export and
manufacturing activity throughout Europe and Asia. The negalive effects materialized towards the

end of the financial year and resulied in a cautious outlook.

In the United States (US), economic growth was broad-based as GDP growth increased to 3.0 per
cent over lhe year compared lo 2.3 per cenl over the previous financial year, Fiscal slimulus
delivered through tax cuts in the first quarter of the financial year provided a boost in ouipul while
a strengthening labour market, with unemployment falling from 4.2 per cent to 3.7 per cent, also
helped to support consumer confidence and consumption  The Federal Reserve Bank (Fed)
increased its benchmark interest rate by 0.25 per cent four times during the financial year
2017/2018 to end at a target range of 2.00 per cent fo 2.25 per cent. The Fed also reduced its
balance sheet over the period, bringing an end to its monetary accommodation.

In the Eurozone, economic growth slowed to 1.7 per cent over the financial year 2017/2018 and
the region contended with heightened political risk. A number of issues affected the Euro area,
including trade tensions and protectionism as direct trade tariffs on European products as well as
the broader globat trade disputes dampened export demand. Further, uncertainty about the future
of the Italian economy, the risks associated with the ongoing Brexit negotiations and concerns that
the financial crisis in Turkey can spread to other markets also weighed on sentiment. However, the
unemployment rate in the Eurozone declined over the year, reaching 8.1 per cent, its lowest level
in ten years. The European Central Bank held rates steady over the year, but further reduced its
monthly bond purchases re-iterating the banks’ commitment to providing ample levels of monetary

accommodation for as long as necessary.

The economy of the United Kingdom (UK) demonstrated resilience over the year, as it recovered
from a temporary downturn earlier in the year, ending the year with GDP growth at 1.2 per cent.
inflation moved above the bank’s 2.0 per cent target and remained at elevated levels, supported in
part by higher employment and wage growth. Despite the uncertainty over the ongoing Brexit



negotialions, the Bank of England (BOE) raised rates by 25 basis poinls on lwo occasions over the
financial year 2017/2018, ciling rising domeslic inflationary pressures. Nonelheless, the committee
acknowledged the need for its rate hiking cycle to be gradual and limited as the UK prepares (o

leave the European Union in March 2019.

In contrast, Japan ended its longes! period of growth since the 1980's in the second quarter of
financial year 2018, when Gross Domestic Product (GDP) contracted due to broad-based declines
in domestic demand. While economic activity recovered somewhat thereafter, in the three months
lo September 2018, output fell once again as the couniry contended with a series of natural
disasters which dampened domestic consumption while the rise in trade protectionism hurt
overseas demand. The tenuous economic environment and subdued inflation outlook resulted in

the Bank of Japan (BOJ) maintaining its accommodative monetary policy stance.
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CHART 2

INFLATION RATES: SELECTED DEVELOPED ECONOMIES
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Financial Market Review

Volatility returned to the financial markets in the first quarter of 2018 amidst investors’ concerns
over the escalating trade tensions belween the US and China and expectations for higher inflation
in the US. The Chicago Board Options Exchange Volatility Index (VIX}), a proxy of investor anxiety,
climbed to a high of 37.32 points in February 2018 from 9.51 points al the end of Seplember 2017
(Refer to Chart 3). The index subsided fo 12.12 points by the financial year end given the
improvement in investors' outiook for the global economy. The European equivalent, the Euro Stoxx
50 Volatility Index (VSTOXX), also increased over the period; to 14.76 points from 12.12 points as
at September 30, 2017.

CHART 3
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Positive economic dala and strong corporate earnings boosted equity markels’ performance during
the second half of the financial year. In the US, the S&P 500 index relurned 17.90 per cent for the
financial year ended September 2018 {See Chart 4). This compares with a return of 18.60 per cent
for the previous year. While gains were broad-based, growth seclors such as Consumer
Discretionary and Information Technology outperformed the traditionatl defensive seclors such as

Consumer Staples and Ulilities.

In Europe, equity returns were generally more modest as geopolitical risks in the UK and ltaly
weighed on investors. UK's FTSE 100 index gained 6.00 per cent over the period, compared with
a return of 11.21 per cent in the prior year. Germany’s DAX 30 index, however, fell 4.54 per cent

compared with a gain of 22.05 per cent in the previous financial year.
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With respect to the currency market, most major currencies depreciated relative to the US Dollar
as the divergence in monetary policy between the United States versus other developed countries
broadly supported a stronger dollar. The British Pound and Euro depreciated 2.74 per cent and

1.78 per cent vis-a-vis the USD respectively (Refer to Chart 5).
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US Treasury yields rose in tandem with monetary policy rates and investors' expectations for higher
inflation. The 2-year and 10-year rates increased 134 baslis points and 73 basis points to end the
period at 2.82 per cent and 3.06 per cent, respectively (Refer to Chart 7). The curve flattened
significantly over the year and the spread between the 2-year and 10-year rates decreased by 61

basis points to 24 basis points at the end of the financial year.



~ Spread products therefore outperformed similar duration US Treasuries as sectors thal were
exposed lo less inlerest rate risk generally delivered higher returns. The US Asset-Backed

Securities sector of the Barclays US Aggregate Index gained 0.51 per cenl for the financial year

ended September 2018.
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Non-US developed sovereign bond yields also increased over the financial year (Refer to Table 1).
In the U.K., the BOE raised rates for the first time since the financial crisis, however, the possibility
that the bank would have to reverse course in the event of a disorderly Brexit somewhat tempered
the increase in Gilt yields, The 10-year Gilt rose 21 basis points to 1.57 per cent at the end of the
period. In Europe, ltalian yields rose sharply given the increasing likelihood that the governing
coalition’s 2019 budget draft would be rejected by the European Commission. Investors demanded
greater compensation for the heightened political risk, driving yields higher by 104 basis points to
end the financial year at 3.14 per cent.



TABLE 1

G-7 GENERIC GOVERNMENT 10-YEAR YIELDS
/PER CENT/

Generic Government 10-Year Yields Change
Per Cent
Country {Rer.Cont) (Basis Points)
Sep2017 |  Sep2018 -

G A R A T e AR B
Camadlan | 210 | 243 | 33

Source: Bloomborg




Strategic Asset Allocation

a) Portfolio Desired Allocation
Since January 2011, the Fund's investment portfolio? was fully invested in the four major asset

classes shown in Charl 8 below,

CHART 8
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b) Portfolio Composition

During the financial year ended September 2018, the asset classes of the Fund deviated from their
Strategic Asset Aliocation (SAA), primarily as a result of asset valuation changes. With the
outperformance of the equity mandates, the overweight positions of these mandates neared limits
and the portfolio was rebalanced in January in order to comply with the allowable deviation range
of +/- 5 per cent. In this regard, a total of $175.474 million was withdrawn from the US Core
Domestic Equity and Non-US Core International Equity mandates and re-allocated to the US Short
Duration and US Core Fixed Income mandates. As at September 30, 2018, the US Core Domestic

 Secton 4 of the HSF Operatianal and Investment Policy states that the Central Bank may hold cash and cash
equivalent in order to cover day-to-day liquidity needs and the remaining portion calied the Investment Fortfolio would
be invested in accordance with the strategic asset allocation (SAA) approved by the Board.



_ Equity and Non-US Core International Equity mandates maintained an overweight allocation of 4.07
per cent and 1.45 per cent, respectively. Consequently the US Short Duration Fixed Income and
US Core Domestic Fixed Income mandates carried allocations below their target weights of 2.73
per cent and 2.79 per cent, respeclively. The Fund’s SAA and the portfolio composition over the

2017/2018 financial year are shown below (Table 2, refers).

TABLE 2

PORTFOLIO COMPOSITION RELATIVE TO THE APPROVED SAA
/PER CENT/

Dec-17 Mar-18 Jun-18 Sep-18

Asset Class Target Actual Actual Actual Actual |
Weight %aof  %of % of %of |

i
SAA Pund Pund Fund Fund I
25.00 20.82 22.65  22.64 22.27 '!

US Short Duration Fixed Income

US Core Domestic Fixed Income 40.00 36.99 37.89 37.81 37.21

US Core Domestic Equity 17.50 21.62 19.84 20.43 21.57

Non-US Core International Equity  17.50 20.57 19.62 19.12 18.95

FPortfolio \Weights

Totals may not sum to 100 due to rounding.



CHART 9

ASSET COMPOSITION OF THE HSF PORTFOLIO
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c) Fund Value
The total net asset value of the Fund as at the end of September 2018 was US$5,965.8 million,
compared with US$5,762.5 million at the end of September 2017. Of this total, the investment
portfolio was valued at US$5,965.7 million, while the remaining portion (US$0.18 million) was held
in cash to meet the day-to-day expenses that arise from the management of the Fund.



~ Portfolio Performance

The Fund's investment portfolio earned 3.79 per cent for the financial year ended September 2018,
compared with a return of 2.65 per cenl for the SAA benchmark. The return on the Fund's

investment portfolio was primarily driven by the strong performance of the US Core Domeslic Equity

market, The fixed income portion detracted 0.33 per cent from the overall portfolio return.

TABLE 3
CONTRIBUTION TO ANNUAL RETURN
FY 2017/2018
IPER CENT/
Beginning Portfolio Benchmark
Portfolio Weights Woeighted Woeighted
30-Sep-17 Return Return
COMPOSITE PORTFOLIO 100.00 3.79 2.65
US Short Duration Fixed Income 21.34 -0.07 -0.15
US Core Fixed Income 37.64 -0.26 -0.48
US Core Domestic Equity 20.80 3.54 297
Non US Core International Equity 20.21 0.59 0.33

*portfolio and Benchmark returns may not sum to the Composite Return as they are geometrically-linked.

CHART 10
ABSOLUTE RETURNS BY MANDATE
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On an absolute return basis, the Equity portion of the Fund posted another posilive return over
the financial year ended September 2018. Despite withdrawing US $175.5 million from the equily
portfolios during the re-balancing process in January 2018, the net assel value of the equily
holdings increased to $2,417.4 million, from US$2,363.3 million one year earlier.

The US Core Domestic Equity portfolio gained 17.52 per cent, compared with a total return of
17.72 per cent for its benchmark, the Russell 3000 ex Energy fndex. This underperformance was
due to a combination of sector allocation and stock selection decisions, particularly within the

information technology and healthcare sectors.

The Non-US International Equity portfolio gained 2.53 per cent, outperforming the MSCI EAFE
ex Energy Index which returned 1.61 per cent. The outperformance of the portfolic was attributed
to the managers’ security selection across the consumer staples, financials and materials sectors

as well as selection decisions in Europe, Auslralia and New Zealand.

The Fixed Income portion of the Fund detracted from overall performance. On an absolute basis,
the US Short Duration Fixed income and the US Core Fixed Income mandates generated negative
returns for the financial year. However, on a relative basis, the Fixed Income mandates
outperformed their SAA benchmarks. As at the end of September 2018, the net asset value of the
two mandates totaled US$3,548.3 million, up from US$3,399.0 million one year earlier. The
increase in value reflects the rebalancing activity which occurred in January 2018, when $174.1

million was re-allocated from the equity mandates.

The US Short Duration Fixed Income mandate returned a negative 0.37 per cent, compared with
a loss of 0.58 per cent for its benchmark, the Bank of America Merrill Lynch 1- 5 year US Treasury
Index. The outperformance of the portfolio relative to its benchmark was attributed to the portfolio’s
shorter duration position and its exposure fo spread assets, such as U.S. government-related
agency securities, securitized producis, and Non-U.S. government debt,

The US Core Domestic Fixed Income mandate returned -0.72 per cent over the financial year
ended September 2018. This mandate outperformed its benchmark, the Barclays Capital US
Aggregate Bond index, by 50 basis points. The portfolio benefitted from its sector allocation to and
security selection within investment grade corporate bonds, agency mortgage-backed securities
and asset-backed securities. Duration and interest rate strategies also provided incremental gains

to performance,



Portfolio Risks

The main risks for the Fund are credil, concentration, inlerest rate, and currency risks. The

paragraphs below indicate how these risks are mitigated.

(a)  Credit Risk
For fixed income instruments, credit risk is mitigated by the use of credil conceniration limils as

well as minimum credit quality ratings. Bonds must have an implied investment grade rating as
defined by Standard and Poor's, Moody's or Filch. Should the required ratings on an existing fixed
income security fall below the minimum standards, the security must be sold within an agreed upon
timeframe. Over the financial year, the average credit quality was “AA+" and "AA” for the US Short

Duration and US Core Fixed Income Portfolios, respectively.

(b) Concentration Risk

Concentration or Diversification Risk is minimised by investing across various asset lypes. The
portfolio is currently invested across four asset groupings as follows: US Short Duration Fixed
income, US Core Domestic Fixed income, US Core Domestic Equity and Non-US Core
International Equity. The Asset classes in which the Fund invests react differently under a given
market condition. As such, it is likely that when one asset class has strong retums, another may
have lower returns. The Fund's investments are also diversified across a number of assets with
the aim of securing a positive return under a range of market conditions and fo lower the total risk
of the portfolio. In addition, Concentration Risk is minimised within asset groups. For the equity
portfolios, this Risk is managed by imposing a maximum percentage holding of 3.0 per cent of any
security's outstanding shares, as well as a maximum sector deviation relative to the benchmark of

5.0 per cent.

(c) Interest Rate Risk
interest Rate Risk is managed using a weighted average effective duration limit on the respective

portfolios, with an allowable range of one (1) year longer or shorter than the weighted average
duration of the respective benchmarks. Table 4 shows the weighted average duration for the us
Short Duration and US Core Domestic Fixed Income portfolios as at September 30, 2018.



TABLE 4
WEIGHTED AVERAGE DURATION

IYEARS/
Mandate Portfolio Benchmark
US Short Duration 2.46 2.64
US Core Domestic Fixed Income 5.80 5.91

{d)  Currency Risk

Currency risk is managed by containing and managing the exposure to non-US dollar instruments.
The Fund is invested in twelve currencies in addition to the US dollar. These currencies include the
Euro, Japanese Yen, Pound Sterling, Australian dollar, Swiss Franc dollar and Swedish Krona. For
the Fixed Income and US Core Domestic Equity mandates, no more than 10 per cent of the market
value of the portfolio can be invested in securities which are denominated in currencies other than
the US Dallar. The Non-US Core International Equity Portfolio is comprised primarily of non-US
dollar denominated securities, and the Fund accepts the currency risk inherent in the relevant
benchmark. For this mandate, currency hedging is permitted up to 15 per cent of the market value

of the portfolio using the US dollar as the base currency.

TABLE 4

PORTFOLIO CURRENCY EXPOSURE
CURRENCY EXPOSURE (%)
US DOLLAR 81.68
EURO CURRENCY 5.44
JAPANESE YEN 5.53
POUND STERLING 2.67
SWISS FRANC 1.26
SWEDISH KRONA 0.24
SINGAPORE DOLLAR 0.42
AUSTRALIAN DOLLAR 0.90
HONG KONG DOLLAR 0.74
NORWEGIAN KRONE 0.50
DANISH KRONE 0.27
NEW ISRAEL! SHEQEL 0.23
NEW ZEALAND DOLLAR 0.00
CANADIAN DOLLAR 0.13
COMPOSITE 100.00

* Figures may not sum to 100 due to rounding.



APPENDIX |
HERITAGE AND STABILISATION FUND
FINANCIAL YEAR PORTFOLIO VALUATION
fusp/

Financial Year

Accumulated

Surplus & Ly LY
Total Contributions/
Valuation Date Net Asset Value : Unrealized
Comprehensive : (Withdrawals)
Capital
i1l Gains/Losses

September 30, 2007 1,766,200,701 41,966,361 41,966,361 321,706,043

| September 30, 2008 2,888,421,556 68,412,770 110,379,131 1,054,174,457
September 30, 2009 2,964,686,478 76,248,61 186,755,766 -

i

| September 30, 2010 3,621,984,041 177,645,460 364,361,226 477,344,263

|

| September 30, 2011 4,084,016,158 9,715,841 374,074,087 451,400,519
September 30, 2012 4,712,376,278 420,693,705 794,770,772 207,550,846
September 30, 2013 5,154,027,747 399,007,950 1,193,778,722 42,519,782
September 30, 2014 5,533,425,248 379,167,024 1,572,945,746 =
September 30, 2015 5,655,143,565 120,639,605 1,693,585,351 -
September 30, 2016 5,684,246,290 305,452,096 1,899,037,447 (375,050,860)
September 30, 2017 5,762,544,777 429,475,446 2,428,512,893 (252,548,048)
September 30, 2018 5,965,847,092 203,717,910 2,632,230,803 -
I T T e e e e T e o S
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APPENDIX 11
HSF PORTFOLIO
HISTORICAL PERFORMANCE SINCE INCEPTION

Financial Year Return Annualised Return Since [nception

nangaleagendh Portfolio Benchmark Excoess Portfolio Benchmark  Excess
() (") (bps) (%) (%) (bps)
September 2007 297 2.95 1.89 5.48 5.44 3.50
September 2008 3.62 3.50 1212 4.34 4.25 9.37
September 2000 2.80 3.18 -37.81 3.81 3.91 -10.01
September 2011 0.79 1.14 -34.69 3.80 3.87 -7.13
! September 2012 10.73 10.18 55.01 5.38 5.33 5.20
September 2013 8.63 7.26 137.06 5.40 5.16 24.01
September 2014 7.65 5.60 204.51 5.69 5.22 47.69
September 2015 2.47 113 134.06 531 4.73 58.12
September 2016 5.83 6.29 -45.72 534 4.87 4712
September 2017 8.25 6.55 170.48 5.64 5.05 58.79
September 2018 3.79 2.65 113.37 547 4.84 63.61

R e e S s L.

Note * These returns are for the period March 2007 to September 2007.

(1} InMay 2008, US Treasury instrumenis were added to the HSF portfolio. As a result, the performance benchmark
for the HSF porifolic becamea a blended benchmark which comprised of 2.5% Merrill Lynch US Treasury 1-5
Years Index and 97.5% US One-month LIBID Index.

(2) In August 2009, International Equities and Fixed Income Securities were added to the HSF portfolio. The
performance benchmark for the HSF porffolio became a blended benchmark which comprise, Bank of
Amenca/Merill Lynch US Treasury 1-5 Years Index, US One-month LIBID Index, Barclays US Aggregate, Russall
3000 ex Energy, and MSCI EAFE ex Energy.

(3) InJanuary 2011, the HSF Portfolio achieved its Strategic Asset Allocation where the portfolio was invested in four
assets classes. US Short Duration Fixed Income {25%), US Core Fixed Income (40%), US Equity (17.5%) and
Non-US International Equity {17.5%).
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PORT QF THE AUDITOR GENERAL OF THE REPUBLIC OF TRINIDAD AND
? \C =) Y. ' BERILAGE AN
VEAGO FOR

u,. i"é AR ENDED 30 SEPTEMBER 2015

QFINION

The financial statements of the Heritage and Stabilisation Fund (the Fund) for the
year énded 30 Septcmbar 3018 have been sudited. The stdtements as set out on pages 1 to
34 comprise a Statement of Financial Resition as at 30 September 2618, and the Statement
of Comprehensive Income, a Statement of Changes in Equity and a Statement of Cash Flows
for the year ¢nded 30 Scptembur 2018 and Noiys to the financial statements numbered | to
15, including a summary of significant dccounting policies.

2. In my opinion, the accompanying financial statements present fairly, in all material
tespeots, the financial position of the Fund as at 30 S¢ptember 2018 and its financidl
performance and its cash flows for the year then ended in accordance with International

Financial Reporting Standards.

BASIS EOR OPINION

3. The audit was conducted in accordance with accepted auditing standards. The
Auditor General’s responsibilitics under those standards are further described in the
Auditor's Responsibilities for the Audit of the Financial Statements section of this report.
The Auditor General is independent of the Fund in accordance with the ethical requirements
that are relevant to the audit of the financial statements and other ethical responsibilities
have been fulfilled in accordance with these requirements. It is my view that the audit
evidence obtained is sufficient and appropriate to provide a basis for the above audit

opinion.

OTHER MATTER
4.1  Without qualifying the above opinion, attention is drawn to the following matter

which was raised in the Auditor General's Report on the financial statements of the Fund for
the year ended 30 September 2008. At paragraph 6 of that Report it was stated as follows:

‘(i)  Section 13 (1) of the Act states:
“Where petroleum revenues collected in each quarter of any financial year ~



e S e+l

@  excead #he estingged pwrvicum yevenmins for that qyonter of g finceiol
vear by mave thap ten pmr cent, (ke surrenvy df the Uniied Sipies of Anwrica
equivlent of the excess revamye shal be withdrawn fram the Consdlidated Fiond
and depasited to the Fund'in acodrdence with sactign 14(1); ar

M exceed the estinymed petydleup veveraes for thiy quarter of afinancial yeur
but do not excerd such estinatted Favenurs by at least ten gor ceni, the Minister may
direct that the curvency of the United States of Americo eyulvalent of all ar part of
the excessrevenue shafl be witkidrawnifrom the Consolidaied Fynd and deposited 1o

the Rind in acaafdance with qection 14(1).

(ii),  Seotipn 14 (@) of the Achstates:
“4 minimum of sixty per cent of thi aggregate of the excess rovenves shall bé
deposited 1o the Fymd during a financial year. "

(i) The dbove quoted sections of the Act are ogen to intemretation. It is
recommended ‘that suitdble amengiments be made to the Act to provide for
greater clarity with regard to deposits to the Fund.’

4,2 It was s¥en that action is heing taken with respact to this matter.

5. Management of the Fund is responsible for the preparation and fair presentation of
these finangial statements in accordance with International Financial Reporting Standards
and for such internal control as management determines is necessary to enable the
preparation of financial statemnents that are free from material misstatement, whether due to

frand or error.

6. In preparing the financial statements, management is responsible for assessing the
ability of the Fund to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concem basis of accounting unless management either
intends to liquidate the Fund or to cease operations, or has no realistic alternative but to do
$0.

7. Those charged with governance are responsible for overseeing the financial reporting
process of the Fund.

FINANC]/

8. The Auditor General's responsibility is to express an opinion on these financial
statements based on the audit and to report thereon in accordance with section 116 of
the Constitution of the Republic of Trinidad and Tobago and Section 16 (1) of the
Heritage and Stabilisation Fund Act, Chapter 70:09

-



10.

The Auditor Genoral’s abjectives are to obtkin repsonable assuranoc sbout
whether the financial statements 68 a whole ate free from ntiterinl misstatement,
whether due to fraud or érron, and to jssue an sudit repcrt thet incluges his opinion,
Reasanable assurance is a high level of assurance, but is not a guaraniee that an audit
conducted in accordance with auditing standerds will always detect a meterial
missiatoment when it exists, Missiatements ciin arise from fraud or érror and are
consldered material if, individually or in the aggrepate, they could reagonably be
expected to influence the economic decisions or ustrs taken on the basis of these

financial statbments.

As part of an audit in accordance with accepted auditing standards, the
Auditor General exercises professional judgment and maintains professional
skepticism throughout the audit. The Auditor General also:

o Identifies and asscsses the risks of;material misstatement of the financial
statements, whether due 1o fraud or error, designs and performs audit
procedures responsive to thosg risks, and obtains audit evidence that is
sufficicnt and appropridte to provide a basis for an opinion. The risk of
not dotcoting o materinl misstatement resulting from fraud is higher than
for one resulling from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal

control,

¢ Obtains an understanding of intemal control reievant to the audit in order
to design andit procedures (hat are appropriate in the circumstances, but
nol for the purpose of expressing an opinion on the effectiveness of the
internal controls of the Fund.

e Concludes on the appropriateness of management’s use of the going
concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the ability of the Fund to continue as a
going concemn. [If the Auditor General concludes that a material
uncertainty exists, the Auditor General is required to draw attention in his
audit report to the related disclosures in the financial statements or, if
such disclosures are inadequate, to modify his opinion. The Auditor
General’s conclusions are based on the audit evidence obtained up to the
date of his audit report. However, future events or conditions may cause
the Fund to cease to continue as a going concern.

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



13. The Auditor General communicates with those charged with governance regarding,
among other matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencles in internal contro} that were
identified during the audit.

A\

MAJEED ALI
AUDITOR GENERAL

29™ NOVEMBER, 2018
PORT OF SPAIN
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Heritoge and Stabilisation Fund of the Republic of Trinidad and Tobago

ASSETS

Current assels

Cash and cash equivalents

Fimancin! essels

Statement of Financelnl Position
as ul 30 Sepicmber 2018
(Expressed in United States Dollary)

Notes

Reccivables and prepayments

TOTAL ASSETS

LIABILITIES

Current abilities

Other payables

T mancl abiites

TOTAL LIABILITIES

NET ASSETS

PUBLIC EQUITY
Contributed capital

o

Available-for-sale financial assets

revaluation reserve
Accumulated surphis

TOTAL EQUITY

(sl (il Mass

MR. } WART WILLLAMS
{Charman)

Scp-18 Sep-17
5 ]

89.164.701 117.831,166
3.912.771,949 5.666.934,664
342,746,869 222.208,186
6,244,683,519 6,006,974,016
282,223,622 247,653,686
953,935 1,532,278
283,177,557 249,185,964

5,961,505,962

5,757,788,052

3,320.275,159 3,329,275.159

421,113,383 481,338,298
2,211,117.420 1,947,174,595
5,961,505,962 5,757,788,052

/Ve /.qu///

MR. BEVYAN HAR'[NE;».mpi{

The accompanying noifez jorm an integral part of these financial siair menis

1



Heritage and Stnbilisation Fund of the Republic of Trinidad and Tobago

Income

Investment income
Lnvesiment expenses

Statement of Comprehensive Income
for the year ended 30 Scptember 2018
(Expressed in United States Dollars)

Guin on sule of financial assets
Loss on sak of fmancial assets

Income from Investments

Other income

Total income

Operuting expenses

Muanyement fees
Subscription fees
Audi fees
Licence fecs

-

Total operating expenses

Net profit for the year before tax

Withholding tax expense

Net profit for the year afler tax

Other comprehensive income:

Available-for-sale fmancial assets
- Unrealised (Joss)/gain from far value changes

Other comprehensive income for the year

Total comprehensive income for the year

The accompanying notes form an integral port of these financial statements

2

Note

10
i1

Scp-18 Sep-17
5 $
160,450,123 §43,745,702
(17,413,025) (20,737,431)
296,189,994 347.388,839
(169,878.338)  (197.037,476)
269,388,754 273,359,634
503,733 877,282
269,892 487 274,236,916
1,768,336 1,682.62.
14,616 14,445
2,489 14.617
4,458 4,356
1,789,899 1,716,041
268,102,588 272,520,875
(4,155,763) (3,360,227)
263,942,825 269,160,648
(60,224,915) 160,314,798
(60,224,915) 160,314,798
203,717,910 429,475,446




Heritage and Stabilisntion Fund of the Republic of Trinidad 2nd Tobago

Stutement of Changes in Equity
for the year ended 30 September 2018
(Expressed in United States Dollars)

Contribuied  Available-for-  Accmmulated Total
Capital Sale Financin} Surplus
Assels
Revaluation
Reserve
5 5 5 S
Buiance as af } October 2016 3581823207 321,023,500  1,678,013.%47  5,580,860,654
W shdrawals by Goverrment for the year (252,548,048} - - (252,548,048)
Total comprehensive mcome for the vear - 160.314,798 269,160,648 419,475,446
Balance us ot 30 Seplember 2017 3379275,159 46138290  I,MTIT4S95  5,757,788052
Balance os at 1 October 2017 3329275159 481338298  1,947,174,595  5,757,788,052
Total comprehensive income for the year {60,224,915) 263,942,825 203,717,910
Balance as at 30 September 2018 31329275,15% 42,113,383 221117420  5,961,505,962

The accompantying nates form an integral part of these financial statemenzs

3



Heritage und Stobilisution Fund of the Republic of Trinidad nnd Tobago

Statement of Cash Flows

for the yenr ended 30 September 2018

(Expressed in United States Dollars)

Note

Cash Nows from operating oetivities
Net profit for the period before withholding s

Adjusiments
Intcrest income

Dividend income
Farr volue adjusiment on finsncial asseis and habiinie
t fair value through profit or loss
Net reanlised (gain) from the sake of financind nssets
Cesh outflows before chenges i operating nssets and lioh:lities

Changes in opemting assets and habilities
{Increa ¢) v receivables und prepay ments

Increase (decress e} in other pay ables
W ithholding tox paid
Net eash s50d iz operatiog achvities

Cash Nlows from investing activities
Imerest received

Dwidend received
Net (purchase)sale of financial #ssels

Net cash Nows {used in)/from investing activities

Cash flows rom financing octivities
Withdrawal from contribmted capital by goverament

Nel cash Nows usedin finsncing activitics
Effects of exchange rate changes on cash and cnsh equivalents

Net {deerease) in cash apd cash equisalents
Cash and cash cquiralents ot beginning of yeor
Cash nod cash equivalents nl end of the year 4

The accompanying notes form an integral parr of these financial statements

4

Sep-1¥
5

268,102.5RR

Sep-17

2TL50E°S

(98,958,387} (B9.075,156)
(61,324.591) (54,646,128)
{207,145) (24,418)
(126,311,656) {150.351,363)
{18,695,191) 21,576,190
(1B.066.3RD) (27.954.606)
34,569,936 145,349, 2L k)
(4,159.263) {3.360.227)
(6355,398) (98.240,241)
96872810 §7,832,565
60,937,865 54032914
{180,139 193) 149,712,640
(22,328,518) 291,581,179
- (252,548,048)

- {252,548,048)

17,451 2882
RREGGAE)  (9202°28)
117,831,166 177075794
89,164,701 117,831,166




Heritoge and Stabilisation Fund of the Republic of Trinidad and Tobago

Notces fo the Financial Stafemenis
for the year endcd 30 September 2018
(“xpressed in United States Dollars)

. Corporate Information

The Hentage and Stabilisation Fund Act. 2007 of the Republic of Trinidad and
Tobago (the Act). provides for the establishment and management of the Heritage
and Stabilisation Fund (the Fund). This Fund was established on 15 March 2007, 1t
is denominated 10 the currency of the United States of America,

The President, upon the advice of the Mimster of Finance, appoints the Board of
Governors of the Fund. This Board comprises five members, who are appointed for
a term of three years and are eligible for reappointment. Members are seiected from
among persons of proven competence in maners of finance, investment, economics.
business manurement or law. includine an officer of:-

a) the Central Bank. and

b} the Muusiry of Finance.

The Board delepales the responsibility for the management of the Fund to the
Central Bank of Tnnidad and Tobavo (the 3ank).

The purpose of the Fund is to save and imvest surplus petroleum revenues denved
irom production business in order to:-

a) cushion the impact on or sustain public expenditure capacity during penods
of revenue downturn whether caused by a fall in prices of crude oil or natural
gas;

b) generate an alternate stream of income so as to supporl public expenditure
capacity as a result of revenue downturn caused by the depletion of non-

renewable petroleum resources; and

c) provide a heritage for future generations of citizens of Trinidad and Tobago,
from savings and invesimemt income derived from the excess petroleumn

Tevenues.

Upon the commencement of this Act, the monies held in the Interim Revenue
Stabilisation Fund established under the Exchequer and Audit Act were transferred
1o the Fund, whereupon the Interim Revenue Stabilisation Fund ceased o exist.

The resources of the Fund consist ofi-
a) moneys transferred from the Interim Revenue Stabilisation Fund;

b) petroleum revenues deposited into the Fund in accordance with Section 13;
and

c) assets acquired and eamed from investments,



Heritage and Stabilisation Fund of the Republic of Trinidud and Tobago

Notes to the Financial Statements
for the yenr ended 30 September 2018 (continued)
(Expressed in Uniled Stalcs Dollars

2. Accounting Policics

a) Basis of preparation

b

The Financial Statemems of the Fund have been prepared in accordance with
Iniemational Financial Reporting Standords as adopted by the Institute of
Chartered Accountants of Trinidad and Tobago, The Financial Stalements have
been prepared under the Historical Cost Convention as modified by the
revaluation of available-for-sale financial nssets and finuncial assels and

linbilities at fair value through profit or loss.

Changes in accounting policies and disclosures

L New accounting siandards and interpretations thaot are not yet effective
and have not heen carly adopted by the Fund

There are new siandards and amendments (o standards and interpretotions
that are nol yet effective for accounting peniods beginning on or after January
i 2018 and have not been early adopied by the Fund. The Fund intends 10
adopt these standards and inlerpretations, if’ applicable. when they become

effective,

The Fund 15 currently assessinp the impacl of adopting these new slandards
and interpretations. Some of these by nature are not expected 10 have a
significani effect on the Fund’s financial statements. However, the impact of
adoption depends on the instrumenis held by the Fund at the date of
adoption;, therefore it is not practical to quantify the effect at this time. These

standards and amendments include:

o IFRS 9 — Financial Instruments: Classificaiion and Measurement fgecie
Jamunry 1, 2015}

IFRS 9 which introduces new requirements for classifying and measuring
financial assets will eventually replace IAS 39 - Financial Instruments
Recognition and Measurements. The classification of financial assets wil
depend on the Fund’s business model for managing its financial instruments
and the contractual cash flow characteristics of the instrument. For financiaj
tiabilities, the standard retains most of the 1AS 39 requirements. The Fund is

currently assessing IFRS 9°s full impact.



2,

Heritage nnd Stabijlisation Fond of the Republic of Trinidad and Tobago

Notes to the Finoncial Statements
for the year ended 30 September 2018 {continucd)
(Expressed in Untied States Dollars)

Accountiing Policies (continued)

b)

Changes in accounting policies and disclosures (continued)

L New accounting standards and interpretations that are not pet effective
and have not been early adopied by the Fund (continued)

IFRS 15 - Revenue and Contracts with Cusiomers (effective Januarv 1, 2015

The ncw standard applies to revenue from contracts with costomers and will
replace all of the revenue standards and interpretatons 1n IFRS, including
LAS 18 - Revenue. This standard provides a sin- le. principles based five-sten
model 10 be applied to all contracts with customers. The five steps in the

model are as follows:

idenufy the contract with the cusiomer

ldenufy the performance obligations in the contrct

Determine the transaction price

Allocate the transaction price to the performance obligations in the

contracl
Recoenize revenue when (or as) the ent'ry satisfies a performance

obijigation

. 9 @ L)

This Fund is currently assessing the impact of this Standard.

ii.  New accounting standards and interpreiaiions that are not yef effective
and are not applicable 1o the Fund

o IFRS 16 — Leases feffective Januan 1 2019)

This new standard was issued in January 2016 and applies to annual reporting
periods beginning on or afier 1 January 2019. This standard establishes
principles for the recognition, measurement, presentation and disclosure of
leases. IFRS 16 provides a single lessee accounting model, requiring lessees
to recognize assets and liabilities for all lcases unless the Jease term is 12
montbs or less or the underlying assets has a Jow value. IFRS 16°s epproach to
lessor accounting will not change substantially, lessors will continue to

classify leases as either operating or finance.



Heritage and Stabilisation Fund of the Republic of Trinidnd nnd Tobago

Notes to the Financinl Siatements
for the year ended 30 Sepicmber 2018 (continued)
(Expressed in United Staies Dollars)

2. Accounting Policics (continued)
b} Changes in accounting policies and disclosures (continued)

it New accounting standards and interpretations that are not yet effective
and are not applicable to the Fund

1 IFRS 16 — Leases (ficctive January 1, 2019) (continued)

This standard will replace the following standards and interpretations:

= JAS17 - Leases

» |FRIC4 - Determining whether an Arrangement contains a Lease

= SIC-15 - Operaling Lenses ~ Incentive:

« SIC-27 - Evaluoting the Substance of Transuction: Involvin

the Lepal Form of o Lease

..arly adoption of this slandard is permined only if IFRS 15 - Revenve from
Contracts with Customers has also been adopled.

LAS 40 — Investment Property (amcndmen effecnve Jarary 1 2018

This amendment serves 1o clanfy the application of paragraph 57 of IAS 40.
Paragraph 57 has been amended 1o state that an entity shall transfer a property

to, or lrom. investment property when, and only when, there is evidence of a
change in use. A change in management's intentions for the use of 2 property
by itselt does not constitute evidence of a change in use, The list of evidence
in paragraph 57 () - (d) was designated as non-exhaustive list of examples

instead of the previous exhaustive list.
IFRS 17- Insurance Contracls feffectve Jovary 1, 2021)

IFRS 17 replaces IFRS 4 on accounting for insurance contracts and has an
effective date of 1 January 2021.

It establishes the principles for the recognition, measurement, presentation
and disclosure of msurance contracts within the scope of the standard, The
objechve of IFRS 17 is to ensure tha an entity provides relevan:

information that faithfully represents those contracts.

Based on the [FRS 17 model, contract liabilities will be calculated as the
present value of future insurance cash flows with a provision for risk. The
discount rate will reflect currery inierest rates. Under the IFRS 17 madel, a
“contractual service margin” will be required to offsct the day 1 gain if the



Heritage und Stabifisution Fund of the Republic of Trinidad and Tobago

Notes 1o the Finnncial Statements
for the yeur ended 30 September 2018 (continued)
(Expressed in Uniied Stales Dollars)

2. Accounting Policics (continued)
k) Changes in accounting policies and disclosures (continued)

il New accounting standards and interpretations that are not pet effective
and are not applicable 1o the Fund

IFRS 17 - Insurance Contracts (¢/ecvvs anonny 1 2021) (continued)

present value of future cash flows produces a gain at the time a contract is
1ssued. This contractual service marzin would be amortized over the life of
the contract. There will also be & new income statement presentation for
insurance contracts, including a revised definition of revenue, and

additional disclosure requirements.

IFRS 17 will also have accommedations for cenmn speaiic types of
contracts. Shori-duration insurance contracts will be permitted 10 use a
simplified unearned premium hability model until a claim is incurred.
However, contracts 1n which the cash flows are linked to underlying items.

the liability value will reflect thai linkage.

l.arlier adoption of this standard is permitied if both; IFRS 15, Revenue
Jfrom Contracts with Customers, and IFRS 9, Financial Instrumems, have
also been adopted. Retrospective application of this standard shall be
applied, unless impracticable. in which case, either aption of the modified
retrospective approach or the fair value approach will be acceptable.

¢) Cash and cash equivalents

Cash and cash equivalenis are defined as cash on hand and at bank, bank
overdsafi, short ferm investment in money market funds and deposits maturin;:
within three months from the date of the financial statements.

Cash balances held are swept daily for investment purposes based on a
projected cash flow. Consequently, there may be instances where the amounts
retained on accounts following the sweep, may not be in line with actual cash
flows required to execute business transactions for settlement on these accounts
resulting in temporary overdrawn cash balances.



Herituge and Stabilisation Fund of the Republic of Trinidod snd Tobage

Noies to the Financial Stolements
for the year ended 30 September 2618 (continucd)
(Expressed in United States Dollars)

2.

Accounting Policies (continued)
d) Foreign currency franslation

i Functional and presentation currency

The financial statements are presented in United States Dollars which is the

Fund’s functional and presentation currency.

ii. Transactlons and balances

Foreign cumency transactions are translated inlo the functional currency
using the exchange rates prevailing at the dutes of the transactions. Foreign
currency assets and liabilities are translated inlo the functional currency
using the exchange rate prevailing at the Swstement of Financial Position
dale. Foreign exchange gains and losses arising from translation are

included in the Statement of Comprehensive Income

¢} Financial assets

L Initial recognition

The Fund's financial assets are classified, at initial recognition. es financia
assets at fair value through profit or loss or as available-for-sale financial

assels, as appropriate.

Regular purchases and sales are recognized on the trade date. Thus any
agreements made before the reporting date, with expectations of settiement
thereafier, will give rise to both a financial asset and finencial liability,

which are recognised in the Statement of Financial Position.

ii. Subsequent Measurement

Available-for-sale

Available-for-sale financial assets are those which are intended to be held
for an indefinite period of time, and may be sold in response 1o needs for
liquidity or 10 meet the goals of the strategic asset allocation approved by
the Board. These financial assets are initially measured at fair value and
subsequently carried at fair value. Unrealised gains and losses arising from
changes in the fair value of available-for-sale financial assets are recognized
in Other Comprehensive Income (revaluation reserve). When the financial
asset is derecognised or is determined to be impaired, the cumulative gain or
loss previously reported in the revaluation reserve is included in the income

statement as “Gain or Loss from financial assets”,



Heritage and Stabilisation Fund of the Republic of Trinidad und Tobago

Noies to the Financial Statements

for the year ended 30 Scptember 2018 (continued)
(Expressed in United States Dollars)

2.  Accounting Policics (continued)

¢) Financial assets (continucd)

Fair value through profit or loss

A dcrivative is a financial instrument or other contract within the scope of
LAS 39 with all three of the followine characieristics:

its vaiue changes in response to the change in a specified interest
ratc. financial instrument price, commodity price, foreign
exchange rate, index of prices or rales, credit raling or credit
index, or other vanable, provided in the case of a non-financial
variable that the vanable 15 not specific to a party to the contract
(someumes called the *‘underlving');

d.

h. it requires no initial net investment or an initinl net investment
that is smaller than would be required for other types of contracts
that would be expected to have a similar response to changes in

marhet factors. and
c. 11is settled at a future dase,

Derivatives are initially recognised in the Statement of Financial Position at
fair value on the date on which a derivative contract is entered info and are
subsequently re-measured at their fair value. Net changes in fair value are
presented in the Staiement of Comprehensive Income.

The Fund holds the following derivative instruments (see Notes 5 and 9):

a) Options
An option is a contracival arrangement under which the seller (writer)

grants the purchaser (holder) the right, but not the obligation, either to
buy (a call opticn) or sell (a put option) at or by a set date or during a set
period, a specific amount of securities or a financial instrument at a
predetermined price. The seller receives a premium from the purchaser
in consideration for the assumption of future securities price. Options
held by the Fund are exchange traded. The Fund is exposed to credit nsk
on purchased options only to the extent of their carrying amount, which

is their fair value.

Il



Heritoge and Stabilisation Fund of the Republic of Trinidad and Tobago

Nates to the Finuncial Siatcments
for the yeny ended 30 September 2018 (continued)
{Expressed in United Siates Dollars)

2. Accounting Policics (continued)

e) Financial asscts (continued)

b) Swaps
Swaps are contractual agreements between two parties 1o exchange

streams of payments over tlime based on specified notionul amounts,
Interest rate swaps relale 10 contracts taken out by the Fund with major
brokers in which the Fund either receives or pays a floating rate of
intercst in return for paying or receiving a {ixed raie of imerest. The
payment flows are usually netied against each other, with the difference
being paid by one party 1o the other. in a currency swap, the Fund pays a
specified amounl in one currency and receives a specified amount in
another currency, Currency swaps are gross—settled.

iii. Fair value measurement/estimation

Fair value is the price at which an asset can be exchanced in an orderly
arm's length transaction between knowledgeable and willing market
participants. The fair value for financial instruments traded in active markets
at the reporting date is based on their quoted current bid prices. For uniisted
financial assets and those where the marke! is not active, the Fund
establishes fair value by using valvation techmques. These include the use
of recent arm’s length market transactions adjusted as necessary and/or
reference 10 the current market value of another transaction that is

substantially the same.

Financial assets for which fair value is measured and disclosed in the
financial statements are categorised within the three-level fair value
hierarchy, based on the lowest level input that is significant 1o the fair value
measuremeni as 8 whole. The levels are:

Level 1 - unadjusted quoled prices in active markets for identical
assets

Level 2 - valuation techniques for which the Jowest level input that is
significant 1o the fair value measurement is directly or
indirectly observable

Level 3 - valuation techniques for which the lowest level input that is
significant to the fair value measurement is unobservable.



Heritage and Stabilisation Fund of the Republic of Trinidad and Tebago

Notes 1o the Financial Statements
for the year ended 30 September 2018 (continued)
(Expressed in United States Dollars)

2. Accounting Policies (continued)
¢) Financial assets (continned)

iv. Impairment of financial assets

Al the end of each reporting, period, the Fund assesses whether there is any
objective evidence that a financial asset is impaired. A financial asset is
impaired and impairment losses are recognised if, and only if there is
objective evidence that one or more events occurred afier initial recognition
of the asset (*loss event’) and the loss event’s impact on the estimaled future
cash flows of the financial assel can be reliably estimated.

v, Derecognition

Financial usscls are gerecopnised when the rights o receive cash flows from
the fingncud ussets have expired or where the Fund hus transfemred
substantially all of the nsks and rewards of ownership or where the Fund
has neither transferred nor retamed substantially all risks and rewards of the

assel, but has transferred control of the asset,

) Coliateral

The Margin used for futures contracts can be in the form of either cash or
sccurities held at a Broker. For all balances held at a Broker where collateralised
securities and/or swap cash collateral are used, these are reported as either a

receivable or payable.

&) Preminm/Discount
A premium arises when a bond or treasury bill price is higher than its par value.
This occurs when the inlerest rate on the security is higher than the prevailing
rates in the market, thus making the bond or treasury bill worth more than a
security paying the prevailing lower rate.

A discount asises when a bond or treasury bill price is lower than its par value.
This occurs when the interest rate rises; newly issued securities have higher
coupon rates than existing securities issued when market rates were Jower.
Thus, coupon rates of securities trading at a discount are generally lower than

similar quality, newly issved securities.

The premium/discount is netied off against Investments on the Statement of
Financial Position.



Heritage und Stubilisution Fund of the Republic of Trinidad und Tohago

Noftes to the Financial Stutements
for the year ended 30 September 2018 (continocd)
(Expressed in United States Dollars)

2. Accounting Policies (continued)

h) Income and Dividends

Y/

L

D

Revenue is recognised io the exient that 1t is probable that the economic benefits
will flow 1o the Fund ond the revenue can be retiably measured.  Revenue i3
measured ot the fair value of the consideration received or receivable.

Interest income is accounted for on the accrual basis.

Dividend income is recognised on the accrual busis when the shareholder’s right
1o receive payment is established.

Expenses

Expenses are recognised on the accrual basis. e in the period in which the
were incurred,

Taxation

The Fund is a public account and by Secton 17 of the Act the income is exempt
from any tax. The Fund cumrently mcurs withholding taxes attributabie 10
investment income from foreign sousces. Such income is recognised on a gross
hasis stated at the expected realisable value, in the Statement of Comprehensive
Income. Withholding taxes are shown as a separale 1lem in the Statement of

Comprehensive Income.

Receivables
Receivables are stated at their expected realisable value.

Other payables
Other payabies are stated at their expected realisable amounts.

m) Comparative information

When necessary, comparative data has been adjusied to conform with changes
in presentation in the current year

14
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Heritage and Stabilisation Fund of the Republic of Trinidud and Tohago

Notes to the Financisl Statements
for the year ended 30 September 2018 (continued)
(Expressed 'n United States Dollars)

Accounfing Policics (continued)

n}  Statement of cash flowy

Operuting uctivities include all activities other than investing and
financing activities. The cush inflows include all rece pts from the
sources of revenue that support the Fund's operating activites. Cash
outflows include paymenis made 1o suppliers.

Investing nctivities are those aclivilics relating to the acquisition and
disposal of current and non-current securities und any other non-current
asscts. Investments include secuniies nof falling within the definition

of cash,

Finuncing activities urc those activities selating 1o chuny - 1o cquity o
the Fund and those nctivine relating to the cost of servicine the Fund':
equity caplal,

Cash means cash balances on hand, held in bank accounts. demand
deposits and other highly hiquid i\ estments in which the | und invests

as part of its day-to-day cash management.

o) Capital contributions

In accordance with Section 14 of the Act:

i

i

a minimum of sixty per cent of the aggregate of the excess revenues
shall be deposited 10 the Fund during a financial year;

all revenues to be deposited into the Fund shall be a charge on the
Consolidated Fund.

The deposits are to be made no Jater than the end of the month following the
quarier in respect of which the deposit was calculated.
Capital contributions received under the requirements of the Act are treated as

additions to Equity.

15



Heritnge nnd Stubilisution Fund of the Republic of Trinidad and Tobago

Nutes ta the Financial Statements
for the year ended 30 September 2018 (continued)
(Expressed in United States Dollars)

2. Accounling Policies (continucd)

p

q)

Hithdrawals

In accordance with Section 15 of the Act, subsection |, subject to subscetions
(2) and {3), where the petroleum revenues collected in any financial year foll
below the estimated petroleum revenues for that financial year by at least ten
per cent, withdrawzls muy be made from the Fund as lollows, whichever is the

lesser amount:

i) Either sixty per cent of the amount of the shortfall of petroleum revenues
for that year. or

it) Twenty-five per cent of the balance outstanding to the credit of the Fund
al the beyvinming of that year

Subsection 2 states that the amount withdrawn from the Fund in eccordance
with subsection | shall be deposited 1nto the Consoitdated Fund within forty -

eight hours of such withdrawal.

Subsection 3 states that notwithstanding subsection 1, no withdrawal may be
made from the Fund in any financial year, where the balance standing 1o the
credit of the Fund would fall beiow one billion dollars in the currency of the
United States of America. if such withdrawal were to be made.

Critical accounting estimates and judgements

The Fund makes estimates and assumptions that affect the reporied amounts of
the assets and liabilities within the financial year. Estimates and judgments are
continually evaluated and are based on historical experience and other factors,
including expectations of future events.

The resulting accounting estimates will seldom equal the relaled actual resulis.
The estimates and assumptions that have a significant risk of causing material
adjustments to the carrying amounts of assets and habilities within the next
financial year are illustrated below:

o Fair value of financial instruments

Where the fair value of financial assets and financial }abilities recorded on
the stalement of financial position cannot be derived from active markets,
they are determined using a variety of valuation techniques that inciude the
use of mathematical models. The inputs to these models are derived from
observable marketr data where possible, bul where observable market data
are not available, judgment is required 1o establish fair values. The
judgments include considerations of liquidity and model inputs such as
volatility for longer dated derivatives and discount raies, prepayment rates
and defaull rate assumptions for asset backed securities.

16



Herituge and Stabilisntion Fund of the Republic of Trinidod und Tobago

Notes 40 the Financisl Statemenis
for the year ended 30 Scptember 2018 (continued)
(Expressed in United States Dollars)

3. Financin) Risk Munagemenit

The Fund is exposed to o variely of financinl risks including eredit nsh.
concentralion risk, market risk and liquidity nsk. The Fund is also exposed 10
operational risk, the risk of loss urising from inndequaie or failed processes, sysiems
or exlernal events. The munagement of these risks is underiaken by the Bank slon:
with highly quahified and experienced intemnational assel mannagers. puided by the
opcrational and investment policies that are approved and reviewed by the Board of

Governors,

The Fund’s risk management policy secks to preserve the long-tenm real value of the
Fund whilst constraimng the nsk of not meeting its performance objectives nver
solling 5-year periods. The Fund’s policy allows for the use of derivative securities
so as lo mitigate certain risk exposures such as interest rate and corrency nsks as
well as Lo enhance the value of the Fund. The use of denvative secunties or contracts
10 creple economic leverage 1s sinctly prolubitzd. Purchas np ~ecunties on margin
cxcepl for futures or swaps. against which are held a risk equivalent amount of cash

or liquid secunties is also prohibited.

The Fund's policy allows for the management of risk relative 1o iis Stratoic
Benchmark as well as from a seclor or country or issver level. These measures are

explained below.

a) The Strotegic Benchmark

The Fund's Investment Portfolio is invested in a manner to achieve the objective
of preserving its real value measured over 5-year rolling periods. It is invested
in accordance with the strategic asse! allocation (SAA) approved by the Board of
Govemnors. The SAA for the Fund is as follows:

Asset Class Allocation
U.S. Equities 175%
Non-L1.S. Equities 17.5%
U.S. Core Domestic Fixed Income Securities 40.0%
U.S. Governmenl Treasury 1-5 Years Securities 25.0%

This SAA limits the allowable underperformance of the overall portfolio relative
to the composite benchmark, to an annual budget of risk of 2.0% measured over
rolling one-year periods. In other words, the expected net variation of return of the
portfolio and the composite benchmark is 2.0%.



Heritage and Siabilisation Fund of the Republic of Trinidad and Tobago

Notes {0 the Financinl Statements
for the vear ended 30 September 2018 (continucd)
(Expressed in Uniled States Dollars)

3. Financial Risk Management (continucd)

o) The Stratepic Benchmark (continued)
The benchmarks and the risk budget for cach of the asset classes are as follows:

Assel closs Performonce Index Risk Buidpet

Russell 3000 ex-energy Index compnsed of the 5,000
. largest markel capitulisation stocks in the United States and .
U.S. Equities sccounis for roughly 97% of the toiad market capitalisation LI D
of that couniry.

MSCI EAFE ex-cnergy Index, which compnises the
following coutnes: Australia, Austria, Belpium, Denmark,

Non U.S. | Finland, France, Germany, Greste, Hong Kong, Ircland, |. 4.50°
Equitics ltaly, Jopah, Netheriands, New Zealand. Norway, Portugal. e
Singapore, Spain, Sweden, Switzerlund wnd the Unued
Kingdom,
U.S. Governmeni
Treasurics  1-5 | Merrill Lynch U.S. Trensuries 1-5 Years Index 0.50%0
Years
LS. Core
Domestic  Fixed | Barclays Copital U.S. Aggregate Index 1.00%
Income

The risk budget for each asse! class is defined as the target annualised tracking
error, measured ex-post, on a2 monthly rolling three-year basis, versus the
Benchmark. The tracking error is defined as the annualised standard deviation of
monthly excess returns relative to the Benchmark.

The overall performance of the SAA is evaluated againsi the composite
benchinark retumn computed as the weighted returns of the benchmarks of the
varjous assel classes with weights equal to the SAA weights.

1.



Heritage and Stabllisution Fund of the Republic of Trinidad and Tobago
Notes to the Financial Stolements

for the year ended 30 September 2018 (continued)
( xpﬂ:sscd in United Stales Dollars)

3. Financial Risk Mansgement (continued)

b} Poryolio Performance
The portfolio performance for the year ended 30 September, 2018 was ns

follows:
12 Months Performance
Portfolin Fund |Bewchmork| Benchmark Composition
Retum
Compusite iy [ 2.65%  |Mervill Lynch US Governmen

Treasury 15 Years Index , US |-
month LIBID, Basclys Cupital
US Aggregate Bond Index,

Rus: 8 3000 ( ex Encrgyl, MSCI
EAFF ( Ex Encrgy}

US Short Dumton Fiscd locome 0.07% -0.15% Memil Lynch US Goverinent
- U7 | Treasury 1-5 Years Index
US Core Fixed locome ngir _ragn; jBarchys Capaal US Apgrepate
0.26% 0.48% Bond Ind
US Core Domes tic Equity 3.54% 1.97% |Russell 3000 (Ex Encrgy)

Noa US Core Internationnt Equaty | 0,590, 0.:3% |MSC] EAFE (Ex Encrny)

c} Porifolie Risk
The Fund’s activities expose it 10 a variely of financial risks: credit risk,
concentration risk, market risk (currency risk, interest rate risk and price risk),
and liquidity risk. The Fund is also exposed to operational risk.

Credit Risk
This is the risk that a third party will default on its obligation to the Fund,

causing the Fund to incur a loss. The main conceniration of credit risk arises
from the Fund's investments in debt securities. The Fund is also exposed 10
counterparty credit risk on cash and cash equivalents.

Credit risk is mitigated by the establishment of matings standards. These
standards require U.S. Treasury, Govemment-Related and Secwritised debi
securities to have a minimum credit quality of AA-/ Aa3 from at least one of the
Nationally Recognized Statistical Rating Organisations, Standard & Poor’s or
Moody’s. Corporate debt should have a minimum credit quality of investment
grade, at least Baa3 by Moody’s or BBB- by Standard & Poor’s. An investment
grade corporate bond is considered 10 have a relatively low risk of defaut,
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Heritage and Stabilisation Fund of the Republic of Trinidad and Tobago

Notes {o the Financinl Stasecments
for the year ended 30 September 2018 (continued)
(Expressed in Unitcd Staies Dollars)

Financial Risk Manngement (continued)

¢) Portjolio Risk (continued)

Credit Risk (continued)
The 1able below summarises the credit quadity of the Fund’s debl sccuritics as at

Sepiember 30, 2018.
Debt secorities by rating cofegory

Credit Rating 2018 2017
AAA 12.7% 14.3%

AA 63.5% 62.6%

A 7.0% 5.7%

BBB 16.3% 17.3%
Not Rated ' 0.5% 0.1%

* Not Ratcd debt securities refer to securities thut are issued or unconditionally guaranteed by
the egency of a sovercign government, The rating for each of these investments is implicitly
tied 10 the credit rating of the government of the United States of America, the United

Kingdom or France.

Money-market counterparis should have a8 minimum credit rating of Al from
Standard & Poor’s, or Pl from Moody's. Counterparty credit risk is also
managed by limiting the exposure of a single counterparty to 3% of the Fund.

Concentration Risk
Concentration risk is the risk of loss attributable 1o holding investments in a

single security or to a limited number of investment styles or agset classes. The
Sirategic Asset Allocation (SAA) reduces this risk by ensunng the Fund’s assets
are invested across various assel classes and styles. The Fund is invested in three
broad asset classes:- Fixed Income including Government and Government-
Related, Supranational, Corporate, and Securitised bonds; Equities inclnding,
financial, consumer discretionary, healthcare, utilities, information technology .
industrials, consumer staples and telecom services; and Cash Equivalents
including U.S. Treaswry and agency bills, Certificates of deposits and Money
Market funds managed by the custodian with an AAAm rating and comprising
anly of the eligible asset classes defined in the Fund’s investment policy.

Each asset class in which the Fund invests, reacts differently under the same
market conditions, and usually when one asset class has strong returns another
will have lower returns. Diversification across asset classes reduces the total nsk

of the Fund.



Heritage and Stabilisution Fund of the Republic of Trinidad and Tobage

Notes 1o the Financial Statements
for the year ended 36 Sceptember 2018 (continucd)
___(Expressed in United Siates Dollars)

3. Financial Risk Management (continued)

c) Portfolin Risk (continued)
Concenitration Risk (continued)

Concentration risk is also managed at the portfolio level, relative 1o the Siralegic
benchmark. Total net exposwre 1o each of the sub-scctors of the Barciays Capital
U.S. Aggregate Bond Index (U.S. Treasury, Govemnment-Related, Corporate and
Securitised) cannot exceed plus or minus 20% versus the benchmark. Secior
deviations relative to the Russell 3000 (Ex Energy) and MSCl EAFE (Ex
Energy) indices are limited to plus or minus 5%. The Fund's policy aiso
prescribes concentration limits for the various asset classes, including no more
than 3% of the portfolio 10 any one corporate issuer and country allocation
limited to plus or minus 109 of the MSCI L AFE (Ex Energy) index.

Market Risk
Marke! risk 1 the risk thal the fair value or future cash flows of a financial

instrument will fluctuate because of chanyes in market prices, Market risk
compnses: curency risk, interest rate risk and price risk.

i Currency Risk
This is the risk that the value of a linancial instrument will fluctuate due to

changes in foreign exchange rates.

The Fund invests in intemational bonds and equities denominated in
currencies ather than the United States Dollar, the base corrency of the Fund.
Curmency risk is managed at the portfolio level. For the Fixed Income and
1.S. Core Domestic Equity mandates, no more than 10% of the market value
of the portfolio can be invested in securities denominated in currencies other
than the United Siates Dollar. For the Non US Core Intemational Equity
mandate, currency hedging is allowed for up to 15% of the market value of

the portfolio.

A 1% change in the US dollar relative 1o other currencies (see below) in
which the Fund trades would have changed the net assets of the Fund as at 30
September 2018 and 30 September 2017 as follows:

Sep-18 Sep-17
) s

Change m Net Assets 26,770,453 17,115,645

=1



Notes 1o the Finunciul Siatements
for the year ended 30 Scpicmber 2018 (continued)
pressed in United Stotes Dollars

(

3. Financial Risk Management (continued)

c} Portfolio Risk (continued)

Market Risk (continued)

L Currency Risk (continued)

Forcign Currency Concentration Exposurc on Financial Assets and

Liabilitics
Finoncial Assels

Currency

Austrafion dotr
(unadwn dolier
Dunish krone

Euro

Hon;; Kong dollar
New limel sheqel
Japunese yen

New Zealand dollar
Norwegizn hone
Singapore doltar
Swedish krona
Swiss banc

British pound
United States dollar
Tota}

Financial Linbilities

Currency

Canadian dollar
Euso

Swedish krone
Austraban doller
United States dollar
Total

Sep18

Heritage and Stabilisation Fund of the Republic of Trinidad and Tobago

Sep17

% of innncinl assets % of inancinl asper

0% n
fr1s 100
ur 020
54 716
04 039
iJex) ¢.15
53 466
0.00 00:
0.50 038
042 0.75
0.24 105
1.26 116
267 3
Bl.67 BD25
100.00 100.00
Sep18 Sep-17
% of finzncinl % of fivancial
huabilities finhilities
000 5228
.o 274
4.00 0.06
1 00 060
71.00 44.98
100.60 100.00
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Heritape and Stabilisntion Fund of the Republic of Trinidad und Tobago

Noles to the Financinl Stalements
for the year caded 30 September 2018 (continucd)
(~xpressed in United States Dollars)

Financial Risk Managemeni (continucd)

c) Porifolio Risk (continued)
Market Risk (continued)

iL.. Imierest Roie Risk

This is the risk that the value of a financial instrument will Muctuate. due to
changes in market interest rates.

The Fund invests in fixed and floating rale debt securities thut expose it 1o far
value and cash flow interest rate risk. Interest Rate Risk is managed at the
portfolio level whereby the averape weighted effective duration of the U.S.
Short Duration Fixed lncome mandele must not vary from that of the
Benchmark by more than plus or minus six {6} months. The weighted averape
effective duration of the U.S. Core Fixed Income mandate may range between
one (1) year longer or shoner than the weighted overage duration of the

Benchmark.

2018 2017
Portfatio lndex Portioho Todex
US Short Duration Fixed Income 246 2.64 .59 2.61
US Core Fixed Income 5.80 591 5.63 5.89
Price Risk

This is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes other than those arising from interesi rate
risk or currency risk, whetber these changes are caused by {actors specific to
the individual financial instruments or issuer. or factors affecting all similar
financial instruments traded in the market.

Price risk is managed through asset class diversification and selection of
securities within the imiis approved by the Board of Govemnors. The Fund's
policy limits its holdings of any equity security to no more than 3% of that
security’s ontstanding shares.

T3
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Heritage and Stabilisation Fund of the Republic of Trinidad and Tobago

Notes to the Financial Statements
far the year ended 30 Scpiember 2018 (continucd)
(Expressed in United Siates Dollars)

3. Financial Risk Management (continued)

c) Partfolio Risk (continucd)
Market Risk (continued)

(iii) Price Risk (continucd)
The 1ables below summunze the sccter concentrations within the Fund:

US Short Duration Fixed Income - Sector Concentrations

M8 2017
USShordt | MerrillLynch |  US Short el
Duration US Treasury Duration 'l‘rt’;mry 1-5
Mandnte 1-5 Year Index Mandaie Year Index
US Treasuries 55.2% 100.0% 47.9% 100.0%,
| Agencies 13.8% 2).4%,
Non-US Government 13.0% 11.7%
Supranationals 13.0% 12.8%
Apency CMBS 0.0% 3.7%
Agency RMBS 0.0% 0.5%
Local Govemment
Obligations L.7% L7%
Municipats 0.3% 0.3%
Credits 0.0% 0.0%
ABS/CMBS 3.0% 0.0%
Monﬁgu 0.0% 0.0%
Toual 100.0% 100.0% 100.0% 100.0%
US Core Fixed Income - Sector Concentrations
2018 2017
US Core Fixed | Barciays US | US Core Fixed | Barclays US
Income Aggregele Intome Apgregate
Mandate Bond Index Mopdste Bond lndex
Corporates 34.1% 30.1% 35.0% 25.5%
US Treasuries 21.2% 38.1% 22.1% 37.0%
g::;d:ms : M."'.‘:__‘m‘ 1.7% 0.0% 11.5% 0.0%
Montgage Backed Securities 14.5% 28.1% 12.9% 28.1%
Asset Backed Securities 12.7% 0.5% 13.2% 0.5%
Commercial Mortgage
Backed Securities s 1.9% 0.7% 18%
Govermmen: Related
Securities 3.8% 1.3% 4.5% Ll
Emerm' Market Debt 0.4% 0.0% 0.5% 0.0%
Covered Bonds 0.5% 0.0% 0.0% 0.1%
Convertibles 0.0% 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0% 100.0%
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Herituge and Stabilisation Fund of the Republic of Trinidad and Tobago

Noles to the Finunciol Statements
for the year ended 30 Scpiember 2018 (continued)
(Cxpressed in United States Dollars)

3. Finuncisl Risk Monagement (continucd)

¢c) Portfolio Risk (continued)

Market Risk (continued)

fiti} Price Risk (continued}

iJS Core Demestic Equity - Sector Concentrations

2018 2017
US Core Equity | Russeli 3600 Ex- | US Core Equity Russeli 3000 Ex-
Maninie Encrpy infiex Mnndage Energy Index
Financral 21.0% 21.6% 21.1%% 22.6%
Technolory 22,59 22.6% ) 984 20.0%
Health Cur 15.6% 15.1% 14.9% 14.7%
Consume oo
Discretsonary 15.4% 13.2% 13.9% 14.3%
Producer a ,
Durable; 11.9% e 12.3% e
Consuroer :
Staple 5.6% CH 7.2% 6.9%
i 4.8% 4.9% 5.1% 5%
Materials & .
Processing 3.2% 16% 3.6% ——
Total 100.0% 100.0% 100.0% 100.0%
Non-US Internatioral Equity - Sector Concentrations
2018 2017
Non-US MSC1 EAFE Non-US MSC1 EAFE
International EX-Energy International EX-Energy
Equity Mandate Index Equity Mandate Index
Financial 20.6% 21.0% 23.6% 22.6%
Industral 16.0% 15.5% 17.0% 152%
Consummer Staples 10.5% 11.9% 9 4% 11.8%
Coasumer
D 12.1% 13.0% 15.1% 12.9%
Health Care 10.6% )1.8% 3.1% 1.i%
Matenals 10.6% £.6% 8.8% 8.3%
Telecommunication
Services 54% 4.0% 41% 4.3%
Rea) Estate 4 1% 3.6% 3.7% 3.7%
informatiop
Technology 6.2% 1.3% 6.1% 6.6%
Utilities 3.9% 3 s 4.1% 3.5%
Total 100.0% 100.0% 100.0% 100.0%

@)
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Heritage and Stabilisation Fund of the Republic of Trinidud und Tobagn

Noles to the Financiol Statements
for the year ended 30 September 2018 (continuced)
(Expressed in United Siates Dollars)

3. Finnncial Risk Management (continued)

c) Portfolio Risk (continued)
Market Risk (comtinned)

(iii) Price Risk {continued)

The table below summarizes the sensitivity of the Fund’s net assels attributable
lo redeemable shares to equity pricc movemems as at 30 Sepiember. The
analysis i5 based on the assumption that the share price increased by 1% and
decreased by 1%a, with ull other variables held constant, and that the fair value of
the Fund's portfolio of equity secunties moved according to their historic

correlation with the price.

Sep-18 Sep-17
5 5
Elieel on net assets attributable 10 redesmablk:
shares ofa 190 increase/decrease in the share
price 23.859.926 23,391.419

Liguidity Risk

This is the risk that an entity will encounter difficulty in meeling obligations
associated with financial liabilitics.

One of the stralegic objectives of the Fund is the maintenance of sufficient
liquidity to cover its obligations at short notice and in accordance with the Act.
In order to meet this stated objective, the Fund holds a combination of cash and
short term assets such as U.S. Treasury and apencies bills and notes. certificates
of deposits and money market funds managed by the custodian with an AAAm
rating containing eligible assel classes in accordance with the investment policy
The Fund’s investments in aggregale of any fixed income security must not
exceed 5% of that security’s outstanding par value.

The table below analyses the Fund's non-derivative financial Habilities into
relevant maturity groupings based on the remaining period at the statement of
financial position date 10 the contractual maturity date.



Heritage nnd Stobilisution Fuod of the Republic of Trinidad and Tobapo
Notes to the Financial Statcments
for the year ended 30 September 2018 (continued)
(Fxpressed in United States Dollars)

3. Financisl Risk Mansgement (continued)

¢) Portfolio Rish {continued)
Liguidigy Risk {continncd)

Sep-18
Less than I - 6 months 6-12 Totul
monih menths
Y s s s

Non-Derivative Finuncial Liohilitics
Investment purchased 201,424,105 . . 203,426503
Foreign curceney puochased 32011 309 JLTA5.454 - 63.736,763
Due to money market . 714364 - - 10.714.364
Due 1o brokers 2262 . 5.262
Accrued expenses 4.336.174 F,756 - 4,346,930

150,487,412 ART36ELIN - 2K2,T23,622

Sep-17
Less than | 1 - 6 months 6-12 i otol
month months
s s 5 3

Non-Derivative Financial Leahilitles
Investmens purchased 189,953.913 1.159.062 - 195112975
Foreign curency purchased 33.067.026 13.967,367 5 47054 393
Interest payable - 2,105 - 2105
Due to monty marker 2.657.409 5 - 2,667,409
Due to brokers 4372 . - 372
Accned expenses 3,372.08! 1 382,52] 7.830 4.762 432

229,134,801 18,511,058 TA30 247,653,686

The table below analyses the Fund’s derivative financial instruments in a loss

position.
Sep-i8
More than 12 meoths Tota)
s H
Derivative Financial Liabilitles
Credit definll swop 294 5.8 294,828
Imerest mte swap 659 107 659,107
253,935 $53,935
Sep-17
More than |2 cxonths ‘Total
s s
Derivative Finendlal Liabilities
Credit defaull swap 434, 366 434,366
Interest rate swap 1,097 91 1,097,912
1532278 1.552,278



Heritage and Stabilisation Fund of the Republic of Trinidad and Tobage

Noics to the Financial Stniements
for the year ended 30 September 2018 {continucd)
(Expressed in United State: Dollars)

3. Finunciul Risk Management (continued)
c) Portfolin Risk (continued)

Operational Risk

This is the risk of loss resulting from inadequate or failed inlernal processes,
people and systems, or from externa) cvents. It is managed through
orpanisational policies, procedures and operational frameworks utilised by the
Bank for manazemen of the Fund. The inlemnal and extemal processes for the
Fund arc similar to those which exist for management of the Official Reserves.
These processes are tesied and audited annually, The Bank strives to conlinually

comply with internations) best practice.

4, Cush and cash cquivalents

Sep-18 Sep-17
S s
Cash at bank 5,452,285 035,745
Cash at broker 4,968,137 3,586,644
US Government Money Market 78,723,172 113,305,121
89,143,594 117,827,510
Nel effect of exchange rale changes 21,107 3,656

89,164,701 117,831,166




Herituge und Stubilisation Fund of the Repoblic of Trinidud and Tobago

Notes to the Financinl Stutements

for the year ended 30 September 2018 (contin ved)

(“xpressed 'n United States Dollars)

5. Financial assets

Avnilable-for-sale
Fair value through profit or loss

Available-for-sale financial nssets

Cost
Net Appreciation

Represented by;
Fixed income investments

Cost
Net (Diminution)/Appreciation in Marke! Vahe

Equity
Cost
Net Appreciation in Markei Vaiue

Total Available-for-sale financial assets

Financial assefs at fair value through profit
or fess

Cost

Fair Vahe Adjustments

Total Financial assets at fir value through
profit or loss

Sep-18 Sep-17
$ 3

5.902,563,463  5,665.107,940
10,208,486 1,826,724
5,912,771,949  5,666,934,664
5,482.285,176  5,184,270,107
420.278.287 480,837,833
5,902,563,463  5,665,107,940
3,572,569,730  3,304,534,597
(55.958.822) 21.431.477
3,516,570,908  3,325,966,074
1,909,715,446  1,879,735,510
476,277,109 459,406,356
2,385,992,555  2,339,141,866
5,902,563,463  5,665,107,940
10.426,449 2,080,251
(217,963) (253,527)
10,208,486 1,826,724




Heritage and Stabilisution Fund of the Republic of Trinidad and Tobage

Notes 1o the Financisl Statiements
for the year ended 30 Scptember 2018 (continucd)
(Expressed in United States Dollars)

6. Fuair value of financial asscts

(n) Debt nnd equity securities

Sep-18 Sep17
Fajr value Yo of net Fair valuc % of nel
S nssets s nssets

Totnl debt secumeics 1516 STLNGE 5B.% 3,325,966,074 5717

Townkequny 25,992,555 4042 2.339,141,B66 A0 63
Fmmnnciol as sets ot fair v olue

throug:h profil or lox 10,208,486 ] 1,826,724 0.0

Total Finoncinl Assets 5912771949 99.02 £ 666.934,664 98,40

(b) Fair vajuc hicrarchy

\ anous methods ore used 1n cstumating the fair value of a financial instrument.
The Fund classifies fair value measurement using a fair value hierarchy that

reflects the significance of the inputs used i

n making measurements,

The fuir value of the Fund's investment securities are analysed by the fair value

valuation hierarchy below:

Sep1b
Lewed ) Lewd 2 Lewd 3 Tota)
s 1 $ 3

FRmncial Asses

Ausct Backed Securities - 17054 8% - 2T08M.5%
Colipteralizest Momigage-Backed Secumies {M0) 65D AT? - L5047
Cotportte Bands Lo, 162819 - 4 12819
CGovemmeni lssues - 1531006587 - 153,006,887
Mongage Backed Secunies - 551,990,185 . 51.90.165
" ST : 4395564
Fized betoroe - _3SIs5TR N - 3516570900
Common Siock 2309580 . - 23008780
Deposaory Recepts M6 - - a9
Lunzed Parmership Usit L% 1] - . 253
Prefermed Stock S Ak L25 - 5440625
Real Estatc bavesinen| Trust S5 - : 56260532
Equity 1355992358 1385992 855
Cyedit Defaud Swaps . 532621 - $32521
Inierest Roie Swaps . mesl st
Optoas 1000t : - £50300
Fieaneisl nysets st fair valoe tirough prafier loss 2N 1305452 10200486
Totsd Ficancisl Assets 1394895559 3517876, 9% - 12,771,849
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(b) Fair value hierarchy (continued)

Herituge and Stabilisation Fund of the Republic of Trinidud and Tobapo

Notes to the Finoncinl Statements
for the year ended 30 September 2018 (continued)
(Expres ed 'n United States Dollars}

Fuir value of financinl asscis (continoed)

Sep 7
Lrwl | Lewi2 lewld Tl
3 3 5 5

Faanc sl Asse

Asstl acked Secumec MK 512 007 . 20312667
Colisteralixd Mongsyc-Hacked Secuntir: (CM0) 103,166,399 . 03,166 4%
Cropirmate Ronds SAKIIE,353 - 968,938,353
Cuevcmnent [spucs 1,440,263 495 . 1,046 253 495
Mongsg: Recked Seumics AR A B64 . A 42 100
Munrguls 34,5502 - 34,590,296
Fised beromr 25966074 - 1325966874
Cutmm Siock (2] - . AITRMSTY
Ieposgan Kecegls el . . 4R Afk
Yiclord Sock i, . - 430,55
Heal ks Late Invespment Tt [ - - $6.W5320
kit L 41 Bk - - 229,141.056
Ices i Reic Suspn - 4,14 - & 184
Cptioms 122610 . - 1821610
Fawntial maakts &t falr value throug b profi ar loxs 1522418 4,114 - 1.526,724
Toms| Ruanckel Arsro 1340964470 o' 25570,188 5566934564
Valuation techniques

Investment Securities included in Level I
Exchange listed price or & broker quoie in an active market.

Investment Secarities included in Levei 2

Where a security has ccased trading the last trade price or a broker quote in a
non-active market is used. Additionally, securities closely related (e.g. when
issued. fungible shares) where the security held is not trading but related security

is traded.
Investment Securities included in Level 3

Security in which ne indications or comparables are available and the company's
financials/information or other market indicators are used lo calculate valuation.

(¢) Transfers between Fair Value Hierarchy Levels

As at 30 September, 2018, there were no transfers between the fair value valuation
levels.



Heritage and Stabilisntion Fund of the Republic of Trinidad and Tobago

Notes fo the Financin} Statements

for the year coded 30 September 2018 (continued)

(Expressed in Uniled Stales Dollars)

6. Fair value of financial asscts (continued)

(d) Collateral

Securities pledged ns collaleral were as follows:

Sep-18 Sep-17
5 5
Fixed Income 535,000 1,026,600
535,000 1,020,000
. Reccivables and prepayments
Sep-18 Sep-17
5 5
Pending Trades 214,058,545 196,440,596
Interest Receivable 18,453,401 16,367,824
Dividends Recejvable 5.029,100 4,642,374
Other Receivables 3,205,823 4,757,392
242.1451.869 222,208,186

Accounts receivable as ut 30 September, 2018 include Pending Trades —
Investments, and Foreign Currency sold in the amounts of USD149,904,010 and
USD64,154,535 respectively which will subsequently be setiled during the peried

October —~ November 2018.

Other payabies
Sep-18 Sep-17
$ 3
Pending Trades 267,157,066 240,147,368
Accruals 4,346,930 4,762,432
Other Payables 10,719,626 2,743,886
282,223,622 247,653,686

As a1 30 September, 2018 there were Pending Trades — Investments, and Foreign
Currency purchased of USD203,420,303 and USDG63,736,763 respectively.
Subsequent settlement will occur during the period October — November 2018,



Heritage and Stabilisation Fund of the Republic of Trinidud and Tobage

Notes to the Financinl Stotcments
for the year ended 30 Scptember 2018 (continucd)
(Expressed in United Statcs Dollars)

9. Financinl labilitics

Financiul liabilitics ot fair valoe through profit or loss

Sep-18 Sep-17
5 5
Cost 1,165.909 1,572,670
Faor \ alue Adjustments (211.974) (40.392)
Financial linbilities ni fair value throngh
profit or loss 953,935 1.532,278
10. Investment income
Sep-18 Sep-17
3 5
Jnterest Income
Casnh al bank 1.745 1,672
Available-for-sale financial assets 90,351,691 85,445,854
Amortisation of bond discount 6,962,914 3.251,224
Short term secun Lies 1,642,037 376,406
98,958,387 89,075,156
Dividead income 61,324,591 54,646,128
Fair valuc adjustmeats on financial assets and
liabilities at fair value through profit or loss 207,145 24,418
Total 160,490,123 143,745,702
11. Investment expenses
Sep-18 Sep-17
5 s
Amortization of bond premium 4,728,020 6,815,632
External managers' fees 11,342,676 12,950,099
Custodian's fees 785,686 887,845
External managers' expenses 556,643 82,880
Legal fees - 975
Total 17,413,025 20,737,431



12.

13.

14

15.

Heritage and Stabilisation Fund of the Republic of Trinidud and Tobago

Notes to the Finoncial Stutements
for the yeor ended 30 September 2018 {continucd)
(Expressed in United State: Dollars)

Assel munagemeni agreements
Under Seetion 10(1) of the Act. the Bank ns Manauer of the Fund is responsible for
the management of the assets and other resources of the Fund.

The Act specifies that within the instrument of delegution. the Bank be puid o
management fee which is a percentage of the Fund’s murket value agreed between
the Board and (he Bank. The management fee is exclusive of any custodian [ees,
broker fees, current account fees or any other third party fees that may accrue

incidental to the management of the Fund.

Bonrd and other expeoses

Under Section 4(6) of the Act, the members of the Board shall be paid such
remuneration and allowances as moy be detcrmined by the Mimster of T'inance.
These expenscs. along with other operating eapenses of the Fund's Secremrint are
met from the Consolidated Fund, and thus do not form o purt of the Finuncial

Statements of the Fund.

Capital contributions

Capital contributions are calculated based on criteria set out under Sections 13(1)
and 14 of the Act, (see Noie 2 {n)).

Withdrawals

Withdrawals from the Fund are made in accordance with the criteria set out Section
15 of the Act, (see note 2 (0)). There were no withdrawals during the financial year

ended September 30, 2018.






