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Statement of Compliance

The Financial Statements on pages 2 to 5 and the Notes from pages 6 to 32 which
form an integral part of these statements have been prepared by the Management
and approved by the Governing Board of Banco Central de Timor-Leste. | declare
that these Financial Statements comply with the requirements of Central Bank Law
no 5/2011 and fairly present the true financial position and performance of Banco
Central de Timor-Leste as at 31 December 2019.

Dili, 31 March 2020

TR~

Abrado de Vasconselos
Governor
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Statement of Financial Position
As at 31 December
In thousands of United States dollars

Assets

Cash and cash equivalents
Investments

Property, plant and equipment
Other assets

Total Assets

Liabilities
Government deposits
Other deposits

Other Liabilities
Currency issued

Total Liabilities

Capital
Reserve
Net profit
Total Equity

Total Liabilities and Equity

Note 2019 2018
7 662,026 680,741
10 34.073 34,276
11 2,038 2.021
12 6,296 5.183
704,433 722,221
13 449,068 397.925
14 147,359 193.416
15 9,480 42,117
21,214 18.659
627,121 652.117
16 70.000 65.000
762 762
6.550 4.342
77,312 70.104
704,433 722,221

The above statement is to be read in conjunction with the policies and notes on

pages 137 to 171
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Statement of Profit or Lose and Other Comprehensive Income

For the period ended 31 December
In thousands of United States dollars

Operating Income

Investment income:
Interest income
Interest expense

Net investment income

Petroleum fund management fee
Petroleum fund administration
expenses

Net fee and commission income

Fees and commissions
Other Income
Total Operating Income

Expenses

Personnel expenses

Currency distribution expenses
Administration expenses
Depreciation

Total Expenses

Profit
Other comprehensive income

Total profit and other comprehensive

income

Notas 2019 2018
19 8.471 5.254
19 -1.244 -748
7.227 4.506
21 14.081 13.959
-9.324 -8.752

21

4.757 5.207
20 747 730
214 1
12.945 10.444
22.25 2.362 2.174
1.086 717
23 2.269 2.518
11 678 693
6.395 6.102
6.550 4.342
0 0
6.550 4.342

The above statement is to be read in conjunction with the policies and notes on

pages 137 to 171
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Statement of Changes In Equity
For the period ended 31 December
In thousands of United States dollars

Capital
As at 31-12-2018 65.000
Profit for the period -
Other Comprehensive income -
Total Comprehensive income -
Capital Increase 5.000
Cash dividends -
As at 31-12-2019 70.000

Reserve

762

Nett Profit Total
Equity
4.342 70.104
6.550 6.550
6.550 6.550
- 5.000
-4.342 -4.342
6.550 77.312

The above statement is to be read in conjunction with the policies and notes on

pages 137 to 171
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Statement of Cash Flows
For the period ended 31 December
In thousands of United States dollars

Cash Flows From Operating Activities
Profit for the period

Depreciation

Net Interest income

Changes in receivables, prepayments & stock

Changes in government deposits
Changes in other deposits
Changes in other liabilities

Interest received
Interest paid
Net cash from operating activities

Cash Flows From Investing Activities
Acquisitions of investments

Acquisitions of property, plant & equipment
Net cash from investing activities

Cash Flows From Financing Activities
Currency issued

Capital subscription by government
Transfer of surplus to Government
Net cash from financing activities

Increase In Cash & Cash Equivalents

Cash & cash equivalents at the beginning of year

Cash & Cash Equivalents At The End Of Year

2019 2018
6.550 4.342
677 693
-7.227 -4.506
0 529
-1.112 223
51.143 110.164
-46.057 -503
-32.637 13.671
-28.663 124.084
8.471 5.254
-1.244 748
-21.436 128.590
202 827
-694 -502
-492 325
2.555 2.786
5.000 5.000
-4.342 -3.110
3.213 4.676
-18.715 133.591
680.741 547.150
662.026 680.741

The above statement is to be read in conjunction with the policies and notes on

pages 137 to 171
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Notes to the financial statements
1. Reporting Entity and Statutory Base

These are the financial statements of Banco Central de Timor-Leste (“the Bank” or
BCTL), a distinct autonomous public legal entity established by Organic Law number
5/2011 on the Central Bank of Timor-Leste. The head office of Banco Central de Timor-
Leste is at Avenida Xavier do Amaral, no 9, P.O. Box 59, Dili, Timor-Leste.

The financial statements of the Bank are for the financial year ended 31 December
2019 and, in accordance with section 58 of the Organic Law no 5/2011, the accounts
and records are maintained in accordance with International Financial Reporting
Standards.

The primary objective of the Bank is to achieve and maintain domestic price stability.
The other objectives of the Bank are to foster the liquidity and solvency of a stable
market-based banking and financial system, to execute the foreign exchange policy of
Timor-Leste, and to promote a safe, sound, and efficient payment system.

The Bank’s role is to function as the central bank of Timor-Leste. The functions are
defined in the organic Law 5/2011 and other laws, are summaries as the followings:

* to recommend broad policy guidelines to the government in areas under the Bank’s
responsibility;

* toissue coins called centavos, that have legal tender status in addition to the United
States dollar;

* to formulate and implement measures for, and supervise and regulate, payments and
settlement systems for transactions in domestic and foreign currency in Timor-Leste;

* to own, operate, or participate in one or more payment systems;

* 0 act as banker to the government and related agencies;

* to act as fiscal agent of the government and related agencies;

* to hold and manage all public financial resources, including the official foreign
exchange reserves;

* to undertake the operational management of the Petroleum Fund of Timor-Leste;

* to hold foreign currency deposits of Commercial Banks;

* to ensure an adequate supply of banknotes and coins for the settlement of cash
transactions;
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* to maintain a depository for safe keeping of currency and securities;

* to license, supervise, and regulate commercial banks;

* to license, supervise and regulate currency exchange activities;

* to license, supervise and regulate insurance companies and intermediaries; and

* to conduct regular economic and monetary analysis of the Timor-Leste economy,
make public the results, and submit proposals and measures to the government on
the basis of such analysis.

2. Basis of Preparation

a) Statement of compliance

These financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) as issued by International Accounting Standard
Board (IASB).

The financial statements were authorised for issue by the Governing Board on 31 March
2020.

b) Basis of Measurement
The financial statements have been prepared on the historical cost basis except for
certain investment securities which are measured at fair value.

c) Adoption of International Financial Reporting Standards
These financial statements incorporate all International Financial Reporting Standards in
force at 31 December 2019. No standards have been adopted before the effective date.

d) Functional and Presentation Currency

The financial statements are presented in United States dollars, being the official
currency of Timor-Leste and the Bank’s functional and presentation currency. Financial
information is presented in US dollars rounded to the nearest thousand dollars, unless
otherwise stated. This may result in minor differences between accounts reported in the
Income statement, Balance sheet and detailed supporting notes.

e) Use of Estimates and Judgements

The preparation of financial statements requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Estimates and underlying
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assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised and in any future periods
affected. Information about significant areas of estimation uncertainty and critical
judgements in applying accounting policies that have the most significant effect on the
amounts recognised in the financial statements are described in note 3

f) Comparative amounts opening balances

To ensure consistency with the current year, comparative figures have been restated
where appropriate. Certain presentational changes have been made in the financial
statements.

3 Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods
presented in these financial statements.

a) Foreign currency transactions

Transactions in foreign currencies are translated into United States dollars at the

spot exchange rate at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated at balance
date into United States dollars at the spot exchange rate at that date. The foreign
currency gain or loss on monetary items is the difference between amortised cost in the
functional currency at the beginning of the period, adjusted for effective interest and
payments during the period, and the amortised cost in foreign currency translated at the
exchange rate at the end of the period. Non-monetary assets and liabilities denominated
in foreign currencies that are measured at fair value are retranslated into the functional
currency at the spot exchange rate at the date that the fair value was determined.

The following United States dollar exchange rates have been used to convert foreign
currency assets and liabilities to United States dollars for reporting purposes.
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31 DEC 2019 31 DEC 2018

Australian dollars (AUD) 1.4401 1.4215
Special Drawing Rights (SDR) 0.7232 0.7190
Euro (EUR) 0.9012 0.8748

b) Interest Rate Method

Interest income and expense are recognised in the income statement using the effective
interest method. The effective interest rate is the rate that exactly discounts the
estimated future cash payments and receipts through the expected life of the financial
asset or liability (or, where appropriate, a shorter period) to the carrying amount of

the financial asset or liability. When calculating the effective interest rate, the Bank
estimates future cash flows considering all contractual terms of the financial instrument
but not future credit losses.

The calculation of the effective interest rate includes all fees and points paid or received
transaction costs, and discounts or premiums that are an integral part of the effective
interest rate. Transaction costs include incremental costs that are directly attributable
to the acquisition or issue of a financial asset or liability.

Interest income and expense presented in the profit and loss statement include:
* Interest on financial assets and liabilities at amortised cost on using effective interest
rate basis

c) Fees

Fee income, including account service fees, cash distribution, and investment
management fees, are recognised as the related services are performed. Fee income
from government is recognised upon appropriation by parliament and amortised over
the period during which the services are provided.

Fee and commission expenses relate mainly to transaction and service fees, which are
expensed as the services are received.
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d) Operating Profit
Operating profit comprises gains net of losses related to trading assets and liabilities,
and includes all realised and unrealised fair value change.

e) Taxation
The Bank is exempt from taxes on its income under the provisions of Article 72, Organic
Law no. 5/2011.

f) Financial Assets and Liabilities

i) Recognition

The Bank recognises loans, advances and deposits on the date at which they are
originated. All other financial assets are initially recognised on the settlement
date at which payment is made and title received according to market contractual
arrangements.

A financial asset or financial liability is initially measured at fair value plus (for an item
not subsequently measured at fair value through profit or loss) transaction costs that are
directly attributable to its acquisition or issue.

The Bank enters into transactions whereby it acquires assets but does not acquire all
the risks and rewards of the assets or a portion of them. Such assets, including assets
acquired in connection with the Bank’s management of the Petroleum Fund, are not
recognised on the balance sheet.

ii) Classification
See accounting policies 3 (g), and (h).

iii) De-recognition

Any interest in such transferred financial assets that qualify for derecognition that is
created or retained by the Bank is recognised as a separate asset or liability.

On de-recognition of a financial asset, the difference between the carrying amount of
the asset (or the carrying amount allocated to the portion of the asset transferred), and
the sum of (i) the consideration received (including any new asset obtained less any new
liability assumed) and (ii) any cumulative gain or loss that had been recognised in other
comprehensive income is recognised in profit or loss.
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iv) Offsetting

Financial assets and liabilities are set off and the net amount presented in the balance
sheet when, and only when, the Bank has a legal right to set off the amounts and
intends either to settle on a net basis or to realise the asset and settle the liability
simultaneously.

v) Amortised cost measurement

The amortised cost of a financial asset is the amount at which the financial asset

is measured at initial recognition, minus principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between
the initial amount recognised and the maturity amount, minus any reduction for
impairment.

vi) Fair value measurement

The determination of fair values of financial assets is based on quoted market prices
for financial instruments traded in an active market for that instrument. A market is
regarded as active if quoted prices are readily and regularly available and represent
actual and regularly occurring market transactions on an arm’s length basis.

The best evidence of the fair value of a financial instrument at initial recognition is the
transaction price, i.e the fair value of the consideration given or received, unless the
fair value of that instrument is evidenced by comparison with other observable current
market transactions in the same instrument (i.e without modification or repackaging)
or based on a valuation technique whose variables include only data from observable
markets.

vii) Identification and measurement of impairment

At each balance date the Bank recognises an allowance for expected credit losses
(ECLs) for all debt instruments not held at fair value through profit or loss. ECLs are
based on the difference between the contractual cash flows due in accordance with
the contract and all the cash flows that the Bank expects to receive, discounted at an
approximation of the original effective interest rate.

ECLs are recognised in two stages. For credit exposures for which there has not been
a significant increase in credit risk since initial recognition, ECLs are provided for credit
losses that result from default events that are possible within the next 12-months

(@ 12-month ECL). For those credit exposures for which there has been a significant
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increase in credit risk since initial recognition, a loss allowance is required for credit
losses expected over the remaining life of the exposure, irrespective of the timing of the
default (a lifetime ECL).

The Bank considers a financial asset in default when contractual payments are 90 days
past due. However, in certain cases, the Bank may also consider a financial asset to be
in default when internal or external information indicates that the it is unlikely to receive
the outstanding contractual amounts in full before considering any credit enhancements
held by the Bank. A financial asset is written off when there is no reasonable expectation
of recovering the contractual cash flows.

The Bank considers evidence of impairment investment securities at both a specific
asset and collective level. All individually significant investment securities are assessed
for specific impairment. All individually significant investment securities found not to be
specifically impaired are then collectively assessed for any impairment expected for the
remaining life of exposure (lifetime ECL). Investment securities that are not individually
significant are then collectively assessed for impairment by grouping together
investment securities with similar risk characteristics.

Impairment losses on securities subsequently measured at fair value through other
comprehensive income are recognised by transferring the cumulative loss that has
been recognised directly in equity to profit or loss. The cumulative loss that is removed
from equity and recognised in profit or loss is the difference between the acquisition
cost, net of any principal repayment and amortisation, and the current fair value, less
any impairment loss previously recognised in profit or loss. Changes in impairment
provisions attributable to time value are reflected as a component of interest income.

g) Cash and Cash Equivalents

Cash and cash equivalents includes notes and coins on hand, unrestricted balances
held with other banks, which are subject to an insignificant risk of changes in their fair
value, and are used by the Bank in the management of its short-term commitments,
including the maintenance of a supply of United States currency to ensure an adequate
supply of banknotes and coins for the settlement of cash transactions in Timor-Leste.
Cash and cash equivalents are carried at nominal amount in the balance sheet, which
approximates fair value.
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h) International Monetary Fund

The Democratic Republic of Timor-Leste became a member of the International
Monetary Fund (IMF) on 23 July 2002. The Bank was designated as the official
depository under Article XlIl of the IMF Articles of Association. In accordance with
article 19 (f) of Organic Law no. 5/2011 the Bank holds the Timor-Leste reserve position
subscription in the IMF.

The recognition of the transactions and balances with the IMF follows the indications
given by this institution, which consider the specific characteristics of the financial
relations of the member countries with the Fund.

The IMF Securities Account reflects the value of a Promissory Note payable by the
Ministry of Finance as the fiscal agent of the IMF in Timor-Leste held by the Bank in
favour of the IMF.

The Bank recognises an asset and a liability account in relation to the IMF Securities.
They are both subsequently measured at amortised cost.

i) Reverse-Repurchase Transactions

The Bank enters into overnight reverse-repurchase agreements in the course of its cash
management activities. These transactions are recognised in the balance sheet as cash
and cash equivalents, and income is recognised in profit and loss on the transaction
date.

j) Other Assets and Liabilities
Local and foreign currency cash, deposits, accounts receivable and payable, are valued
at the transaction date, inclusive of any accrued interest.

Accounts receivable are recorded at expected realisable value after making due
allowance for doubtful debts.

Unissued currency stocks are recorded as inventory at the cost of acquisition and

expensed when issued. They are recorded at the lower of cost or net realisable value.
Cost is determined on a weighted average basis.
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K) Property, Plant and Equipment

i) Recognition and measurement
Items of property, plant and equipment are measured at cost less accumulated
depreciation and impairment losses.

Cost includes expenditures that are reasonably attributable to the acquisition of the
asset. Purchased software that is integral to the functionality of the related equipment
is capitalised as part of that equipment.

When parts of an item of property, plant and equipment have different useful lives,
they are accounted for as separate items (major components) of property, plant and
equipment.

The land and head office occupied by the Bank is recognised at the cost of acquisition
in 2000 at nil value. The Bank still carries these assets at zero value pending the
establishment of a fair value at a future time when the land and property market in
Timor-Leste operates on a sound legal basis and objective valuations can be derived
from observable property market transactions.
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ii) Subsequent Costs

The cost of replacing part of an item of property, plant and equipment is recognised

in the carrying amount of the item if it is probable that the future economic benefits
embodied within the part will flow to the Bank and its cost can be measured reliably.
The carrying amount of replaced part is derecognised. The costs of day-to-day servicing
of property, plant and equipment are recognised in profit or loss as incurred.

iii) Depreciation
Depreciation is recognised in profit and loss on a straight-line basis over the estimated
useful lives of each part of an item of property, plant and equipment.

The Bank categorises its assets into broad groups and depreciates them according to
indicative useful lives as follows:

2019 2018
Buildings and improvements 20 years 20 years
Plant 5 years 5 years
Office equipment 8 years 8 years
Computers and electronic equipment 4 years 4 years
Vehicles 5 years 5 years

Depreciation methods, useful lives and residual values are reassessed at the
reporting date.

iv) Impairment

The carrying amounts of the Bank’s fixed assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists
then the asset’s recoverable amount is estimated. An impairment loss is recognised if
the carrying amount of an asset exceeds its recoverable amount. Impairment losses are
recognised in profit and loss.

I) Currency in circulation

Currency issued by the Bank in the form of centavos coins (which are legally a sub-unit
of the United States dollar in Timor-Leste) represents a claim on the Bank in favour of
the holder. The liability for the value of currency in circulation is recorded at face value
on the balance sheet.
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The Bank also issues collectors’ currency. Although it is unlikely that significant
amounts of collectors’ currency will be returned for redemption, the Bank records the
face value of the collectors’ currency sold with currency in circulation.

m) Employee benefits

i. Short term employee benefits

A short-term benefits include the full amount of all staff benefits, including salaries and
accrued leave. Accruals of personnel costs are recorded in the balance sheet under
other liabilities.

Short-term employee benefit obligations are expensed as the related service is provided.
A liability is recognised for the amount expected to be paid if the Bank has a present
legal or constructive obligation to pay this amount as a result of past service provided by
the employee and the obligation can be measured reliably.

ii. Long-term employee benefits
There is no pension scheme for employees of the Bank.

n) Changes in accounting policies
i. Voluntary changes in accounting policies
During the year there were no voluntary changes in accounting policies from the ones

used in the preparation of the previous year’s financial statements presented as
comparative information.
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New standards and interpretations applicable in the year

There was no significant impact on the accounting policies and disclosures from the
adoption by the Bank of new standards, revisions, amendments and improvements to
standards and interpretations which were applicable as from 1 January 2019 These new
standards, revisions, amendments and improvements to standards and interpretations
are the following:

IFRS 16 Leases
IFRIC 23 Uncertainty over Income Tax Treatments
Prepayment Features with Negative Compensation - Amendments to IFRS 9
Long-term Interests in Associates and Joint Ventures - Amendments to IAS 28
Plan Amendment, Curtailment or Settlement - Amendments to IAS 19
Annual Improvement
o IFRS 3 Business Combinations - Previously held Interests in a joint operation
o IFRS 11 Joint Arrangements - Previously held Interests in a joint operation
o IAS 12 Income Taxes - Income tax consequences of payments on financial
instruments classified as equity
o IAS 23 Borrowing Costs - Borrowing costs eligible for capitalisation

There following new standards, revisions, amendments and improvements to standards
and interpretations are applicable as from 1 January 2020:

Definition of a Business - Amendments to IFRS 3

Interest Rate Benchmark Reform - Amendments to IFRS 9, IAS 39 and IFRS 7
Definition of Material - Amendments to IAS 1 and IAS 8

The Conceptual Framework for Financial Reporting

IFRS 17 Insurance Contracts.
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4. Financial Risk Management

a) Introduction and Overview

The Banco Central de Timor-Leste has exposure to the following risks from its use of
financial instruments:

* Credit risk

* Liquidity risk

* Market risks

* Operational risks

This note presents information about the Bank’s exposure to each of the above risks,
the Bank’s objectives, policies and procedures for measuring and managing risk, and
the Bank’s management of capital.

b) Risk Management Framework
The Governing Board has overall responsibility for the establishment and oversight of
the Bank’s risk management framework.

The Governing Board is guided by the Bank’s establishing law (Organic Law 5/2011),

which sets broad risk management guidelines, including the following:

* Article 19 states that the Bank may hold in its investment portfolio any or all the
following foreign assets: Gold and other precious metals held by or for the account
of the Bank, including credit balances on account representing such gold and other
precious metals; Banknotes and coins denominated in freely convertible foreign
currencies held by or for the account of the Bank; Credit balances and interbank
deposits that are payable on demand or within a short term denominated in freely
convertible foreign currencies and are held in the accounts of the Bank, on the books
of foreign central banks, or international financial institutions; Readily-marketable
debt securities denominated in freely convertible foreign currencies issued by, or
backed by foreign governments, foreign central banks or international financial
institutions; Claims on international financial institutions resulting from repurchase
agreements, sale and buy back and securities lending agreements for the foresaid
debt securities; Special drawing rights held in the account of Timor-Leste in the
International Monetary Fund; The reserve position of Timor-Leste in the International
Monetary Fund.
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* Article 71.1 prohibits the Bank from granting credit, engaging in commerce,
purchasing the shares of any corporation or company including the shares of any
Financial Institution, or otherwise have an ownership interest in any financial,
commercial, agricultural, industrial, or other undertaking or acquire by purchase,
lease, or otherwise any real rights in or to immovable property, except as it shall
consider necessary or expedient for the provision of premises for the conduct of its
administration and operations.

* Article 39 authorises the Bank to manage special fund owned by the state on the
basis of management contract and maintain earmarked receipts on its books special
accounts provided that the assets and liabilities shall be segregated from the other
assets and liabilities of the Bank.

The Bank has established an Internal Audit Office, whose duties are to undertake both
regular and ad-hoc reviews of risk management controls and procedures, the results of
which are reported to the Governor, and, at the discretion of the Chief Internal Auditor,
the Governing Board.

¢) Credit Risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a
financial instrument fails to meets its contractual obligations, and arises principally in
connection with the Bank’s investment and banking activities.

Regular audits of the divisions responsible for the investment of funds are undertaken
by Internal Audit.
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The Bank’s exposure to credit risk, based on the ratings issued by S&P Rating, is as

follows:

Statement of Financial Position

For the period ended 31 December

Cash and cash equivalents
Cash

Deposits at central banks
Resident banks
Non-resident banks

Investments
International Monetary Fund - "SDR'
TOTAL ASSETS

Summary by credit rating

AAA

A-

Bal

Not applicable
TOTAL ASSETS

. Dec 2019 . Dec 2018
Rating*  uss "000 Rating*  uss "000
AAA 36.663 AAA 16.396
AAA 606.578 AAA 645.435
BBB- 15.678 BB- 17.146
A- 3.107 A- 1.764
662.026 680.741
N/A 34.073  N/A 34.276
696.100 715.017
Dec 2019 DSC2019 pec 2018 Dec,2018
92.41% 643.241 92.56% 661.831
0.45% 3.107 0.25% 1.764
2.25% 15.678 2.40% 17.146
4.89% 34.073 4.79% 34.276
100% 696.100 100% 715.017

*Where a central bank is not rated, the sovereign rating has been used.

There were no impairment losses at balance date.

The carrying amount of these assets approximates their fair value.
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d) Liquidity Risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
from its financial liabilities. Liquidity risk is also the risk that the Bank will have to sell a
financial asset quickly at much less than its fair value.

The Bank is responsible for managing the daily liquidity of the banking system. This role
includes the management of the clearing system. The Bank is prohibited by statute from
advancing funds to the banking system.

The Bank’s approach to managing liquidity risk is to ensure, as far as possible, that it
will always have sufficient liquidity to meet its liabilities when due, under both normal
and stressed conditions, without incurring unacceptable losses or risking damage to the
Bank’s reputation.

The investment management function considers the cash flows historically observed

in the deposit accounts of both the government and the commercial banks. From this
information, decisions are made that determine the size of the physical cash holdings
held in Timor-Leste, the amount of cash to be maintained in correspondent bank
accounts, and the nature of the investments to be made in short-term United States
Treasury Bills, for which a deep and liquid market exists, such that there will always be
bills close to maturity that may be sold if necessary without incurring the risk of suffering
a material market loss.

The following are the remaining contractual maturities of financial liabilities at the

reporting date. The amounts are gross and undiscounted, and include contractual
interest payments and exclude the impact of netting arrangements.
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Cash and Cash equivalents
Total assets (Excluding PPE)

Government deposits
Other deposits

Other liabilities
Currency issued
Total liabilities

Cash and Cash equivalents
Total assets (Excluding PPE)

Government deposits
Other deposits

Other liabilities
Currency issued
Total liabilities

e) Market Risk

2019 Carrying 6 months “Contractuall
amounts o Cash Flow
US$ "000 Over 6 months
662.026 662.026 0

662.026 662.026 0
449.068 449.068 0
147.359 113.263 34.096
9,480 9,480 0
21.214 21.214 0
627.121 593.025 34.096

2018 Carrying T “Contractual

amounts - Cash Flow”
US$ "000 Over 6 months
680.741 680.741 0
680.741 680.741 (0}
397.925 397.925 0
193.416 159.151 34.265
42,117 42.117 0
18.659 18.659 0
652.117 617.853 34.265

Market risk is the risk that changes in market prices, such as interest rate, equity prices,
foreign exchange rates and credit spreads (not relating to changes in the obligor's/
issuer’s credit standing) will affect the Bank’s income or the value of its holdings of
financial instruments. The objective of market risk management is to manage and
control market risk exposures within acceptable parameters, while optimising the return

on risk.

The Bank’s approach to the management of market risks is strongly guided by
its legislative framework that requires investments to be in high quality financial

instruments.
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The Bank measures and manages its exposure to market risk in terms of interest rate
risk and foreign currency risk, and information on these two risks is provided in the

following sections.

i) Interest Rate Risk

Interest rate risk is the risk of loss arising from changes in interest rates.

The Bank’s management of interest rate risk is partially governed by the legal framework

outlined above, and partly by a management policy of closely matching the re-pricing

periods of its assets and liabilities.

The assets and liabilities of the Bank will mature or re-price within the following periods:

Total Carrying

Amount 2019 Non-Interest 6 month
US$ "000 Sensitive or less

Cash and cash equivalents 662.026 0 662.026
Investments 34.073 34.073 0
Other assets 6,296 6,296 0
Total assets (Excluding PPE) 702.395 40.369 662.026
Government deposits 449.068 0 449.068
Other deposits 147.359 34.096 113.263
Other liabilities 9.480 9.480 0
Currency issued 21.214 21.214 0
Total liabilities 627.121 64.790 562.331
Interest Rate Sensitivity Gap 75.274 (24.421) 99.695
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Total Carrying

Amount 2018 Non-Interest 6 month

US$ "000 Sensitive or less
Cash and cash equivalents 680.741 0 680.741
Investments 34.276 34.276 0
Other assets 5.183 5.183 0
Total assets (Excluding PPE) 720.200 39.459 680.741
Government deposits 397.925 0 397.925
Other deposits 193.416 34.265 159.151
Other liabilities 42.117 42.117 0
Currency issued 18.659 18.659 0
Total liabilities 652.117 95.041 557.076
Interest Rate Sensitivity Gap 68.083 -55.582 123.665

ii) Sensitivity Analysis - Interest risk

In managing interest rate risk the Bank aims to reduce the impact of short-term
fluctuations on its net income. At 31 December 2019, it is estimated that a general
increase/decrease of one percentage point in interest rates would increase/decrease
the Bank’s profit by approximately $6,620 thousand (2018 - $6,807 thousand).

iii) Foreign Currency Risk

Foreign currency risk is the risk of loss arising from changes in exchange rates.

The management of the Bank maintains a low exposure to foreign currencies, which are
maintained at levels sufficient to meet operational settlement obligations. The Bank
does not engage in foreign currency intervention activities.
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As at 31 December 2019, the Bank’s net exposure to major currencies was as follows:

Total United

2019 States Australian SDR Euro
US$"000 Dollars Dollars

Cash and cash equivalents 662.026 661.702 14 0 310
Investments 34.073 0 0 34.073 0
Other assets 6.296  6.296 0 0 0
Total assets (Excluding PPE) 702.395 667.998 14 34.073 310
Government deposits 449.068 449.068 0 0 0
Other deposits 147.359 113.263 0 34.096 0
Other liabilities 9.480 9.480 0 0 0
Currency issued 21.214 21.214 0 0 0
Total liabilities 627.121 593.025 0 34.096 0
Net Foreign Currency Exposure 75.274 74973 14 -23 310
Total United

2018 States Australian SDR Euro
US$"000 Dollars Dollars

Cash and cash equivalents 680.741 680.260 34 0 447
Investments 34.276 0 0 34.276 0
Other assets 5.183 5.183 0 0 0
Total assets (Excluding PPE) 720.200 685.443 34 34.276 447
Government deposits 397.925 397.925 0 0 0
Other deposits 193.416 159.151 0 34.265 0
Other liabilities 42117 42117 0 0 0
Currency issued 18.659 18.659 0 0 0
Total liabilities 652.117 617.852 0 34.265 0
Net Foreign Currency Exposure 68.083 67.591 34 11 447
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iv) Sensitivity analysis - Currency exchange risk
In managing currency exchange risk, the Bank only hold small net positions in foreign
currency and therefore it’s not materially exposed to changes in foreign exchange rate.

f) Operational Risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the Bank’s processes, personnel, technology and infrastructure, and
from external factors other than credit, market and liquidity risks, such as those arising
from legal requirements or adverse events in the community at large. Operational risks
arise from all the Bank’s operations and are faced by all business entities.

The Bank’s objective is to manage operational risk so as to balance the avoidance of
financial losses and damage to the Bank'’s reputation with overall cost effectiveness and
to avoid control procedures that restrict initiative and creativity.

The primary responsibility for the development and implementation of controls to
address operational risk is assigned to senior management in each business area. This
responsibility is supported by the development of standards for the management of
operational risk in the following areas:

* Requirements for the appropriate segregation of duties, including independent
authorisation of transactions;

* Requirements for the timely reconciliation and monitoring of transactions;

* Compliance with regulatory and other legal requirements;

*  Written documentation of all major operating procedures;

* Requirements for the periodic assessment of operational risks faced, and the
adequacy of controls and procedures to address the risks identified;

* Requirements for the reporting of operational losses and development of proposed
remedial actions;

* Development of contingency plans;

* Ongoing capacity building and professional development;

* Establishment of ethical standards of behaviour; and

* Risk mitigation, including insurance for high risk operations.
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Compliance with these standards is supported by a programme of risk-based periodic
reviews undertaken by Internal Audit. The results of Internal Audit reviews are discussed
with the management of the business area in which they relate, with all findings
submitted monthly to the Governor, and a summary of work undertaken submitted
quarterly to the Governing Board.

g) Capital Management

The management of the capital of the Bank is subject to organic Law No 5/2011 on the

Banco Central de Timor-Leste. In particular, the following requirements are stipulated in

the law:

* The capital of the Bank must at least be $20,000,000, fully subscribed and paid-up.

* The capital of the Bank may be increased on the recommendation of the Governing
Board and approved by the Government.

* A general reserve account may be established to hold the paid-up capital up to the
difference between ten percent of the total financial assets of the Bank.

* The capital of the Bank may not be transferable or subject to encumbrance of any
kind.

There have been no material changes in the Bank’s management of capital during the
period.

The allocation of capital between specific operations and activities is, to a large extent,
driven by the need to provide liquidity to the financial and economic systems of Timor-
Leste. Accordingly, a significant proportion of capital is allocated to maintaining physical
holdings of currency in Timor-Leste, which earn no interest, and cash balances in current
accounts at correspondent banks.

5. Critical Accounting Judgements in applying the Bank’s Accounting
Policies

Critical accounting judgements made in applying the Bank’s accounting policies include:

e Although article 39 of the Organic Law no. 5/2011 states that the Bank is authorised
to manage and maintain special funds on its books, the assets and liabilities of
which shall be segregated from the other assets and liabilities of the Bank, the
management of the Bank, having taken advice concerning the provisions of the
Petroleum Fund Law and IFRS, has determined that the liabilities and assets of the
Petroleum Fund managed and registered in the name of the Bank should for reporting
purposes not be presented on the face of the Bank’s balance sheet.
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6. Segment Reporting
The Bank’s primary function is to act as the central bank of a single geographical area

- Timor-Leste. The shares of the Bank are not tradable. Accordingly, the Bank is not
required to present segment information.

7. Cash and Cash Equivalents

2019 US$ "000 2018 US$ "000
Cash and Cash Equivalents

Cash 36.663 16.396
Deposits at central banks 606.578 645.435
Resident banks 15.678 17.146
Non-resident banks 3.107 1.764
Total 662.026 680.741

8. Marketable Securities

No investment in Marketable securities for 2019.

9. Financial Assets and Liabilities
The table below sets out the Bank’s classification of each class of its assets and

liabilities, identifying the nature and amounts of financial assets and liabilities, with their
fair values (excluding accrued interest).
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Financial assets

Cash and cash equivalents
Investments
Other assets
Total assets (Excluding PPE)

Financial liabilities
Government deposits
Other deposits

Other liabilities
Currency issued
Total liabilities

10. Investments

Fair value through

E?(i,rﬁ\tlé:)l:lf_(::;ough ég::rtised Other Comprehensive
Income

2019 2018 2019 2018 2019 2018
US$’000 US$’000 US$’000 US$'000 US$'000 US$’000
0 0 662.026 680.741 0 0]

0 0 34.073 34.276 0 0

0 0 6.296 5.183 0 0

0 0 702.395 720.200 0 0

0 0 449.068 397.925 0 0

0 0 147.359 193.416 0 0

0 0 9.480 42.117 0 0

0 0 21.214 18.659 0 0]

0] 0 627.121 652.117 0 0

A) International Monetary Fund
The Democratic Republic of Timor-Leste became a member of the International
Monetary Fund (IMF) on 23 July 2002. The Bank was designated as the official
depository under Article XllIl of the IMF Articles of Association. In accordance with
article 19 (f) of Organic Law no. 5/2011 the Bank holds the Timor-Leste reserve position

subscription in the IMF.

The IMF Securities Account reflects the value of a Promissory Note payable by the
Ministry of Finance as the fiscal agent of the IMF in Timor-Leste held by the Bank in

favour of the IMF.
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The Bank recognises an asset and a liability account in relation to the IMF Securities.
The underlying balances of the IMF are denominated as follows:

2019 2018
in SDR '000 in USD '000 in SDR '000 in USD '000

IMF Holdings of Currency 21.250 29.385 21.250 29.554
IMF SDR Holdings 3.391 4.688 3.395 4.721
Total 24.641 34.073 24.645 34.276

B) The World Bank Group

The Democratic Republic of Timor-Leste became a member of three institutions within
the World Bank Group on 23 July 2002. Under the relevant Articles of Association, the
Bank was designated as the official depository. In accordance with general practice,
the Bank records the outstanding balances with the members of the World Bank Group
on a net liability basis. The amounts subscribed are in US dollars, as follows:

International Bank for Reconstruction and Development
The Bank records the outstanding balance with IBRD on a net liability basis.

International Development Association
Timor-Leste has subscribed for $314,858, of which $314,858 has been paid in the
form of a Promissory Note held at the Bank.

Multilateral Investment Guarantee Agency

Timor-Leste has subscribed to 50 shares with a total value of $54,100, of which
$54,100 has been paid on the form of a Promissory Note held at the Bank.
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11. Property, Plant and Equipment

Cost

Balance at

1 January 2018
Acquisitions
Transfers

Balance at

31 December 2018
Acquisitions

Work in Progress
Balance at

31 December 2019

Accumulated depreciation
Balance at

1 January 2018
Depreciation for the year
Adjustment

Balance at

31 December 2018
Depreciation for the year
Adjustment

Balance at

31 December 2019

Net carrying amounts
As at

31 December 2019

As at
31 December 2018
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Office Computer Work in
Buildings  Plant equipment equipment Vehicles progress Total

US$'000 US$'000 US$'000 US$'000 US$'000 US$'000 US$'000
970 395 968 2.558 557 815 6.263
331 20 85 817 36 0 1,288
0 0 0 0 0 -786 -786
1,301 415 1,053 3.375 593 29 6.766
84 0 15 557 0 0 656
0 0 0 0 0 38 38
1,385 415 1,068 3,932 593 67 7.460
699 354 643  1.887 470 0 4.052
57 21 85 478 52 693
0 0 0 0 0 0 -
756 SS) 728 2.365 552 0 4.745
66 22 90 453 49 0 680
0 0 0 0 -2 0 -2
822 397 817 2.818 569 0 5.422
564 18 251 1,114 24 67 2,038
545 40 325 1,010 71 29 2,021




Pending the establishment of a land and property registration system in Timor-Leste,
and the commencement of a property market in which the valuation of commercial
and other property can be established by reference to observable transactions, the
Governing Board of the Bank has been unable to establish a fair value for the head
office land and buildings occupied by the Bank. Work in progress includes costs
incurred in relation to the implementation of projects on SINTRAF System. There were
subsequently capitalised and transferred to Computer equipment and buildings.

There were no impairment losses at balance date.

12. Other Assets

Other assets comprise the following:

2019 US$’'000 2018 US$’'000
Other Assets
Accounts receivable 4.981 3.602
Advance, security & prepayment 101 40
Inventories 1.214 1.541
Total 6.296 5.183

Inventories comprise the cost of unissued centavos coins held for circulation. There
were no impairment losses at balance date.
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13. Government deposits

Government deposits
Consolidated fund

Infrastructure fund

Human Development Capital fund
Autonomous agency accounts
Municipalities accounts

Social security fund

Total

14. Other deposits

Other deposits

Domestic financial institutions
International financial institutions
Total

15. Other Liabilities

Other Liabilities

Accounts payable

Withholding tax payable

Provision for Long service account
Letters of Credit

Operating accounts

Total
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2019 US$ ‘000

2018 US$ ‘000

349.824 305.207
26.855 33.954
761 619
14.387 12.547
887 11.116
56.354 34.482
449.068 397.925

2019 US$ ‘000

2018 US$ ‘000

113.263 159.151
34.096 34.265
147.359 193.416

2019 US$ ‘000

2018 US$ ‘000

3.267 6.581
38 52
209 175
201 173
5.765 35.136
9.480 42.117




16. Capital and Reserves

The capital of the Bank is increased to $70,000,000 (2018 - $65,000,000).

The following reserves are established by article 10.1 of the organic law:

* An amount equivalent to at least 50 percent of distributable earnings shall be
credited to the general reserve account until the capital and general reserves equal
10 percent of the total financial assets of the Bank.

* A part of the remaining distributable earnings may, on the proposal of the Governing
Board, approved by the Government, be credited to special reserve accounts that
may be established by the Bank pursuant to paragraph 4 of Article 8 until such
reserve accounts reach a sum that the Governing Board deems appropriate.

e After deduction of the amounts referred to in the previous sub-paragraphs (a) and (b),
the remaining distributable earnings shall be used to redeem any securities issued
by the Bank, the remainder being transferred to the Treasury as revenue for the
general budget of the State.

17. Provision for Transfer of Surplus to Government of Timor-Leste

Article 9 of the organic law no. 5/2011 on the Banco Central de Timor-Leste requires
that the net profit of the Bank, after statutory deductions to the General Reserve
Account and the Supplementary Reserve Account shall be transferred to the
Government of Timor-Leste.

Furthermore article 10.1 (a) of the organic law no. 5/2011 stated that an amount
equivalent to 50 percent of distributable earnings shall be credited to the general
reserve account until the capital and general reserves equal 10 percent of the total
financial assets of the Bank, a transfer to the Government will be made as follows:

Us$ ‘000 2019 2018
Transfer to Government

Net profit for the year ended 31 December 2019 6.550 4.342
Transfer to General Reserve Account -6.550 -4.342
Total transfer to Government (0} 0
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For the year ended 31 December 2019, the transfer of surplus shall be taking into

account, when the Governing Board approved the distribution of earnings to Government

of Timor-Leste within four months after the end of financial year.

18. Contingent Liabilities

There were no contingent liabilities as at 31 December 2019.

19. Net Interest Income

Interest income from Financial Assets
Interest on deposits at foreign central
banks

Interest on deposits at domestic banks
Total interest income

Interest paid on Financial Liabilities
Interest paid on Government accounts
Interest paid to commercial banks
Total interest expenses

20. Fee and Commission Income

Fees and commissions

Currency withdrawal fees

Licensing and supervision fees
Government account management fees
Total fees and commissions
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2019 US$ ‘000

2018 US$ ‘000

8,321 5.190
150 64
8.471 5.254
1.238 740
6 8
1.244 748

2019 US$ ‘000

2018 US$ ‘000

15 23
232 207
500 500
747 730




21. Petroleum Fund Management Fee

In accordance with the provisions of the Petroleum Fund Law No 9/2005 the Bank is
entitled to charge a management fee for the operational management of the Petroleum
Fund of Timor-Leste that reasonably represents the cost of managing the Petroleum
Fund. The balance of Petroleum Fund at 31 December 2019 (unaudited) was $17,692

million (2018 - 15,804 million).

Ministry of Finance agreed to covered internal management fee of BCTL up to 4 basis
points on annual basis. The management fee received from the Petroleum Fund account
for the period ended 31 December 2019 was amounted of $14,081 thousand (2018 -
$13,959 or 9 basis points) or represented 7 basis points of the average balance of the
funds. The management fees accrued at the end of the period was $14,081 thousand
and the fees covers expenses for custody services, external managers and Investment
Advisory Board with the total cost of $9,238 thousand or 66% of the entire cost. The
management fees for BCTL internal management was amounted of $5,074 thousand or
36% of the cost. Presented below is the petroleum fund management fee income per

nature:

Us$ ‘000 2019 2018
Total Petroleum fund management fee income 14.081 13.959
External managers & custody mgmt services expenses -9.063 -8.560
Investment Advisory management expenses -261 -192
Others 317 0
Net fee and commission income 5.074 5.207

The breakdown of BCTL internal management fee expenses are as shown below.

US$ ‘000 2019 2018
Salary, capacity building and Other personnel

related costs 1.015 2.150
IT services, systems and data 1.624 1.060
Research, consulting and legal fees 1.268 839
Allocated common costs BCTL 913 996
Other costs 254 162
Total BCTL operational expenses 5.074 5.207
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22. Personnel Expenses

Us$ ‘000 2019 2018
Personnel Expenses

Salaries and related payments 1.669 1.621
Staff welfare payments 182 125
Capacity building and staff development 269 295
Representation at conferences and meetings 242 133
Total personnel expenses 2.362 2174

23. Administration Expenses

US$ ‘000 2019 2018
Administration Expenses

Asset maintenance 58 50
Communications 90 54
Information systems 1.164 1.096
General expenses 44 74
Office Expenses 156 168
Professional fees 561 868
Other Assets management expenses 196 208
Total Administration Expenses 2.269 2.518

24. Petroleum Fund of Timor-Leste

The Bank is responsible for the operational management of the Petroleum Fund of
Timor-Leste in accordance with Law number 9/2005 on the Petroleum Fund Timor-Leste
and an Operational Management Agreement signed between the Bank and the Minister
of Finance.
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Under those arrangements, the following mechanisms have been established by the

Bank:

* An “earmarked receipts account” has been opened by the Bank in its own name at
the Federal Reserve Bank of New York into which all payments made as petroleum
receipts must be made.

* The investments of the Petroleum Fund and related custodial arrangements are
made in the name of the Bank.

* The Bank is not liable for losses arising from the operations of the Petroleum Fund
unless such losses arise from the negligence of the Bank or its employees.

Taking into account the recognition tests set out in international accounting standards,
the assets and liabilities of the Petroleum Fund are not shown on the face of the

Bank’s balance sheet.

The assets and liabilities of the Petroleum at 31 December 2019* were as follows:

USs$ ‘000 2019 2018
Petroleum Fund Assets

Cash and Cash Equivalents 921.876 725.099
Other receivables 32.684 25.799
Financial assets at fair value through 16.758.013 15.072.096
profit or loss

Less: Pending Purchase of Securities & (20.757) (19.356)
Account payables 17.691.816 15.803.638
Capital 17.691.816 15.803.638
Capital 17.691.816 15.803.638

*) the PF balance sheet is unaudited

25. Related Party transactions

Ultimate Controlling Party

The capital of the Bank is held by the Democratic Republic of Timor-Leste and carries
no voting or other rights of control. The Bank is established as a distinct autonomous
public legal entity, endowed with administrative and financial autonomy and of its
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own capital. Article 3.2 of Central Bank law no. 5/2011 gives the Bank complete legal,
operational, administrative, and financial autonomy from any other person or entity,
including the government and any of its agencies, and subsidiary organs or entities.

Governing Board

There were three members of the Governing Board who were the executive management
personnel. The compensation is determined by the Government through Government
Decree No. 3/2015 of 21 January, which is disclosed below.

USs$ ‘000 2019 2018
Executive Board members Compensation

Board members compensation (Included in

personnel expenses) 286 258
Total 286 258

Non-Executive Governing Board
There were four members of the Governing Board who were not one of the key
management personnel, whose compensation is disclosed below.

USs$ ‘000 2019 2018
Non-Executive Board Members Compensation

Sitting allowance (Included in personnel

expenses) 85 86
Total 85 86

Key Management Personnel
The management of the Bank is undertaken by a Management Committee comprising
the three-senior staff.

2019 US$ "000 2018 US$ "000
Key Management Personnel Compensation
Short-term employee benefits (Included in
personnel expenses) 76 57
Total 76 57
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Government-Related Entities

The Bank provides banking services on an arm’s-length basis to the Ministry of
Finance and other public entities which are exempt from the disclosure requirements
of paragraph 18 of IAS 24 - “Related Party Disclosures” in relation to related party
transactions and outstanding balances, including commitments. The nature and
amount of each individually significant transaction with Government related entities are
disclosed in Notes 13, 15, 22 and 25.

26. Authorisation and approval of the financial statements

As stated in the basis of preparation - Statement of compliance, these financial
statements were authorised for issue by the Governing Board of the Bank on 31 March
2020.

27. Subsequent Events

The existence of the Corona virus (2019-nCoV) was confirmed in 2020, with several
zones in China and Europe being affected, maintaining the quarantine situation with

no prediction of when its conclusion may be decreed. The virus has had a fast spread
worldwide, and an effective vaccine / antibiotic has not been discovered to prevent/fight
the disease.

Companies in the USA and the EU are already feeling an impact, having repercussions
on the supply of goods from these countries. Given the speed which the situation is
flowing, we cannot formulate a reliable estimate of the impact of this situation on the
bank.
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Auditor’s Report
REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS

Opinion

We have audited the accompanying financial statements of Banco Central de Timor-Leste (the Bank), which
comprise the Statement of Financial Position as at December 31, 2019 (showing a total of 704.433 thousands
USD and a total equity of 77.312 thousands USD, including a net profit for the year of 6.550 thousands USD), the
Statement of Profit or Loss and Other Comprehensive Income, the Statement of Changes in Equity and the
Statement of Cash Flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view, in all material respects, of the
financial position of Banco Central Timor-Leste as at December 31, 2019, and of its financial performance and its
cash flows for the year then ended in accordance with the International Financial Reporting Standards.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) and other technical and
ethical standards and guidelines as issued by the Institute of Statutory Auditors. Our responsibilities under those
standards are further described in the “Auditor’s responsibilities for the audit of the financial statements” section
below. We are independent of the Bank in accordance with the law and we have fulfilled other ethical
requirements in accordance with the Institute of Statutory Auditors ~ code of ethics.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Emphasis of matter relating to Covid-19

The recent developments surrounding the Covid-19 pandemic (Coronavirus) have a significant impact on the
health of people and on our society as a whole, increasing uncertainty around the operational and financial
performance of organisations. The impacts and uncertainties resulting from the Covid-19 pandemic
(Coronavirus) are disclosed in Note 27 of the Notes to the financial statements and reflect the expectations of the
Governing Board of BCTL. Based on the information available at that date, the financial impacts of the event are
uncertain, namely concerning the fair value of financial and non-financial assets. Our opinion has not been
modified in relation to this matter.

Responsibilities of management and those charged with governance for the financial
statements

The Bank’s Governing Board is responsible for:

the preparation of financial statements that presents a true and fair view of the Bank 's financial position,
financial performance and cash flows in accordance with the International Financial Reporting Standards;

the preparation of the Management Report in accordance with the laws and regulations;

designing and maintaining an appropriate internal control system to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error;

the adoption of accounting policies and principles appropriate in the circumstances; and

assessing the Banks's ability to continue as a going concern, and disclosing, as applicable, matters
related to going concern that may cast significant doubt on the Bank s ability to continue as a going
concern.

Those charged with governance are responsible for overseeing the Bank's financial reporting process.
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Auditor’s responsibilities for the audit of the financial statements

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

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

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

obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank's internal control;

evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management;

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

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

communicate with those charged with governance, regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Our responsibility also includes the verification that the information contained in the Management Report is
consistent with the financial statements.

Lisbon, 2" April 2020

Ernst & Young Audit & Associados - SROC, S.A.
Sociedade de Revisores Oficiais de Contas
Represented by:
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Registered with the Portuguese Securities Market Commission under license nr. 20161271

173





