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2018 ANNUAL REPORT

17 December 2018

Dear Sirs

In pursuant to Paragraph 17 Clause 1 of the current Memorandums of Understanding, | am
pleased to present to the Governments of Nauru, Australia and China (Taiwan) the Annual Report
of the Intergenerational Trust Fund for the People of the Republic of Nauru (the Fund), for the
financial year ended 30 June 2018.

As required in the Memorandums of Understanding, the Annual Report includes the Fund’s
audited financial statements, along with investment, management and decisions information.

The Fund was established on 6 November 2015 with the main objective to generate future
investment earnings that can be used to provide a source of revenue to the Republic of Nauru
post 2033 (or at a time sooner as determined by the Committee) for investments in education,
health, environment and infrastructure. The Fund will help smooth out income streams in the
medium term and replace all, part or supplement volatile future revenue.

Yours faithfully

Hon David Adeang MP

Chairman
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2018 HIGHLIGHTS

Financial Highlights | 1 July 2017 - 30 June 2018

Contributions:

« Government of Nauru (GON) - $14.8 million*

« Government of Australia (GOA) - $2.1 million**

« Government of the Republic of China (Taiwan) - $2.6 million
« Government of New Zealand - $1.9 million

* $2.5 million being pre-payment of intended 2018-19 contribution
** $2.1 million being pre-payment of intended 2018-19 contribution

Investment Income
« $5.3 million

Total investment at market value
¢ $84.2 million

Total net assets
 $84.4 million

Fund Performance
« 9.4%

Key Outputs Delivered

Successful transition to bespoke investment portfolio

Introduction of Government of New Zealand (GONZ) to the Fund

Adoption of new logo

Other Highlights

Membership with the International Forum of Sovereign Wealth Funds
(IFSWF)

Intergenerational Trust Fund for the People of the Republic of Nauru 2018 ANNUAL REPORT



CHAIRMAN’S REPORT

2018 sees the third year of operation since the establishment
of the Fund in 2015 and it has been one of commitment by the
Fund’s Committee members and its development partners. Due
to this commitment, | am proud to report the Fund’s value was
in excess of $84 million at 30 June 2018. It is exciting to see a
$28 million growth in the Fund, an increase from $56 million in
the 2017 financial year, as this is continuing to improve the
ability of the Fund to generate future investment earnings and
a future source of revenue to the Republic of Nauru.

Contributions received by the Fund were from the Government

of Nauru (GON) and our development partners, being Government of Australia (GOA) and
Government of China (Taiwan). In addition, we thank the Government of New Zealand (GONZ)
for contributing to the Fund in the 2018 financial year as their way of acknowledging the 50t
anniversary of Nauru’s independence.

During the 2018 financial year, the GON contributed $14.797 million to the Fund resulting in
total contributions, from establishment to 30 June 2018, of $47.132 million. Our development
partners have contributed the following amounts to the Fund since establishment: GOA $12.068
million, GOC (Taiwan) $10.635 million and GONZ $1.855 million. It is with great pleasure that |
confirm GONZ is to continue their association with the Fund in future years through additional
contributions and as a future representative on the Fund’s Committee.

It is pleasing to report the Fund has successfully transitioned from Stage 1 to Stage 2 of the
investment strategy during the 2018 financial year, resulting in investments being more illiquid
in a diversified portfolio. This stage will continue for the next 4 to 15 years with the aim of
increasing the growth assets through contributions and reinvestment of earnings to provide
greater returns for the Fund.

To ensure best practice and transparency the Committee is committed to working with our
external advisors, investment managers and executive administrators to improve the processes
and practices of the Fund. Communication with the public is also necessary and a critical part of
the process of transparency.

This leads me onto an exciting feature in this year’s annual report, being the new Fund logo that
features on the front cover. The Nauru community had the opportunity to enter a competition to
design our logo and it was inspiring to review the many entries received. It was a privilege to be
involved with the selection process of the winning entry and to present the award to the winning
candidate. This competition was one initiative to provide information to the public about the
Fund and this communication will remain an important requirement for future years.

It is evident from the growth of the Fund during the 2018 year that our Committee members,
development partners and broader team responsible for the administration and investment of
ongoing contributions are working together to get the best outcome for the Fund and ultimately
for the people of Nauru.

| would personally like to thank all involved with the Fund and have confidence of its continued
success.

Hon David Adeang MP
Chairman
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HISTORY AND DIRECTION

The Government of the Republic of Nauru (GON) has pursued establishing a trust fund since 2009
with the objective of providing a stream of revenue to replace or supplement various volatile
and possibly terminating, revenue sources.

The Nauru National Sustainable Development Strategy 2005-25: Partnerships for Quality of Life
(as revised in October 2009) identified the establishment of a trust fund as one of the seven
strategies to stabilise the macroeconomic environment conducive to private investment. The aim
was to have a trust fund provide supplementary funds to the budget as of 2030, mainly to
replace dwindling phosphate royalty revenues. Parliament passed the Nauru Trust Fund Act 2012
to authorise the establishment of a trust fund.

Since that time, Nauru’s economic structure and GON’s revenue streams have improved. For the
period between FY2010-11 and FY2017-18, domestic revenue has significantly increased. Donor

budget support and other donor-sponsored development expenditure have remained at sizeable
amounts but are a reduced portion of the overall budget.

The increase can be explained by:

1) Fisheries revenue has increased as a result of fishing vessels using Nauru’s Exclusive Economic
Zone and a new fisheries agreement is in effect. The fisheries revenue is expected to be at
higher levels but is volatile;

2) Australian Regional Processing Centre (RPC) revenues continue at a high-level. The transition
of the management of the operations of the RPC has commenced and will continue to support
the revenues; and

3) At the same time, responding to these primary revenue increases, tax, customs and tariff and
other revenue streams have also increased, including external aid assistance which remains at
high levels and makes up about one-third of all revenue.

The GON conducted discussions with various development partners, including Australia, New
Zealand, Government of China (Taiwan) and the Asian Development Bank (ADB), regarding the
structure of the Fund to include its purpose, management and administration, accountability and
other legal and operational aspects.

The ADB was instrumental in their support of the establishment of the Fund with the funding of
the consultant for the establishment process, including the tendering for support services and
the initial Executive Administration role. The ADB also provided an initial contribution to the
Fund. The Memorandums of Understanding (MOUs) are now in place for the initial founding
development partners. These MOUs set forth the structure and governance of the Fund.

The GON will contribute a portion of annual revenue to the Fund based on a formula agreed to in
the MOUs. GON’s development partners intend to contribute annually to the Fund. Other
contributors may also enter into an agreement with the GON based on the parameters set forth
in the MOU.

The Fund is intended to be a perpetual fund meaning its principal will be secured over the long
term by eventual annual distributions that are less than the annual estimated long-term
investment return rate.

As set out in Paragraph 5 of the MOU, the Fund has the following specific purpose:

“The purpose of the Fund is to provide a source of revenue to the Republic of Nauru post-2033,
or at a time sooner as determined by the Committee, for investments in education, health,
environment and infrastructure. The Fund will help smooth out windfall income streams in the
medium term and replace all or part or supplement questionable future revenue.”
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The initial investment strategy of the Fund was to build up the capital base and once achieved,
review the ongoing investment strategy of the Fund. The future direction of the Fund takes into
account its purpose and expected long term investment horizon.
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GOVERNANCE

As set out in the Memorandums of Understanding (MOUs) for the Fund, the Committee is the
governing body for the Fund.

Committee Members

Left to right: Mr Bruce Soar (GOA), Hon David Adeang MP (GON),
Ambassador Joseph Chow (Taiwan) alternate member for

Ambassador Ger (Taiwan)

Service Providers

Executive Administrator Investment Advisor

IBDO ®® MERCER

Auditor Review Consultant

L VINSTAR

hanrick

ASSURANCE. STRATEGISTS
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Back row: Shau-Ann Lee, Mr David Hutton (Vinstar Limited), Hon Lionel Aingimea MP, Mr Bruce Soar, Mr John Petersen
Front row: Mr Michael Maher (Mercer), Ms Angela Tierney (Australian High Commissioner to Nauru), Hon David Adeang
MP, Ambassador Joseph Chow, Mrs Maree Griffin (BDO)

Operational Controls

The Committee uses Chartered Accountants BDO as the Executive Administrator to assist with
the operational controls on a day to day basis as governed by the MOUs. Decisions are made at
the quarterly Committee meetings and BDO provides the independence to effect those decisions.

Mercer is the Investment Advisor that is responsible for payment of all invoices after approval by
the Committee. There is a minimum of two signatures required for approval of all invoices for
payment. BDO also provides an independent review before authorising Mercer to make any
payments.

Risk Management Systems

To assist with minimising risk the Committee has worked closely with Mercer to develop an
appropriate investment policy. Consideration has been given to the expected life of the Fund
and the most appropriate risk exposure for the investments. Tolerance levels are established to
take into account market risk, liquidity risk and the flexibility of the portfolio.

Quarterly reviews are undertaken to ensure risk levels remain appropriate and to instigate any
changes deemed necessary by the Committee and the Investment Advisor.

An independent advisor from Vinstar Limited assists the Committee by monitoring the results of

the Mercer investments and providing quarterly reports on targets met. A review of any targeted
changes by Mercer is undertaken at the time and comments provided accordingly for Committee
consideration.

Santiago Principles

The Santiago Principles are a voluntary set of principles and practices originally developed by the
International Working Group of Sovereign Wealth Funds (the Working Group) during 2008 and
which today are at the heart of the International Forum of Sovereign Wealth Funds (IFSWF).

The Santiago Principles identify a framework of generally accepted principles and practices that
properly reflect appropriate governance and accountability arrangements. It identifies the
conduct of investment practices that properly reflect appropriate governance and accountability
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arrangements as well as the conduct of investment practices by Sovereign Wealth Funds (SWFs)
on a prudent and sound basis.

The IFSWF was established as a voluntary group of SWFs in 2009, to build on the efforts of the
Working Group, to meet, exchange views on issues of common interest, and facilitate an
understanding of the Santiago Principles and SWF activities.

The Fund has completed a self-assessment in line with the Santiago Principles with the detail
contained in Appendix 1.

International Forum of Sovereign Wealth Funds (IFSWF)

On 6t September 2017, the Fund became a member of the International Forum of Sovereign
Wealth Funds (IFSWF). This places the Fund as a peer to many of the largest sovereign funds in
the world.
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INVESTMENT PERFORMANCE

2017/2018 Progress

The Intergenerational Trust Fund for the People of the Republic of Nauru has been established
with the purpose of generating future investment earnings that can be used to provide a source
of revenue to the Republic of Nauru, for investments in education, health, environment and
infrastructure. The Fund will help to smooth out windfall income streams in the medium term
and replace all or part or supplement volatile future revenue.

The Trust Fund Committee has acknowledged that the Fund has a long term investment horizon.
The long term horizon allows a high exposure to growth assets so as to generate strong real
investment returns. The investment strategy for the Fund will be undertaken in the following
stages (years stated are approximate timings) with the Fund currently transitioning from Stage 1
to Stage 2:

e Stage 1 -vyears 0 - 3 (completed): The objective of stage 1 is to build the capital base of the
Fund by investing within a diversified investment option with an allocation of 70-75% to
growth assets.

e Stage 2 - years 4 - 15 (current): The objective will be to increase the allocation to growth
assets through a more bespoke asset allocation to increase the real return potential of the
Fund.

e Stage 3 - years 16 - 20: The Fund will gradually reduce the allocation to growth assets as it
approaches maturity. Sufficient liquidity will be required as the Fund prepares for
distributions to begin.

e Stage 4 - years 20 and beyond: Consistent with stage 3 a significant proportion of the fund
will be retained in growth assets with ongoing review to ensure sufficient liquidity to enable
annual distributions of earnings.

The agreed investment return objective of the Fund for stage 2 is as follows:

e To achieve a total return of 4.5% pa (after fees) over inflation (as measured by the
Australian Consumer Price index) over rolling 10 year periods.

Following a period of synchronised economic growth across the globe throughout 2016 and 2017,
volatility returned to financial markets in the second half of FY 18 as a number of developments
emerged to challenge expectations of continued strong global growth and low inflation. Signs of
quickening US wage growth and rising core inflation have since been followed by an apparent
peaking in the synchronised global upturn. This has been followed by the announcement of new
protectionist pressures in the US, China and the EU, and fears around greater government
regulation of data collected by major tech companies.

Despite recent volatility, the Fund again enjoyed solid returns over the past 12 months. This was
driven by the ongoing global economic expansion and to a lesser extent, the Fund’s gradual
increase in growth assets from 70% to 76% as per the investment strategy.

Performance to 30 June 2018 ‘ Fund Objective (CPI + 4.5%)
1 Year 9.4% 6.5%
Inception (April 2016) 9.2% pa 6.4% pa
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The combination of portfolio returns and ongoing contributions ($17.6m) has seen the Fund grow
to exceed $84m as at 30 June 2018. The Fund will continue to transition through “stage 2” and
increase the allocation to growth assets. FY19 will also see the Fund make its initial investments
into some illiquid asset classes including Property and the first commitment to the Private Equity
program. These asset classes have been shown to benefit long term investors and are an integral
component of sovereign wealth funds and endowments.
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FINANCIAL STATEMENTS

The Intergenerational Trust Fund for the
People of the Republic of Nauru

Financial Statements

For the year ended 30 June 2018

Contents

1 Statement of Comprehensive Income

2 Statement of Financial Position

3 Statement of Changes in Equity

4  Statement of Cash Flows

5 Notes to the Financial Statements

15 The Management Committee’s Declaration
16 Independent Auditor’'s Report

18 Auditor's Independence Declaration
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The Intergenerational Trust Fund for the People of the Republic of Nauru

Statement of Comprehensive Income
For the Year Ended 30 June 2018

Investment income
Net gains on financial instruments held at fair value
through profit or loss
Mercer trust distributions
Management fee rebates
Interest income
Contributions

Total net investment income

Expenses

Accounting fees

Audit fees

Executive administrator fees
Meeting costs
Membership fees
Review consultant fees
Total operating expenses
Profit from ordinary activities

Other comprehensive income

Total comprehensive income for the period

Notes

11

30Jun2018  30Jun 2017
$'000 $'000
3,928 1,796
5,266 1,874
66 28
1 1
19,230 17,068
28,491 20,767
25 19
10 17
22 20
4 5
18 .
5 8
84 64
28,407 20,703
28,407 20,703

The above statement should be read in conjunction with the accompanying notes.
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The Intergenerational Trust Fund for the People of the Republic of Nauru

Statement of Financial Position
As At 30 June 2018

Assets
Cash and cash equivalents

Financial assets held at fair value through profit or
loss

Mercer trust distributions receivable
Management fee rebate receivable

Total assets

Liabilities
Trade and other payables

Income received in advance

Total liabilities

Net assets

Equity

Retained Surplus

Total Equity

Notes

30 Jun 2018 30 Jun 2017

$'000 $'000
36 50
84,220 56,788
4,822 1,690
9 3
89,087 58,531
20 11
4,640 2,500
4,660 2,511
84,427 56,020
84,427 56,020
84,427 56,020

The above statements should be read in conjunction with the accompanying notes.
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The Intergenerational Trust Fund for the People of the Republic of Nauru

Statement of Changes in Equity
For the Year Ended 30 June 2018

Retained Total
Surplus
Notes $’000 $’000
Balance 1 July 2017 56,020 56,020
Comprehensive Income
Profit for the period 28,407 28,407
Balance as at 30 June 2018 84,427 84,427
Retained Total
Surplus
Notes $'000 $°000
Balance as at 1 July 2016 35,317 35,317
Comprehensive Income
Profit for the period 20,703 20,703
Balance as at 30 June 2017 56,020 56,020

The above statements should be read in conjunction with the accompanying notes.
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The Intergenerational Trust Fund for the People of the Republic of Nauru

Statement of Cash Flows
For the Year Ended 30 June 2018

Cash flows from operating activities
Interest received
Trust distributions received
Contributions received

Payment to suppliers

Purchase of financial instruments held at fair value
through profit or loss

Net cash flows used in operating activities

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the
period

Cash and cash equivalents at the end of the year

30 Jun 2018 30Jun 2017
Notes $'000 $'000

1 1

- 151

60 =
(75) (52)
: (50)
10 (14) 50
(14) 50

50 =
36 50

The above statements should be read with the accompanying notes.

Intergenerational Trust Fund for the People of the Republic of Nauru

2018 ANNUAL REPORT



The Intergenerational Trust Fund for the People of the Republic of Nauru

Notes to the Financial Statements
For the Year Ended 30 June 2018

Contents of the Notes to the Financial Statements

1 General information..........ccciin s ———
2 Summary of significant accounting policies........ccccucvcrrriirrircsnrennnnes
3 Financial risk management ...........ccccoiiiiiinmnincsennce e
4 Fair value measurement ...
5 Net gains on financial instruments held at fair value through profit

OF 08 S e
6 ContrbUtioN S xrrsreerrerrrrrrerereeresrorsrere e o T T T RS
7 Financial assets held at fair value through profit or loss...................
8 Trade:and other payables:: sy
9 Income received in adVaNCe.........cccciiiiinnnsssn
10 Reconciliation of cash flows from operating activities...........cccceeuen.
11 Remuneration of auditors........cccccvciinininnnn
12  Investment manager feeS ......ccuviiricririrnrrcsr e s
13; ' Related pantytransactions ........ccscsimssssmsssimsssimsssssmssssmssssmnsssssms
14  Events occurring after the reporting period..........cccooiiiiiniiicnnn e
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

1 General information

The Intergenerational Trust Fund for the People of the Republic of Nauru (the Fund) has been established
(on 6 November 2015) to provide a source of revenue to the Government of Nauru post 2033 for
investments in education, health, environment and infrastructure. The Fund will help to smooth out income
streams in the medium term and replace all or part or supplement future revenue. It is governed by
Memorandum of Understandings which allows governments to make annual contributions to the Fund. There
is a Memorandum of Understanding (MOU) between the Government of the Republic of Nauru (GON) and
the Government of Australia (GOA) entered into on 6 November 2015 to contribute to the long-term
budgetary self-reliance of the Republic of Nauru. There is also a MOU between the Government of the
Republic of Nauru (GON) and the Government of the Republic of China (Taiwan) entered into on 4 April
2016 to contribute on the same basis.

The Fund is exempt from currency and exchange restrictions and income tax as per the International
Organisations (Privileges and Immunities—Nauru Trust Fund) Regulation 2015 (Select Legislative
Instrument No. 235, 10 December 2015).

The Executive Administrator of the Fund is BDO (Qld) Pty Ltd ACN 134 242 434 (BDO).
The Investment Manager is Mercer Investments (Australia) Limited ABN 66 008 612 397 (Mercer).

The Fund has a management committee (the Committee) that operates under the Memorandum of
Understandings. The Committee has a representative from Nauru, Australia and Taiwan (refer to Note 12).

The Review Consultant for the Fund is Vinstar Limited.
2 Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to from date of establishment, unless otherwise stated in the
following text.

21 Basis of preparation

These general purpose financial statements have been prepared in accordance with Australian Accounting
Standards issued by the Australian Accounting Standards Board in Australia and the applicable MOUSs.

All amounts are presented in Australian dollars and have been rounded to the nearest thousand dollars
unless otherwise indicated.

These financial statements were prepared on the basis of fair value measurement of assets and liabilities
except where otherwise stated.

The statement of financial position is presented on a liquidity basis. Assets and liabilities are presented in
decreasing order of liquidity and do not distinguish between current and non-current. All balances are
expected to be recovered or settled within twelve months, except for investments in financial assets. The
amount expected to be recovered or settled within twelve months after the end of each reporting period
cannot be reliably determined.

211 New and amended standards adopted by the Fund

There are no standards, interpretations or amendments to existing standards that are effective for the first
time for the financial year beginning 1 July 2017 that would be expected to have a material impact on the
Fund. No Australian Accounting Standards have been early adopted for the 2018 financial year.

2.2 Financial instruments
2.21 Classification

The Fund's investments are classified as at fair value through profit or loss. They are comprised of financial
instruments designated at fair value through profit or loss upon initial recognition.

Financial assets designated at fair value through profit or loss, upon initial recognition are those that are
managed and their performance evaluated on a fair value basis in accordance with the Fund’s documented
investment strategies.
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

22 Financial instruments (continued)
2.2.2 Recognition / derecognition

The Fund recognises financial assets and financial liabilities on the date they become party to the
contractual agreement (trade date).

Investments are derecognised when the right to receive cash flows from the investments have expired or the
Fund has transferred substantially all risks and rewards of ownership.

223 Measurement

Subsequent to initial recognition, all instruments classified at fair value through profit or loss are measured at
fair value with changes in their fair value recognised in profit or loss.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

The fair value of financial instruments is based on their quoted market prices at the reporting date without
any deduction for estimated future selling costs.

Investments in unlisted unit trusts are recorded at the exit price as reported by the managers of the trusts.
23 Cash and cash equivalents

For the purpose of presentation in the statement of financial position and the statement of cash flows, cash
and cash equivalents includes cash on hand, deposits held at call with financial institutions, other short term,
highly liquid investments with original maturities of three months or less from the date of acquisition that are
readily convertible to known amounts of cash and which are subject to an insignificant risk of change in
value.

Payments and receipts relating to the purchase and sale of investment securities are classified as cash flows
from operating activities, as movements in the fair value of these securities represent the Fund’s main
income generating activities.

24 Receivables

Contributions are accrued when there is reasonable assurance that the Fund will comply with any conditions
under the MOU and that the monies will be received.

Trust distributions and management fee rebates are accrued when the right to receive payment is
established.

25 Trade and other payables

The amounts represent liabilities for services provided to the Fund prior to the year-end balance date and
remain unpaid at that time. The amounts are unsecured and are usually paid within 30 days of recognition.

26 Investment income

Interest income is recognised in profit or loss for all financial instruments that are not held at fair value
through profit or loss using the effective interest method. Interest income on assets held at fair value through
profit or loss is included in the net gain on financial instruments. Other changes in fair value for such
instruments are recorded in accordance with the policies described in Note 2.2.

Trust distributions and management fee rebates are recognised when the right to receive payment is
established. Management fee rebates are provided on a monthly basis and reduce the effective fee on the
investments held in financial instruments.

Contributions are recognised when there is reasonable assurance that the Fund will comply with any
conditions under the MOU and that the monies will be received. As per AASB 120 Accounting for
Government Grants and Disclosure of Government Assistance, the total contribution is recognised as
income through profit and loss in the current period as the contributions relate directly to the financial
instruments held with no related costs in future years.
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

2.7 Income tax

The Fund is exempt from income tax as per the International Organisations (Privileges and Immunities—
Nauru Trust Fund) Regulation 2015.

28 Use of estimates
For the Fund's financial investments, quoted market prices are readily available.

The Fund individually holds investments in unlisted trusts and the investment managers of these funds may
use estimates and assumptions that affect the reported amounts of assets and liabilities within the next
financial year.

29 New and revised accounting standards

Certain new or amended accounting standards have been published that are not mandatory for the 30 June
2018 reporting period and have not been early adopted by the Fund. The Committee’s assessment of the
impact of these new or amended standards (to the extent they are relevant to the Fund) is set out below:

291 AASB 9 Financial Instruments and applicable amendments (effective from 1 January 2018)

AASB 9 Financial Instruments addresses the classification, measurement and derecognition of financial
assets and financial liabilities. It has now also introduced revised rules around hedge accounting and
impairment.

The Committee has reviewed the impact and, as the Fund’s financial instruments are already carried at fair
value through profit or loss, it has been determined the change in impairment rules will not impact the Fund.
No change to opening balances of these financial assets is expected on 1 July 2018.

29 Comparatives
Comparatives include the full financial year, being 1 July 2016 to 30 June 2017.
3 Financial risk management

The Fund's activities expose it to a variety of financial risks: market risk (including price risk, currency risk,
and interest rate risk), credit risk and liquidity risk.

This note presents information about the Fund’s exposure to each of the above risks, as well as the Fund’s
objectives, policies and processes for measuring and managing the risk.

The disclosures are prepared on the basis of the Fund’s direct investments and not on a look-through basis
to the underlying investments of the unlisted unit trusts that the Fund primarily holds.

(a) Risk management framework

The Fund maintains positions in an unlisted unit trust managed by Mercer in accordance with the Fund’s
investment strategy.

The Fund's overall risk management program focuses on ensuring compliance with the MOU and seeks to
maximise the returns derived for prudent levels of risk. The primary method of mitigating or controlling risks
to the Fund’s investment portfolio is diversification.

The Fund's investment manager has been given a discretionary authority to manage the assets in line with
the Fund’s investment objectives and employs a disciplined approach to the management of risk. The Fund’s
portfolio is constructed utilising investments that provide exposure to different assets classes, the returns
from which have low correlation, so as to strengthen diversification and consequently reduce the overall
effect on asset specific risk.

The Fund’s investment portfolio and the performance of the investments are monitored by the Committee
and the Review Consultant on a quarterly basis. In instances where the portfolio diverges from the DAA
ranges, the Fund’s investment manager is obliged to take actions to rebalance the portfolio in line with the
established ranges, within prescribed time limits.
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

3 Financial risk management (continued)
(b) Market risk
(f) Price Risk

The Fund is exposed to securities price risk. This arises from investments held by the Fund for which prices
in the future are uncertain, in particular the investments in unlisted unit trusts. Investments are classified in
the statement of financial position as at fair value through profit or loss. All investments present a risk of loss
of capital. The maximum risk resulting from financial instruments is determined by the fair value of the
financial instruments.

As outlined earlier, the Fund’s investment manager mitigates price risk through diversification and a careful
selection of investments.

The following table summarises the impact on the Fund’s net assets of an increase/decrease in the value of
the Fund’s investment in unlisted unit trusts. The analysis is based on the assumptions that the unlisted unit
trusts’ net asset values increased by 10% and decreased by 10% with all other variables held constant.

Impact on operating profit / net assets attributable to 80 Juh 2018 30 Jun 2017
unitholders $'000 $'000
Fair value of investments in unlisted unit trusts increased by 10% 8,422 5,679

Fair value of investments in unlisted unit trusts decreased by
10% (8,422) (5,679)

The sensitivity analysis presented is based upon the portfolio composition as at 30 June. The composition of
the Fund’s investment portfolio may change over time. The sensitivity analysis prepared as at 30 June is not
necessarily indicative of the effect on the Fund’s net assets of future movements in the value of the
investments in unlisted unit trusts.

The 10% change in unlisted unit trust net asset values has been determined based on management’s best
estimate. However, actual movements in the risk variables may be greater or less than anticipated due to a
number of factors, including unusually large market shocks resulting from changes in the performance of
and/or correlation between the performances of economies, markets and securities in which the Fund has
exposure. As a result, historic variations in risk variables should not be used to predict future variations in
risk variables.

() Foreign exchange risk

Foreign exchange risk arises as the value of monetary securities denominated in other currencies will
fluctuate due to changes in exchange rates.

When the investment manager formulates a view on the future direction of foreign exchange rates and the
potential impact on the Fund, the investment manager factors that into its portfolio allocation decisions.

While the Fund has no direct exposure to foreign exchange rate changes, the Fund may be indirectly
affected for example, by the impact of foreign exchange rate changes on the investments held by the
unlisted unit trusts in which the Fund primarily invests. No sensitivity analysis has been prepared, however
this may not necessarily indicate the effect on the Fund’s net assets of future movements in foreign
exchange rates. Please refer to Note 3(b)(i) for further details pertaining to the sensitivity of the investments
in unlisted unit trusts.

(i) Cash flow and fair value interest rate risk

The Fund is exposed to cash flow interest rate risk on financial instruments with variable interest rates.
Financial instruments with fixed rates expose the Fund to fair value interest rate risk.
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

3 Financial risk management (continued)
(b) Market risk (continued)
(fi)) Cash flow and fair value interest rate risk (continued)

The Fund's interest bearing financial assets expose it to risks associated with the effects of fluctuations in
the prevailing levels of market interest rates on its financial position and cash flows.

The Fund has direct exposure to interest rate changes on the valuation and cash flows of its interest bearing
assets and liabilities, namely its holdings in cash and cash equivalents. However, as there is no direct impact
on the Fund's operating profit and net assets attributable to unitholders through changes in fair value or
changes in future cash flows as a result of any change in the year end interest rates, no sensitivity analysis
has been prepared.

However, the Fund may be indirectly affected for example, by the impact of interest rate changes on the
investments held by the unlisted unit trust in which the Fund primarily invests. No sensitivity analysis has
been prepared for this exposure, however this may not necessarily indicate the effect on the Fund's net
assets of future movements in interest rates. Please refer to Note 3(b)(i) for further details pertaining to the
sensitivity of the investments in unlisted unit trusts.

(c) Credit risk

The Fund is exposed to credit risk, which is the risk that a counterparty will be unable to pay amounts in full
when they fall due.

The main concentration of credit risk, to which the Fund is exposed, arises from the Fund’s investments in
unlisted unit trusts. The Fund is also exposed to a counterparty credit risk on cash and cash equivalents and
other receivables.

(i) Unlisted unit trusts

The credit risk arising on investments in unlisted unit trusts is mitigated by investing with managers who are
well recognised and have a proven track record of delivering on their stated investment objectives. Continual
monitoring of the Fund’s investment manager by the Committee and the Review Consultant is also carried
out on an ongoing basis.

The Fund’s investment manager separately carries out extensive due diligence on any proposed underlying
managers to their unlisted unit trusts prior to making an investment allocation to ensure these managers are
well recognised and have a proven track record of delivering on their stated investment objectives.

(i) Cash and cash equivalents

The exposure to credit risk for cash and cash equivalents is low as all counterparties have a rating of AA- (as
determined by Standard and Poor’s) or higher.

The Committee monitors the Fund’s credit position on a monthly basis.

The maximum exposure to credit risk at the end of each reporting period is the carrying amount of the
financial assets. None of these assets are impaired nor past due but not impaired.

(d) Liquidity risk

Liquidity risk is the risk that the Fund may not be able to generate sufficient cash resources to settle its
obligations in full as they fall due, or can only do so on terms that are materially disadvantageous.

Investments in unlisted unit trusts expose the Fund to the risk that the manager of those unlisted unit trusts
may be unwilling or unable to fulfil the redemption requests within the timeframe requested by the Fund.

4 Fair value measurement

The Fund measures and recognises financial assets at fair value through profit or loss (FVTPL) (see Note 5)
on a recurring basis. The Fund has no assets or liabilities measured at fair value on a non-recurring basis in
the current reporting period.

10
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The Intergenerational Trust Fund for the People of the Republic of Nauru

Notes to the Financial Statements
For the Year Ended 30 June 2018

4 Fair value measurement (continued)

AASB 13 requires disclosure of fair value measurements by level of the following fair value hierarchy:

(a) Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1)

(b) Input other than quoted prices included within level 1 that are observable for the asset or liability,

either directly or indirectly (level 2); and

(c) Inputs for the asset or liability that are not based on observable market data (unobservable inputs)

(level 3)

The Fund's financial assets (by class) are all investments in unlisted unit trusts and measured at fair value

according to the fair value hierarchy at 30 June 2018.

The Fund's investments in unlisted unit trusts are classified within level 2 as these markets are not
considered to be active but are valued based on alternative pricing sources supported by observable inputs.

The Fund does not have any relevant assets classified as level 1 or level 3.

5 Net gains on financial instruments held at fair value through profit or loss

Net gains recognised in relation to financial assets held at fair value through profit or loss.

Unlisted unit trusts — Unrealised
Net gain on financial assets held at fair value through profit
or loss

6 Contributions

Government of Nauru
Government of Australia
Government of the Republic of China (Taiwan)

Government of New Zealand

11

30 Jun 2018 30 Jun 2017
$'000 $'000
3,928 1,796
3,928 1,796
30 Jun 2018 30Jun 2017
$'000 $'000
12,297 11,935
2,500 2,500
2,578 2,633
1,855 -
19,230 17,068

Intergenerational Trust Fund for the People of the Republic of Nauru

2018 ANNUAL REPORT



The Intergenerational Trust Fund for the People of the Republic of Nauru

Notes to the Financial Statements
For the Year Ended 30 June 2018

7 Financial assets held at fair value through profit or loss

Designated at fair value through profit or loss

Mercer Growth Trust

Mercer Australian Shares for Tax Exempt Investors Fund
Mercer International Shares Fund

Mercer Cash Fund Term Deposit Units

Mercer Global Small Companies Shares Fund

Mercer Emerging Markets Shares Fund

Mercer Australian Sovereign Bond Fund

Total financial assets held at fair value through profit or
loss

30 Jun 2018
$'000

66,737

7,777

3,193

2,509

1,580

1,421

1,003

30 Jun 2017

$'000
56,788

84,220

56,788

An overview of the risk exposures of fair value measurements relating to financial assets at fair value

through profit or loss is included in Note 3.

8 Trade and other payables

Executive Administrator fees
Audit fees

Total trade and other payables

9 Income received in advance

Government of Nauru
Government of Australia

Total Income received in advance

12

30 Jun 2018 30 Jun 2017
$'000 $'000
10 5
10 9
20 1
30 Jun 2018 30 Jun 2017
$'000 $'000
2,500 -
2,140 2,500
4,640 2,500
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

10 Reconciliation of cash flows from operating activities

30 Jun 2018 30 Jun 2017

$'000 $'000
Profit for the year 28,407 20,703
Net change in financial instruments held at fair value through profit
or loss (27,432) (28,049)
Net change in receivables (3,138) 4,885
Net change in payables 2,149 2,511
(14) 50

Net cash outflow from operating activities

Contributions paid directly to the financial assets held at fair value through profit or loss on behalf of the Fund
represent a non-cash transaction. Only contributions banked directly to the operating bank account are
treated as cash transactions.

1 Remuneration of auditors

30 Jun 2018 30 Jun 2017

$'000 $'000
Hanrick Curran — Audit of 2016 financial statements : 7
Audit of 2017 financial statements - 10
Audit of 2018 financial statements 10 -
10 17

Total remuneration of auditors

12 Investment manager fees

The total fees paid to the Investment Manager totalled $627,301 for the year ended 30 June 2018 (2017:
$445,716). The fee is calculated daily and forms part of the unit price which is used to calculate the Net
Assets of the Fund. The total fees paid cover all costs of investment management, advice and reporting. The
fee is calculated daily and is based on the Net Assets invested by the Investment Manager. A Management
Fee rebate is paid at the end of each calendar month which represents the difference between the stated fee
of the Fund in the Product Disclosure Statement (PDS) and the specific fee agreement between the Fund
and the Investment manager. A detailed breakdown of the fees follows:

30 Jun 2018 30 Jun 2017

Fee $ $
Investment management costs 497,880 350,253
Other indirect costs 189,373 119,680
Fee rebates received (59,952) (24,217)
627,301 445,716

Total fees paid

13
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The Intergenerational Trust Fund for the People of the Republic of Nauru
Notes to the Financial Statements
For the Year Ended 30 June 2018

13 Related party transactions
Key management personnel

The following key management personnel that held positions of authority and responsibility for planning,
directing and controlling the activities of the Fund for the full financial year, unless otherwise stated, were
Management Committee members:

Key management personnel Position

David Adeang Minister for Finance and Committee Chairman - GON
representative

Richard Bontjer Director, Public Financial Management, Department of Foreign

Affairs and Trade - GOA Committee representative resigned 13
February 2018

Bruce Soar Director, Micronesia Section, Department of Foreign Affairs and
Trade — GOA Committee representative appointed 13 February
2018

Winston Win-Yi Chen Director General, Department of East Asian and Pacific Affairs,

Taiwan - Taiwan Committee representative appointed 13
October 2016 and resigned 18 June 2018

Baushuan Ger Director General, Department of East Asian and Pacific Affairs,
Taiwan - Taiwan Committee representative appointed 18 June
2018

Joseph Chow Ambassador of Taiwan to the Republic of Nauru - Alternate

Committee member for Taiwan representatives

There were no other persons with responsibility for planning, directing and controlling the activities of the
Fund, directly or indirectly during the financial year.

Key management personnel transactions

No key management personnel had any personal unit holdings or transactions with the Fund. No
compensation was directly attributable to key management personnel.

14  Events occurring after the reporting period

There were no significant events that have occurred since the end of the reporting period which would
impact on the financial position of the Fund disclosed in the statement of financial position as at 30 June
2018 or on the results and cash flows of the Fund for the period ended on that date.

14

Intergenerational Trust Fund for the People of the Republic of Nauru 2018 ANNUAL REPORT



The Intergenerational Trust Fund for the People of the Republic of Nauru

The Management Committee's Declaration

In the opinion of the Management Committee:

a) These special purpose financial statements have been prepared pursuant to the current
Memorandums of Understanding between the Government of the Republic of Nauru and the
Government of Australia; and the Government of the Republic of Nauru and the Government of
the Republic of China (Taiwan);

b) The prescribed requirements for establishing and keeping the accounts have been complied with
in all material respects; and

c) The statements present fairly, in accordance with prescribed accounting standards, the
transactions of the Fund for the year ended 30 June 2018 and of the financial position of the Fund
at the end of that year.

B|:uce Soar

Minister for Finance & Sustainable Development Director, Micronesia Section
Republic of Nauru Department of Foreign Affairs & Trade
Australia

Directpr General

Depaftment of East Asian and Pacific Affairs
Ministry of Foreign Affairs

Republic of China (Taiwan)

3 December 2018

W
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Independent Auditor’s Report to the members of the Intergenerational
Trust Fund for the People of the Republic of Nauru

Opinion

We have audited the accompanying financial report of the Intergenerational Trust Fund for the
People of the Republic of Nauru (the “Fund”), which comprises the statement of financial position
as at 30 June 2018, the statement of comprehensive income, statement of changes in equity and
statement of cash flows for the year then ended, notes comprising a summary of significant
accounting policies and other explanatory information, and the Management Committee’s
declaration.

In our opinion, the financial report of the Intergenerational Trust Fund for the People of the
Republic of Nauru presents fairly, in all material respects, the Fund’s financial position as at 30
June 2018 and its performance for the year ended on that date in accordance with Australian
Accounting Standards and the Memoranda of Understanding between the contributing
governments and the Fund.

Basis of Opinion

We conducted our audit in accordance with Australian Auditing Standards. Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the
Financial Report section of our report. We are independent of the Fund in accordance with the
ethical requirements of the Accounting Professional and Ethical Standards Board’s APES 110 Code
of Ethics for Professional Accountants (the Code) that are relevant to our audit of the financial
report in Australia. We have also fulfilled our other ethical responsibilities in accordance with the
Code. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Responsibilities of Management Committee and Those Charged with Governance

The Management Committee of the Fund are responsible for the preparation and fair presentation
of the financial report in accordance with Australian Accounting Standards and the Memoranda of
Understanding between the contributing governments and the Fund, and for such internal control
as the Management Committee determine is necessary to enable the preparation of the financial
report that presents fairly and is free from material misstatement, whether due to fraud or error.

In preparing the financial report, the Management Committee is responsible for assessing the
Fund’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Fund or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund’s financial reporting
process.

Hanrick Curran Audit Pty Ltd

Authorised Audit Company

3385909

! = Level 11, 307 Queen Street Brisbane QLD 4000 GPO Box 2268 Brisbane QLD 4001

/LLI_()H 07 3218 3900 07 3218 3901 mail@hannckcurran.com.au
G P
SRay www hanrickcurran com au | | 13132 902 188

Liability limited by a scheme approved under Professional Standards Legislation
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Auditor’s Responsibilities for the Audit of the Financial Report

Our objectives are to obtain reasonable assurance about whether the financial report as a whole
is 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 Australian Auditing Standards will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of the financial report.

As part of an audit in accordance with the Australian Auditing Standards, we exercise professional
scepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of the financial report, 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 Fund’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 Fund’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 report 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 Fund to cease to continue as a going concern.

= Evaluate the overall presentation, structure and content of the financial report, including the
disclosures, and whether the financial report represents the underlying transactions and
events in a manner that achieves fair presentation.

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

HaNQre v cvR@an Avdrt

Hanrick Curran Audit Pty Ltd
Authorised Audit Company: 338599

Brisbane, 3 December 2018
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Intergenerational Trust Fund for the People of the
Republic of Nauru (the Fund)

Auditor’'s Independence Declaration to the Management Committee of the
Intergenerational Trust Fund for the People of the Republic of Nauru (the Fund)

I declare that, to the best of my knowledge and belief, during the year ended 30 June 2018 there
has been:

(i) no contraventions of the auditor’s independence requirements in relation to the audit; and

(i) no contraventions of any applicable code of professional conduct in relation to the audit.

Hanrick Curran Audit Pty Ltd
Authorised Audit Company: 338599

Brisbane, 3 December 2018

Hanrick Curran Audit Pty Ltd
Authorised Audit Company 338599

Level 11, 307 Queen Street Brisbane QLD 4000 | GPO Box 2268 Brisbane QLD 4001

.
AL ph 07 32183900 | 07 3218 3901 mail@hanrickcurran com au
~ GROUP i AR é
. : www hanrickcurran com au | ABN 13 132 902 188

Aliance of Independent
and Consulting Firms

Liability limited by a scheme approved under Professional Standards Legislation
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APPENDIX 1: SANTIAGO PRINCIPLES - SELF
ASSESSMENT

Principle Implementation

1. The legal framework for the SWF The Intergenerational Trust Fund for the People of the

should be sound and support its
effective operation and the
achievement of its statement
objective(s).

1.1. The legal framework for the
SWF should ensure legal
soundness of the SWF and
its transactions.

1.2. The key features of the

SWF’s legal basis and
structure, as well as the
legal relationship between
the SWF and other state
bodies, should be publicly
disclosed.

Republic of Nauru (NTF) is registered as an International
Trust under:

e International Organisations (Privileges and Immunities)
Act 1963

e International Organisations (Privileges and Immunities
e Nauru Trust Fund) Regulation 2015

The NTF registration document provides a sound legal
structure and basis for other state bodies as set out in the
documents including the Explanatory notes to the
Regulations and is linked to the MOU’s (Paragraph 8) and
has been publicly disclosed via www.naurugov.nr
(NauruGov) website.

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

The Intergenerational Trust Fund for the people of the
Republic of Nauru was established on 6 November 2015 to
generate future investment earnings that can be used to
provide a source of revenue to the Republic of Nauru post-
2035, or at a time sooner as determined by the Committee,
for investments in education, health, environment and
infrastructure. The Fund will help to smooth out windfall
income streams in the medium term and replace all or part
or supplement volatile future revenue. The Investment Fund
is administered by a Trust Fund Committee. There are
various supporting documents on this site which will ensure
there is transparency and accountability in the operations,
management and meeting of the goals of the Fund going
forward. - and publicly disclosed on the www.naurugov.nr -
website under Department of Finance - Intergenerational
Trust Fund for the People of the Republic of Nauru.

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

The Chairman of the Trust is the Minister for Finance of
Nauru and there is a direct link with domestic
macroeconomic policy, a key pillar of Nauru’s IMF
membership. Commentary on the strategic economic
importance of the SWF is also included in the Article IV
review of Nauru in January 2017. Links: Full Report:
http://www.imf.org/en/Publications/CR/Issues/2017/04/0
3/Republic-of-Nauru-2017- Article-1V-Consultation-Press-
Release-Staff-Report-and-Statement-by-44794

Press release:
http://www.imf.org/en/News/Articles/2017/04/03/PR1711
0-Nauru-IMFExecutive-Board-Concludes-2017-Article-1V-
Consultation
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Principle

Implementation

The NTF is also linked to the Nauru’s - National Sustainable
Development Strategy (NSDS) in regards to macroeconomic
management with one of the goals: a stable macroeconomic
environment conducive to private investment be
established. This includes the strategy of: reform of Trust
fund arrangements including the establishment of a new
Public Trust Fund (the Nauru Intergenerational Fund). This
is now a reality. The 2009 NSDS is currently being updated
in 2017. The NTF will remain as one of the macroeconomic
activities going forward.

There should be clear and
publicly disclosed policies,
rules, procedures, or
arrangements in relation to the
SWF’s general approach to
funding, withdrawal, and
spending operations.

4.1. The source of SWF funding
should be publicly
disclosed.

4.2. The general approach to

withdrawals from the SWF
and spending on behalf of
the government should be
publicly disclosed.

The MOUs between contributing parties and the
Government of Nauru are core documents to the operation
of the NTF. The MOU with Australia is currently available on
the NauruGov public website. The MOUs provide a
governance framework outlining contributions, withdrawals
and the eventual distributions to the Government of Nauru
for future budget supplementation. The specific sections of
the MOU'’s referencing this can be found at: - Paragraph 9
for funding procedures - Paragraph’s 13 and 14, which detail
the withdrawal/distribution arrangements for the Fund. The
Committee has the overall final decision on
funding/distribution as per Paragraph 5.2 of the MOU which
states that the Fund will begin Distributions when the
Committee determines that the Fund has reached a Current
Value that the Committee considers feasible to provide the
Government of the Republic of Nauru with a source of
revenue to replace revenue reductions of any naturally
based resource stream.

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

As the Fund is still very young in its development and in the
accumulation stage, there is limited statistical data
currently relevant. Quarterly and audited annual accounts
are presented to the Committee and annually reported to
all the stakeholders of the Fund, including the beneficial
owners. The submission of the Annual Accounts to Nauru
Parliament by the Minister for Finance is on an annual basis.

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

The governance framework is set out in the MOU with clear
guidelines of division of roles. Strict accountability and
operational guides are in place via the MOU and strengthen
by specific approval and other measures developed by the
administrators under the direction of the Management
Committee. Paragraph 12 of the MOU sets out the various
specific roles in addition to the committee roles.
Descriptions of the roles is also included in the definitions
section of the MOU.
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Principle

7.

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

Implementation

The fund ‘owner’ in a traditional or formal sense ultimately
are the people of Nauru with the Government of Nauru the
beneficiary. The NTF was established by the contributing
parties as an international organisation (under the IOPI Act)
and is governed by the management committee. The
‘owner’ initially set the objectives of the NTF, as defined in
the MOU’s. These documents set out the appointment of the
Committee, operational aspects of the Committee within
the defined procedures including oversight.

8. The governing body(ies) should The NTF Management Committee (established under the
act in the best interests of the MOU) are all highly credentialed and experienced
SWF, and have a clear mandate | executives in their own right with strong awareness of their
and adequate authority and fiduciary responsibilities. The Committee have by the MOU a
competency to carry out its clear mandate to operate to, which is specifically outlined
functions. in: - Paragraph 7 in regards to management and
responsibilities and the operational aspects of the NTF,
which are set out in Part V. - Paragraph 7.8 in regards to
the following fiduciary responsibilities: = Committee
members will have a Fiduciary Responsibility to the Fund.
No Committee member will be responsible for any loss or
depreciation in value of any assets held in the Fund, except
by reason of such member’s gross negligence or wilful
default. Every decision made by a member of the
Committee will be determined to have been made with
reasonable care and diligence unless the contrary is proved
by affirmative evidence.
9. The operational management of | A professional independent administrator has been
the SWF should implement the appointed (in July 2016) for the operational management of
SWF’s strategies in an the Fund. They work closely with the Committee and
independent manner and in ‘owner’ representative (adviser) in all matters. An external
accordance with clearly defined consultant (who currently administers other Pacific SWF’s)
responsibilities. has also been engaged to provide additional review and
engagement functions on behalf of the Committee.
10. The accountability framework The NTF registration document (as referenced in Section 1
for the SWF’s operations should | of this self-assessment) and explanatory notes provide a
be clearly defined in the clear legal structure and framework going forward under
relevant legislation, charter, the relevant IOPI Act and Regulation. The NTF registration
other constitutive documents, or document and Explanatory notes to the Regulations linked
management agreement. to the MOU’s (Paragraph 8) and have been publicly disclosed
via the www.naurugov.nr (NauruGov) website.
11. An annual report and The audited annual report (on the website) is to

accompanying financial
statements on the SWF’s
operations and performance
should be prepared in a timely

international standards by an independent auditor. The
accounts are prepared also to the same standard by our
Administrator who is part of an international accounting
firm.
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Principle

fashion and in accordance with
recognized international or
national accounting standards in
a consistent manner.

Implementation

12.

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

This is undertaken on a quarterly management and annual
audited Statement basis. The audited annual report (on the
website) is to international standards by an independent
auditor. The accounts are prepared to the same standard by
the NTF Executive Administrator, who also provide
international accounting services.

13.

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

All committee and support staff are of a professional level
who clearly understand the ethical nature, fiduciary
requirements and standards of their roles. The Management
Committee established by the MOU are also all highly
credentialed and experienced executives in their own right
with clear fiduciary responsibilities. The Committee have by
the MOU a clear mandate to operate to. This mandate is
specifically outlined in Paragraph 7 of the MOU in regards to
management and responsibilities and the operational
aspects of the NTF, which are set out in Part V. Fiduciary
responsibilities are set out in Paragraph 7.8 under the
following definition: “Fiduciary Responsibility” means a
duty of utmost good faith, trust, confidence, and candour
owed by a fiduciary (such as a lawyer or corporate officer)
to the beneficiary (such as a lawyer’s client or a
shareholder); a duty to act with the highest degree of
honesty and loyalty toward another person and in the best
interests of the other person (such as the duty that one
partner owes to another.

14.

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

Further to Sections 8 and 13 all third party transactions are
undertaken with full transparency and tendered within
defined limits or purposes with full agreement by the
Committee. The Committee have by the MOU a clear
mandate to operate to, which is specifically outlined in
Paragraph 7 of the MOU in regards to management and
responsibilities and the operational aspects of the NTF
(which are set out in Part V). Fiduciary responsibilities are
set out in Paragraph 7.8 as set out in Section 13 above.

15.

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

Establishment of the NTF as an international organization
under the IOPI Act and Regulation was undertaken in
Australia in November 2015. Contributions to the NTF also
operate consistently with Nauru’s domestic legislation and
regulatory frameworks with disclosure internally and to
both ‘partner’ countries. All ‘member’ countries currently
involved as ongoing contributors are covered by their
various government audit, regulator and disclosure policies

Intergenerational Trust Fund for the People of the Republic of Nauru

2018 ANNUAL REPORT



Principle Implementation
and requirements. Annual disclosure in the form of
government tabled reports and annual audited account is
the vehicle for compliance and transparency.

16. The governance framework and | This is by the NauruGov website (www.naurugov.nr under

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

Department of Finance - Intergenerational Trust Fund for
the People of the Republic of Nauru) of the NTF along with
the core documents including its registration and MOU.

17.

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

The public website (www.naurugov.nr under Department of
Finance - Intergenerational Trust Fund for the People of the
Republic of Nauru) includes details of the background, MOU
requirements, registration entity requirements, purpose,
investment manager, fund performance, policy statement
and audited accounts. This provides the user with a clear
summary of the financial and economic goals of the NTF.

18.

The SWF’s investment policy
should be clear and consistent
with its defined objectives, risk
tolerance, and investment
strategy, as set by the owner or
the governing body(ies), and be
based on sound portfolio
management principles.

18.1. The investment policy
should guide the SWF’s
financial risk exposures
and the possible use of
leverage.

The investment policy
should address the extent
to which internal and/or
external investment
managers are used, the
range of their activities
and authority, and the
process by which they are
selected and their
performance monitored.
A description of the
investment policy of the
SWF should be publicly
disclosed.

18.2.

18.3.

The NTF Investment policy and strategy (including the risk
components) are key to the success of the fund. The
Committee, in conjunction with advisers and the
international investment manager (Mercer), work closely
with the NTF Committee to manage a sound and robust
investment portfolio.

The NTF approved Investment Policy is on the website
(www.naurugov.nr under (Department of Finance -
Intergenerational Trust Fund for the People of the Republic
of Nauru) which covers risk (in Section 4) and options (in
Section 6) for the NTF investment portfolio. The investment
policy (in conjunction to the MOU and administrative
approval limits) addresses the activities of managers both
internal and external to the fund (primarily within Section 3
of the document).
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19.

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

The investment policy guides the NTF’s investment manager
in making the investment decisions. Decisions are based on
purely economic and financial risk to returns basis. Fund
investment along with the PDS are included in the website.
The management committee is committed to best-practice
asset management principles in relation to NTF
contributions within the investment portfolio.

20.

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

As per Sections 8 and 13 of this self-assessment, the NTF
Management Committee are fully aware of the professional
ethics required of their roles. Under the MOU, Committee
members have a Fiduciary Responsibility to the Fund and
required to make decisions with reasonable care and
diligence, unless the contrary is proved by affirmative
evidence. Any conflict of interest is required to be fully
disclosed to and by the Committee, with disputes covered
under Paragraph 21 of the MOU.

21. SWFs view shareholder This is acknowledged and, as per Section 20 of this
ownership rights as a document, the management Committee would be aware of
fundamental element of their this approach should it occur in the future. The ownership
equity investments’ value. If an | rights of the contributing parties (the ‘investors’), including
SWF chooses to exercise its contributions, responsibilities of the committee, the

- ; capacity to withdraw and termination arrangements, are
9wnersh1p rights, .1t Shou.ld do so clearly set out in the MOU in paragraphs 5, 7, 10 18 and 19.
in a manner that is consistent . - .

e . As a recently established sovereign wealth fund with a

with its mvest.ment. policy and single investment portfolio, voting rights for contributing
protects the financial value of parties have not yet been established or specifically
its investments. The SWF should | 34dressed in the policy statement. Updates to the policy
publicly disclose its general (available on the website) will be considered at such a time
approach to voting securities of | in the future when Committee decides to move away from a
listed entities, including the key | consolidated investment approach for the Fund’s assets.
factors guiding its exercise of
ownership rights.

22. The SWF should have a Nauru Policy Statement is a living document and, along with

framework that identifies,

the operational framework of the MOU and registration of

Intergenerational Trust Fund for the People of the Republic of Nauru

2018 ANNUAL REPORT



Principle

assesses, and manages the risks

of its operations.

22.1. The risk management
framework should include
reliable information and
timely reporting systems,
which should enable the
adequate monitoring and
management of relevant
risks within acceptable
parameters and levels,
control and incentive
mechanisms, codes of
conduct, business
continuity planning, and
an independent audit
function.

22.2. The general approach to
the SWF’s risk
management framework
should be publicly
disclosed.

Implementation

the SWF of Nauru, outlines requirements for monitoring of
performance based on reliable and timely financial
reporting. This is independent of the external audit
program. The Nauru Policy Statement is on the public
website (www.naurugov.nr under Department of Finance -
Intergenerational Trust Fund for the People of the Republic
of Nauru ).

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

Mercer, the investment manager, do benchmarking for the
fund on a quarterly basis. These are reported to the
Committee and annually reported to the owner, or more
frequently if any substantial issues arise.

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

At the February 2017 board meeting the Committee agreed
that ongoing compliance of the NTF with the Santiago
Principles was an important benchmark to establish. Review
and updates (as required) of this self-assessment will be
considered as part of the AGM agenda.
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