





Defence Force Retirement Benefits Fund
Notes to the financial statements
For the year ended 31 December 2022

14 Net assets available to pay benefits (continued)
14.2 Apportioning of Net Operating Surplus

The Fund’s actuary provided the accounting apportioning basis for allocating revenue and cost from the
investment and administrative operations to determine the net operating profit under each scheme.

The opening net assets under each scheme (as a percentage of the total opening net assets) has been
used as the basis for apportionment.

3 ) ] )
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2022 2021

Note K K
Interest income is earned from the following assets:

Financial assets at amortised cost 4,508,274 4,229,575
Cash and short-term funds 3,009,704 1,001,330
7,517,978 5,230,905

16. Property income net of property expenses

2022 2021
Note K K
Rent 7,581,429 6,711,755
Less: - Agent management expense (85,959) (156,994)
- Other property expenses (4,554,127) (3,979,423)
2,941,343 2,575,338
2022 2021
K K
Loss on sale of unlisted investments - 703,640
- 703,640

31




Defence Force Retirement Benefits Fund
Notes to the financial statements
For the year ended 31 December 2022

18. Contributions Received and Benefits Paid in detail

2022 2021
18.1 Benefits Paid Notes K K
18.1.1 Defined Benefit Scheme
Pension and back pension 15,693,321 16,884,098
Refunds 104,435 21,776
Housing Advance Benefit Payments 20,000 10,847
Total Defined Benefits Payment 15,817,756 16,916,721
18.1.2 Defined Accumulation Scheme
Normal benefits paid 13,204,743 26,474,969
Unemployment benefits paid 8,493 18,671
Housing Advance Benefit Payment 2,910,442 1,958,190
Total Defined Accumulation Payments 16,123,678 28,451,830
18.1.3 Total Benefits paid
Defined Benefit Scheme 15,817,756 16,916,721
Defined Accumulation Scheme 16,123,678 28,451,830
Total Benefits Paid 31,941,434 45,368,551
2022 2021
18.2 Contributions from members and state Notes K K
18.2.1 Defined Benefit Contribution
State share of contributions towards
defined benefits payments 7,405,193 8,082,891
Defined Benefits Scheme Members 6%
contribution 278,852 200,193
Housing Repayments 50,098 25,668
Total Defined Benefits Contribution 7,734,143 8,308,752
18.2.2 Defined Accumulation Contribution
State 8.4% Contribution to Accumulation
Scheme Members 14,857,841 10,576,810
Members 6% Employee Contributions 8,946,472 11,749,440
Housing Repayments 396,730 183,506
Total Defined Accumulation Contribution 24,201,043 22,509,756
18.2.3 Total Contribution
Defined Benefit Scheme 7,734,143 8,308,752
Defined Accumulation Scheme 24,201,043 22,509,756
Total Contribution Receipts 31,935,186 30,818,508
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19. Trustee administration and management expenses

2022 2021
Note K K
Staff expenses 19.1 4,858,163 4,529,460
Operating lease 1,226,795 1,086,713
Depreciation 528,946 1,068,336
Software cost 160,933 104,237
Other administrative expenses 19.2 4,354,928 5,781,363

11,129,765 12,570,109

A portion of CTSL’s annual administrative costs are transferred to THL based on approved
apportioning rates.

2022 2021
19.1 Staff expenses K K
Salaries and wages 3,108,836 3,128,059
Sacrifice - accommodation 590,891 581,191
Training 34,157 333,918
Sacrifice — airfare 117,593 136,705
Sacrifice — school fee 120,645 124,589
Insurance — medical 85,477 55,352
Other staff expenses 800,564 169,646

4,858,163 4,529,460

There were 35 employees at the end of the year (2021: 34).

2022 2021
19.2 Other administrative cost K K
Details of other administrative expenses follow:
License fee? 551,406 481,918
Insurance 439,539 710,537
Office expense 150,866 601,301
Professional fees:
Audit services! 886,554 365,920
Tax 77,440 40,000
Consulting 793,068 1,606,258
Legal 136,844 87,460
Other 17,040 -
Telephone 163,198 246,169
Internet service provider 215,026 236,813
Printing and stationery 154,532 225,714
Member services awareness 316,463 261,235
Electricity 87,130 152,864
Advertising 97,581 146,504
Board of Trustee expenses - -
Sundry expenses 268,241 618,670
4,354,928 5,781,363

'External Audit Service Fee is K185,000 while balance relates to additional out of scope.
?Licence fee directly relates to Bank of PNG annual licence fee renewal.
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20. Fund administration and investment management fees

2022 2021
K K
Fund administration fee 988,810 916,947
Investment management fee 1,287,787 1,558,048
2,276,597 2,474,995

21. Related party transactions

Parties are considered to be related if one party has the ability to control the other party or exercise

significant influence over the other party in making financial or operational decisions.

The receivable from Toea Homes Ltd is unsecured, interest free and does not have a pre-determined

payment term.

21.1 Toea Homes Limited

Related party receivable from THL 12,586,136

11,050,348

Toea Homes Limited (THL) is a wholly owned subsidiary of CTSL and was formed as a vehicle to manage
the CTSL member home ownership scheme. THL is focused on developing a home ownership scheme for
members of the Fund. The investment in THL is recorded at market value and is carried at K61,490,000
(2021: K61,743,000).

THL, being a 100% subsidiary of Comrade Trustee Services Ltd, is under Statutory Management per
Section 59 of the Superannuation General Provision Act 2000.

21.2  Key management personnel remuneration specified in aggregate in the year 2022

2022 2021
K K
Salary 2,127,992 2,081,902
Non-monetary® 871,957 856,835
Superannuation
- Employer 220,610 241,118

3,220,559 3,179,855

(i) This pertains to the actual housing and other salary sacrificed allowances paid to suppliers as
benefits to employees.
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21 Related Party transactions (continued)

21.3  Board of Directors remuneration during the year

2022 2021

Board remuneration” - -

*2022 and 2021 board remuneration is nil. The fund is under Statutory Management until
February 2022.

21.4  Other related party transactions

In 2015, the Fund acquired 5.25 million shares of Kina Securities Limited (KSL) at Initial Public
Offering. KSL provides Fund Administration services to the Fund, through its 100% owned subsidiaries
Kina Investment & Superannuation Services. Related fees paid are disclosed in Note 20

During the 2022 financial year, the Fund earned interest on term deposits of K190,947 (2021: K327,997)
while term deposits placed with Kina Finance Limited amounted to nil (2021: K20,143,864). The Fund
also received dividends amounting to K2,291,803 (2021: K1,996,162) and generated unrealised capital
gain of K144,257 (2021: K2,075,666) from its investment in KSL.

22. Financial risk management

The Fund’s strategy focuses on two primary objectives: to maximize long term Fund returns and to
manage and control business and investment risks. This strategy inherently requires the Fund to pursue
a balanced investment strategy which seeks capital growth over the medium to long term with moderate
income streams.

All investment undertaken must balance risk against returns. In other words, the investment strategy
pursued must determine a mix of growth and defensive assets that best suits the needs of the members.

The Fund can achieve better returns through disciplined application of a good investment process, one
that is based on the analysis of investment fundamentals followed by an assessment of relative value.

The Fund is exposed to liquidity risk, interest rate risk, foreign exchange risk, credit risk, government
security risk and country risk.

22.1 Liquidity risk

The Fund invests the majority of the assets in investments that are traded in an active market.

The Fund holds securities that are listed on both the Port Moresby Stock Exchange and the Australian
Stock Exchange. Those securities that are listed on the Australian Stock Exchange are considered readily
realizable while those listed on the Port Moresby Stock Exchange are not as the potential buyers may
not be readily available at the point of sale.

The liabilities of the Fund are long term in nature and are well structured in terms of benefits comprising

of a mix of a pension commutation and a fortnightly pension payable throughout the life-time of the
member. The Fund is not exposed to liquidity risk arising from interest bearing financial liabilities.
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22 Financial risk management (continued)

22.2 Government security risk
The Fund has a significant exposure to the State through its holding of government inscribed stocks
(Note 9.2) and through State contributions towards benefit payments (Note 8).

22.3 Country risk

To the extent that the Fund holds funds in foreign jurisdictions, a variety of risks may arise in addition
to foreign exchange risk — such as changes in local economic condition, local regulatory requirements
or non-transparent governance arrangements. The Fund’s investments in foreign jurisdictions have been
primarily in Australia as follows:

2022 2021
K K
Listed securities (FVTPL) 59,140,987 65,298,335
Monetary financial assets (cash and cash equivalents) 20,110,910 19,298,507
Total 79,251,897 84,596,842

22.4 Interest rate risk
The majority of the Fund’s financial assets and liabilities are non-interest bearing; as a result, the Fund
is not subject to significant amounts of risk due to fluctuations in the prevailing levels of market interest

rates. Any excess cash equivalents are invested at short-term market interest rates.

The table in the following page summarizes the Fund’s exposures to interest rates risk along with
discounted contractual maturity profiles of financial assets and liabilities.
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22.4 Interest rate risk (Continued)

Weighted ;0 4 1to5 Over 5 _ Non-
average interest
interest Year Years Years bearing Total
rate K K K K K
31 December 2021
Assets
Casll anc e 1.10% 79,104,713 . . - 79,104,713
equivalents
‘f“m"“m receivable 6.40% - 11,585,838 - - 11,585,838
rom State
Financial assets: at:
FVTPL 316,180,010 316,180,010
Amortised Cost 9.18% - 46,937,452 13,792,448 60,729,900
Other assets - - - - 2,508,444 2,508,444
Liabilities
Other liabilities - - - - (21,808,778) (21,808,778)
Liquidity and interest
sensitivity gap 79,104,713 58,523,290 13,792,448 296,879,676 448,300,127
Weighted Uptol 1to5 Over 5 Non-interest
average Year Years Years bearing Total
interest K K K K K
rates
31 December 2021
Assets
Cash and cash 0.86% 71,467,755 - . - 71,467,755
equivalents
Amount receivable 6.34% - 6,181,936 : - 6,181,936
rom State
Financial assets:
FVTPL - - - - 322214,133 322,214,133
Amortised cost 9.18% - 32,000,000 20,035,949 - 52,035,949
Other assets - - - - 2,395,712 2,395,712
Liabilities
Other liabilities - - - - (21,752,228) (21,752,228)
Liquidity and
interest sensitivity
gap 71,467,755 38,181,936 20,035,949 302,857,617 432,543,257
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22 Financial risk management (Continued)

22.5 Foreign currency exchange risk

The Fund holds monetary assets denominated in currencies other than Kina, the functional
currency. The Fund is therefore exposed to currency risk, in regards to assets denominated in
foreign currency due to changes in exchange rates.

The table below summarizes Fund’s exposure to currency risks.

2022 2021
Currency K K
PGK Value of overseas currency denominated in AUD 16,342,009 15,594,715
PGK Value of overseas currency denominated in USD 3,768,901 3,703,792
20,110,910 19,928,507

Assuming that the impact of currency fluctuation is asymmetric, a 100 basis points shift in currencies
in either direction would impact the profit or loss by K201,209 (2021: K192,985).

22.6 Fair values of financial assets and liabilities

(a) Fair value versus carrying values

Financial assets other than held to maturity investments and other assets that are carried at
amortised cost comprising of investments at fair value through profit or loss and available for sale
investments are measured at fair value and carrying values are disclosed in the statement of net
assets.

Management and the Statutory Manager are of the opinion that the fair values of the following
financial assets and liabilities approximate their carrying values as these are short dated instruments
carried at amortised cost such as cash and cash equivalents, receivable from State and related party
and other assets and liabilities. Carrying values of the financial instruments are disclosed in the
statement of net assets

(b) Fair value hierarchy

Subsequent to initial recognition, the Fund uses the fair value hierarchy in determining the fair
value of its available-for-sale financial assets, financial assets at fair value through profit and loss
("FVTPL") and financial liabilities at FVTPL. The fair value hierarchy groups the financial
instruments into Levels 1 to 3 based on the degree to which the fair value is observable.

When measuring the fair value, the Fund uses observable data as far as possible. Fair values are
categorised into different levels in a fair value hierarchy based on inputs used in the valuation

techniques as follows:

e Level | fair value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;
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22 Financial risk management (Continued)
22.6 Fair values of financial assets and liabilities (Continued)
(b) Fair value hierarchy (Continued)

* Level 2 fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices); and

» Level 3 fair value measurements are those derived from valuation techniques that include inputs
for the asset or liability that are not based on observable market data (unobservable inputs).

The table below presents the basis of determining the fair value of each class of the Fund’s financial
instrument measured at fair value subsequent to initial recognition. There were no transfers between
level 1, level 2 and level 3 during the year.

Level 3 investments identified below consist of unlisted shares (Refer note 9.1). The unlisted shares
are stated at fair value, which are based on external valuation reports provided by independent
experts. The main methodologies in determining the fair value of unlisted equities are based on
capitalisation of earnings, capitalisation of dividends, net tangible assets and discounted cash flows.
It is appropriate to consider all of the above methods in arriving at a fair value.

Level 1 Level 2 Level 3 Total
K K K K

31 December 2022
At fair value through
profit or loss 225,447,010 - 90,733,000 316,180,010
Total 225,447,010 - 90,733,000 316,180,010

31 December 2021
At fair value through
profit or loss 229,203,133 - 93,011,000 322,214,133
Total 229,203,133 - 93,011,000 322,214,133

22.7 Credit risk

The Fund is exposed to credit risk primarily through the balances it holds with banks, receivable
from State and related party, investments in government inscribed stocks and other financial assets.
The maximum exposure to credit risk is limited to the extent of the carrying values of these assets
which are disclosed in the statement of net assets. The Fund manages credit risk by dealing with
reputed counterparties including financial institutions and the government and closely monitors
receivables that are past due and the amount of the impairment is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted at the original
effective interest rate.
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22 Financial risk management (Continued)

22.8 Equity price risk
The Fund is exposed to equity price risk mainly through its investments in listed shares that are
listed in the stock exchanges in PNG and in Australia. The exposure to equity price risk is as

follows:
2022 2021
K K
At fair value through profit or loss
Listed securities in PNG 166,306,023 163,904,798
Listed securities in Australia 59,140,987 65,298,335
Total 225,447,010 229,203,133

Assuming that the impact of equity price volatility is asymmetric, a shift in indices by 1% in either
direction would impact the profit or loss by K2,254,470 (2021: K2,292,031).

23. Detailed listing of financial assets held by the Fund
23.1 Financial assets at fair value through profit or loss

23.1.1 Listed shares

Shareholdin ithga;es:h:(l)z

Market Value gasa %of Market Value of net Movements
2022 net assets of 2021
the Fund st
the Fund
Companies K K K

Bank South Pacific 154,579,605 24.52% 152,586,637 24.81% 1,992,968
City Pharmacy 2,448,075 0.39% 2,448,075 0.40% -
Santos Limited 12,329,268 1.96% 10,523,594 1.71% 1,805,674
Kina Asset Management Ltd 5,426,027 0.86% 5,154,726 0.84% 271,301
Credit Corporation 3,852,316 0.61% 3,715,361 0.60% 136,955
Newcrest Mining Ltd 1,289,455 0.20% 1,900,129 0.31% (610,674)
Vanguard International Shares Index Fund 27,788,393 441% 35,284,998 5.74%  (7,496,605)
Kina Securities Ltd 17,733,871 2.81% 17,589,613 2.86% 144,258
225,447,010 35.77% 229,203,133 37.27%  (3,756,123)
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23 Detailed listing of financial assets held by the Fund (continued)

23.1.2 Unlisted shares

Sharehol Sharehol

Market ding as a dingasa
Value % of net inﬂ;%tm % of net Movements

2022 assets of assets of

the Fund the Fund

Companies K K K

Toyota Tsusho (PNG) Ltd* 11,216,000 1.78% 9,492,000 1.54% 1,724,000
Post Courier Limited* 2,260,000 0.36% 2,339,000 0.38% (79,000)
South Pacific Brewery Limited* 15,767,000 2.50% 19,437,000 3.16% (3,670,000)
Toea Homes Limited** 61,490,000 9.76% 61,743,000 10.04% (253,000)
TOTAL 90,733.000 14.39% 93,011,000 15.12% (2,278,000)

housing project.

Unlisted equity investments are valued by the Fund based on the independent valuations by
Pricewaterhouse Coopers (PwC) using net asset approach and capitalisation of maintainable earnings
approach. Management adopted the mid end of the range in 2022 (2021: mid end of the range).

*The fair value of these entities were arrived at using capitalisation of earnings approach.
**The fair value of THL was determined using the net assets approach. THL was the recipient of a state

grant at the end of the year which resulted in an increase in the THL’s net assets which is offsetted by
loss incurred during the year. State grant represents land granted to the entity for the development of a

23.2 Government Inscribed Stock and Convertible note

2022 2021
K K
Beginning balance 52,035,949 29,487,377
Purchases during the year 5,000,000 26,594,667
Maturity during the year - (4,000,000)
Adjustments through P&L 3,693,951 (46,095)
Endigiei balance 60,729,900 52,035,949

24. Audit fees

The independent external audit firm is KPMG. The audit fees for the audit of the financial statements

are disclosed in Note 19.2.

25. Contingent liabilities and commitments

Statutory Management has approved a 2022 capital budget which includes a K14.8 million
commitment for the Defens Haus Upgrade and Modernization Program. As of 31 December 2022,

K7.4 million was spent on the project.
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The Fund also has contingent liabilities arising from its ordinary activities which are either
pending decision by the courts or being contested, the outcome of which is not presently
determinable. In the opinion of management and its legal counsel, the eventual liability under
these claims, if any, is currently not determinable and is not expected to have a material adverse
effect on the financial statements. There were no other contingent liabilities as at 31 December
2022, other than mentioned above.

26. Statutory Management

In 2019, the Bank of Papua New Guinea (Bank), acting in accordance with its and responsibilities
under the Superannuation (General Provisions) Act 2000 (the Act, SGPA) appointed a Statutory
Manager. The appointment was effective July 29, 2019,

In January 2022, the Statutory Manager was arrested on the following grounds:

1. Statutory Manager illegally and without due authority facilitated a payment by the Fund to the
IRC for which he was personally liable.

2. Statutory manager with the intent of misleading the Fiji tax office engineered the creation of a
false pay slip, and a letter containing fraudulent misrepresentations to indicate he was paying
taxes in PNG when he in fact was not.

The Statutory Manager has since been terminated by the Bank and a new Statutory Manager has
been appointed. An independent investigator, independent of the Fund and the Bank, has also been
appointed.

As at the date of this report, the case has been committed for hearing in the National Court and is
pending trial. Management believes that the outcome of these proceedings will not give rise to any
significant loss. Other information required by IAS 37, Provisions, Contingent Liabilities and
Contingent Assets, are not disclosed as they may seriously prejudice the Fund’s position.

The new Statutory Manager’s term lapsed on 2 February 2023 at which time an interim board of
directors was appointed for a period of six months. The interim board of directors is required by
the Bank to appoint a permanent board by the conclusion of its tenure on 3 August 2023.

27. Events after balance sheet date

Effective 3 February 2023, an interim Board of Directors has been appointed as follows:

Name Executive/non-executive director
Michelle Haw’ofa Non-executive director
Chetan Chopra Non-executive director
Fiu Williame-Igara Non-executive director
Commodore Philip Poleware Non-executive director
Colonel Fred Aile Non-executive director

There were no other events that occurred after 31 December 2022, the balance sheet date, other than
what has been disclosed in the notes to the financial statements that would require an adjustment or
disclosure in the financial statements.

28. Approval of financial statements

The financial statements were approved by the Board of Directors and authorized for issue on 4 May
2023.
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