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Be a gooditizen, be a new hero to oNation

Book 17 Budget Overview

Preface

The OrganicLaw of the Ministry of Finance specifies the responsibility of the National
Directorate of Budget to collect and manage financial information relating to the public sector
and publish the statistical results.

In aacordance with this provision and to raiflee transparency of the public finascehe
Ministry of Finance is publishing the final version of the documents relating to the General
Budget of the State 2013, promulgated by His Excellency President of the Republic, following
the debate in the plenasession of the National Parliament.

The documentation for the General Budget of the State 2013 consists of the Budget Law, which
is published in thdournal of the Republjglus six supporting budget books:

Book 1 Budget Overview

Book 2 Annual ActiorPlans

Book 3 Districts

Book 4a and 4b Budget Line Items
Book 5 Development Partners
Bok 6 Special Funds

Book 1 Budget Overvievdescribes the overall budget strategy of the Government. It provides
information on the international and domestic economic outleskected domestic and -oil

based revenue including expected sustainable income, and overall expenditure in the medium
term and the main new initiatives in the coming year.

Budget documentation is available on the websife the Ministry of the Finance,
www.mof.gov.tl Inquiries relating to thigublication should be directed to the National
Director of Budget, Mr. Agostinho Castro on emeatlastro@mof.gov.tbr telephone+670 333
952

| considerthat this document will increase awareness and understanding Gfdheer n ment 6 s
financesand help people to become good citizens and heroes to our hatmnovidingthem
with relevant information on the 2013 State Budget.

&
Qe

Emilia Pires
Minister of Finance

Pagel of 104


http://www.mof.gov.tl/
mailto:acastro@mof.gov.tl

Table of Gontents

PART 1: SPEECH OEPRIME MINISTER......cccu e B
PART 2: DESCRIPTIEND ANALYSIS OF T2E3 STATE BUDGET.........cocvveiiveeeve e, 22
2.1 EXECUTIVBUMMARY . ... ttttttttttetteeeeeeeetteeetetettaaaaaaaaaaaaaaaaasaasaaaaaaaaasansabbbbbbbbbesbeneeeeeeeeeeeaaaaeaaeeans 22
pZ2 001 e [ 11 e To [ od T T« SRR 22
2.1.2: ECONOMIC OVEIVIBW. ...t iiiieiteieeeeeeeee e e e e e e ettt eeeaaeeasaassaaastbeteeeeaaaeeessa s nanbasbeseeeeaaaeeesaaannnnrnne 24
0 T R 40 T= T o L1 11 ] PR 24
2.0 REVEINUE....cii ettt e e e oo £ 22 e a2 e e et e e e e et e et et et e ee e bbb sb e e e e e e e e e e e e e e aaaeeeeeneanerares 25
0 R T T = 1 o T o 25
2.2: AREVIEW ORECENTREFORMS IRUBLICGHNANCIAMANAGEMENT. .....uuiiiiiiiiiie e e eee e e e e e e ennaes 26
2.2.1 Overview of Public Financial Management REfOIMS...........uvuiviiiiieii e 26
2.2.2 Comprehensive Petroleum TaX AULIL.............viiiiiiiiee et saeneee e 26
HOHPO t NPPARAY3I . dzRISGH 520dzySy il diArazy (KEG.CNFyYyaLl NByYy
2.2.4 Improving EXpenditure ManagemeEIL..........coieiiiiiiee ittt s st e e et e e e sbreeeeeeaees 28
S I I = 1015 0 1= U= [0V RO PP PP 28
2.2.6 Improving the Analysis, Review and Efficiency of EXpenditure...........ccccceviiiiiii e 29
2.3 ECONOMIGOIVERVIEW. .. .ctuueiittieetteeette ettt eestaeessteesttee st esaanessansestaeeetnesstnaerannaertneeeteeesnnnns 30
A T R g (=T g F= X[ ] g F= L oo g o 2 1Y/ 30
2.31.1: Trends in INternational GrOWER...........ooiiuiiiiie et e et e e e e e st e e e e e e s snntreeeaeeas 30
2.3.1.2: Trends in INterNatioNal PrICES........oi ittt e e e e e e e e s stb e eeaeeeeeansnteeeaeeeannnes 31
ARG T4 B o0 0 L= 1] 1 ol =T ole] o] o 1Y 20O 34
2.3.2.1: Gross DOMESHIC ProdUCE (GDR).......ueeeiiiiiieiiiiie ettt ettt e et e e e sneee s 34
2.3.2.2: NOFOI ECONOMIY..... ittt e ettt ettt e e e e e ettt e e a2 e s a b b e et e e e e e e nn bbb et e e e s e asnbb e e e e e e s s annnbreeeeeean 35
2.3.2.3: DOMESHIC INFIALIAN . ....eeeiii et e e e e sttt e e e e et tae e e e e e s eansbeteeaeessntbeeenaeeeeannne 37
S S =1 ] o]0}/ 1= oL PRSP PP PP PPPRRP 39
2.3.3: Short to MediuATerm Prospects (2042D17).........ccoeeeeeeeieieiiiiiieie e ie e e e e e e e e e eeaeeaa s 40
2.4.EXPENDITURE ARIBVELOPMENRRRTNERIOMMITMENTS. .. evuiiiiieiii e et ee e eeeteeeeneeeaneeeeneeeennns 42
2.4.1 EXPeNnditureS DY FUNG..........uuiiiii st e e e e e e e e e e e e et e e s 42
2.4.2 CFET / CFTL EXPENUITUIES. ....itiiiee ittt ettt ettt e e e e s ssbe e e e e e snbneeee e 42
2.4.2.1: SAlArieS and WAGES.........ueiiiiiiiiiiiieeee ettt ettt e e e e e sitreee e e s s s ineneeae e e s e nnneneeeeeesnnnnnneeesessnennnnnneee A3
2.4.2.2: GOOAS QNG SEIVICES ... .uuiiiiieeiiiiiiiiieee e e sttt e e e e s s siteeeeaasesssntbeeeeaesssnsaeeeeesssnssssnseeeesssssnsseeeeesssnnnnseneees 44
P e T e U o] o I = g S (=Y £ PRSP EUTPUOPPPRRPS 45
2.4.2.4: MINOT CAPIAL.....eeiiiiiiee ettt ettt e r et e e aa bt e e e st e e e ek e e e ettt e e nb e e e e eabneeeatneeenae 45
2.4.2.5: Capital and DEVEIOPMEIIL . ......ciiiiiieeiiii ettt e et e st et e e ssb e e e e abs e e saneeeeaabneeeabbeeenanne 46
2.4.3: INTraStrUCIUIE FUNG. ...ttt ettt e e e e e e e s e bbb e e e e e e e e e e e e e saannnrenee a7
2.4.4:Human Capital Development FUNG............oii e 49
2.4.5 DEVelOPMENT PAITNEIS. ..ottt e e e e e e e e e e et e ettt e e e e e e e e s s asbbbeseeeeaaaaaeeaaannes 50
2.4.6 Supporting Timdr S & G S Q&....L.dzE. 0. AZNB.......oooviiiiieeeeeeeeeeeee e 50
2 D REVENUES ..ottt ittt ettt et e et ettt et e e e e e et et e e bt e e e e e et e e e ettt e e e e et e et eeeat b naaeeaaes 52
2.5.1: Overview Of REVENUE PrOJECHIONS. .......uueiiieiiiieieee ettt et e e ee e e e neees 52
2.5.2: DOMESLIC REVENUES. .. ...ttt e et e e e e e e e e e e b bbb e e e e e e e e e e e e e aaannnranes 52
BT O AV =Y 41 OSSO UUPPRPN 52
I A - V(- PP PP PP P PP PPPPPPPP 53

Page2 of 104



2.5.2.3: FEES AN CRAQES ... ..uuiiiiieii ittt ettt e ettt e e e e e et e e e e e e et b et e e e s eaaatb e et eeeeeaatbeeeeeesaaaanasreeeaeaan 54

2.5.2.4: Other REVENUE STFAMIS ....ciiiiiiiieeiiee e e e ettt e e e e e ettt e e e e e e aeeeeeaeeaaanstaeeeaeeaasnsaeeeeeaeaanneseeaaeeaansnnnenanas 55
2.5.2.5: AULONOMOUS AGQENCIES ... iiiitiiieee e ettt e e e e e et et e e e e e s ettt e eeeeeeeaaastaeeeeaeaaantbeeeaaaeeeaanbbaeeaaeeeannsbeeeaaaanann 55
2.5.3: PetroleuniRevenues and the Petroleum FUR...........occiieiiiiieiie e 56
2.5.3.1 INflows Of PetroleUM REVENUES ......cciii ittt e e e e e ettt e e e e e e annnreeeaeaeeaanntreeeaeaan 56
2.5.3.2 Petroleum Wealth and ESI CalCUIALION. .........cccuiiiiiiiiei it e 60
2.5.3.3 Managig the PetroleUm FUNG.............ooii et e e e e e e e e st e e e e e e e enneeeeas 66
2B FINANCING . e et ettt ettt ettt ettt e et e e e e e e e e e e e e e e e e e e e e e e e e e a e e e e naannaaane 70
2.6.1 Definition of FINANCING........eeiiiiiiiiie et snne e e e snnneeessnnneee e O
2.6.2 ESI and EXCESS WINUIAMIS ... ..ceieiiiiiiie ettt ettt e ettt e e e e seabe e e e e sntbee e e e aneees 71
2 TR TN o = 1= USSP 71
2.6.4 Use Of the Cash BalanCe..........cooiiiiiiiiiiiiie e s e e e e e 73
2.6.5 Public Private PartnershipS.........ooueiiiiiiiiiee et 74
PART 3: 2013 GENERSFVATE BUDGET LAWV.....couniiiii ettt e e 75
PART 4: SUPPORTINGAUMENTS. ... ittt er et e s e e e e e e e e e an e e e e eenas 103
4. 1:PETROLEUMUNDLAWARTICLB. .. .cotiiiiiti ettt e et e e ettt e e et e e et e e st e e e et e e sateeesaeessneeasnaees 103
4.1.1: Requirement for Transfers from the Petroleum Fund...............coo e, 103
4.1.2: Independent Reassurance Report to the Ministry of Finance............cccoveeeiinii e 104

Page3 of 104



Part 1: Speech of the Prime Mingst

Your Excellency

ThePresident of Parliament

Your Excellencies

The Vice President of Parliament
Your Excellencies

The Members of Parliament
Fellow Government members
Ladies and Gentlemen,

It is a great privilege and honour to address Your Excellency, the Speaker of Parlamdeait,
the honourable Members of Parliament in this Great House, to present the 2013 State Budget.

Last September | had the opportunity of presenting here, at this Great House, the Program of
the Fifth Constitutional Government. At that time | underlinge fact that today we have a
vision, and a plan to implement, to transform Tiriggste from the poor country it is today into

an uppermiddle income country by 2030, with a safe, healthy, educated and productive
population.

In these ten years as an indapdent and sovereign State we have had setbacks, due to our
situation as a postonflict country. However, and more so than in other countries, the
consistent political will shown by Timorese leaders, and the participation of all parts of our
society, enaled us to overcome this posonflict situation with courage and clarity.

In this decaddong process of State building (from scratch) and consolidating, we were aware
that we were part of the LDC (Least Developed Countries) group.

There were long studiesnade by experts on how LDCs develop, within perspectives of
sustainability and without losing sight of the Millennium Development Goals.

These theories and experiences by agencies that were familiar dealing with the entrenched
poverty of others helped usotlead the dialogue of the g7+, which consists of 18 countries
representing over 350 million people. We have insisted with the international community
regarding the need to adopt new mechanisms to replace the old ones, which have been used
for dozens of yars and have proven to be completely ineffective.
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The New Deal launched in Busan, South Korea, and debated in the hallways of the UN, basically
reflects the need for developing countries to know their own (social, political and economic)
reality, their we&nesses and their potential, so that they can own the process and choose the
best path to steady and sound development, in order to ensure stability.

Another guiding principle of the Group is to take into account the macro principles and the
universal mioo doctrines, but only to guide annual and medium and long term policies. These
policies must in turn reflect the current and actual needs of each country, so as to prevent
governments from becoming too theoretical and too subjective in their action plans.

¢tKS YI ONRPSO2y2YAO G(KS2NARSAE KI @S FIFLHAESR (2 az2f
requires a more humane doctrine to free itself from the mathematic calculations of profits and
money that defines the statistic GDP of nations, as an instrarf@rseparating rich and poor,

with the latter being subject to the speculations of the markets. These speculations and
markets show that in the US and in the European Union, the rich and powerful transfer every
year $1.7 trillion and $1.3 trillion respieely, to avoid paying taxes.

The world has already realised that the current system is not merely sick but rotten inside. The
world has also realised that 99% of humanity is at the mercy of the rich and powerful, whose
experts, working in their comfortdé offices and earning huge salaries, draft doctrines to be
followed by the poor.

Just in 2004, Timgr SAGS aA3Iy SR U pbverty préayamnigf kdawh s they (0 A
Millennium Development Goals. Despite the short time we had, we have achieved some small
success (reducing child mortality, improving the fight against tuberculosis, etc.), better than
some countries that have been independent for over half a century. Nevertheless, we keep our
feet on the ground and do not forget that what we are achievinggely relative, since we are a

small country with only 1 million people. We cannot compare ourselves with nations that
already have very sound economies and where classic macroeconomic concepts (such as
employment and unemployment, imports and exports, ergiture and revenues) would be
easier to apply, even though they are not.

This is the current challenge of the modern and globalised world, in which the poor absorb or
consume concepts and theories without realising that these concepts and theoriesemagy s
the large decisiommaking centres and the ones that have the money and keep the weak and
the poor down with tricks and threats.
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Your Excellencies,

While the Strategic Development Plan sets the rules for the next 20 years, the Fifth
Constitutional Government presented its -pear political program, setting the goals to be
achieved by the end of its mandate. It is with particular satisfaction that | now present to the
honourable members of Parliament the 2013 SGB, which responds to the program fosthe
year of our mandate.

| would like to remind the honourable members of Parliament and all the People that-the 5
year plan is, in practice, the program for the first five years of the SDP.

This Government must necessarily look to the future, lest d@obee too busy with immediate

day to day problems. The Government is aware that unless it adopts a broad vision or a Road
Map to start and continue a steady and consistent development process we will lose ourselves
in small reviews and become confused i efforts.

A social and economic process, particularly at the start as is the case inlJ@ster is always
complex requiring thorough review of priorities with medium term impact and of the
connection between activities covered.

As such, national projestmust take into account the goals they seek to achieve in the medium
and long term. The policies to be developed must also be staged in consideration of impacts
and benefits, which cannot be immediate, since the immediate is always temporary.

Consequently the projects concerning the National Power Grid and Tasi Mane must also be
seen as a whole, taking into consideration the impact and the benefits that they will stimulate
and produce in the medium and long term.

The Government has adopted the idea of @awndevelopment benchmark. The fight against
poverty is the eternal slogan of the international community, with the United Nations, the
World Bank, the IMF and OECD being at the forefront of the fight against poverty. The results
are plain to see, particutly in Africa. Billions and billions of dollars are invested and much of
the world population continues to go without food, shelter, health, education or safety.

Some curious person found out that in Tirlagste, between the end of 1999 and 2007, the
international community invested over 8 billion dollars and yet we, the Timorese, were
responsible when the number of poor people increased by 5% in 2007.

We Timorese must avoid following the trend of simple statistical and mathematical calculations
regardingthe outcome of our actions only to justify the investments we want to make. When
millions of Americans fear to lose their homes because they cannot continue to pay their
mortgages, when millions of Europeans cannot afford a single meal a day, do we tsthetha
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are poor or simply that they are unemployed? In Tirheste we have adopted the
AYOSNYFGA2ylFE adlFyRFENR GKFG O2yaARSNA | a LJ22N

| ask these questions so that we do not lose sight of our reality and catddb& medium and
long term.

¢CKS CANRBUG /2yaidAiddziaAzylf D2@OSNYyYSyd asa GkKS 13
we continue committed to eradicating poverty in our country.

The Program of the Fifth Constitutional Government, in line with 8trategic Development

Plan, creates and promotes the Special Economic Zones. The Constitution of the RDTL grants
special regimes to Oecussi and Atauro, however it is necessary to carry out proper and
thorough studies before both these territories may aog their special status.

TimorLeste has been the leading player in various international initiatives, at least in regard to
the EITI (Extractive Industries Transparency Initiative), being the 3rd country in the world and
the 1st in Asia to be granted lfucompliance status and having already provided support to
several countries that want to become more familiar with our practice in order to replicate it.
Timor[ SAGS A& Ffa2 fSIRAY3I GKS WartbQo

We Timorese will star in another initiative under the new elepment benchmark to try
convincing the world that it is effective in the sustainable fight against poverty.

Making use of the legal and conceptual bases available to us, the Government has decided to
start a Special Economic Zone pilot project in Oects$ie called, under the new benchmark, a
W{20AFEt YR alNJSli {LSOAIf 902y2YAO0 %2ySQ0

Being a member of the CPLP and part of the Economic Forum of Macau, as well as close to
SYGSNAY3I !'{9! b gKAOK Aa RSolFGAY3I (KSQ>a dnkeS Ol
Special Economic Zone of Oecussi should be a trade and industrial centre directed to the
YFEN] SO odzi Ffaz2 gAGK &a20AFf O2yOSNYya NB3IF NRA
whole of TimofLeste.

With the agreement of the President of the Ragtic, the Government has decided to appoint

Dr Mari Alkatiri as the representative of the State in this initiative of studies, reviews and

contacts with the CPLP countries agdvhy not? ¢ the ASEAN and Pacific countries. This
strategically relevant progm will then be expanded to Atadro and other parts of the country.

Your Excellencies,

The philosophy that guides this Government is the same that guided the Fourth Government.
In other words, this Government has received the mission to continue implentgerhe
successful programs and reforms. Continuity implies the ongoing correction of operating
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mechanisms and working systems, as well as the-tfineng of methodologies and of
administration and management.

The budget | present today to Parliament taketo consideration the macroeconomic policy
goals and is the financial expression of what we want to do in the short term in order to
eradicate poverty in Timeleste in the medium and long term.

This is a complex challenge requiring strong economic gromter infrastructure and a
skilled labour. Achieving these goals will require significant public investment.

The economic miracles in the 2nd half of the 20th century, many without the help of natural
resources, show a consistent focus on public investinin the creation of basic conditions for
generating other types of wealth, in maintaining a doudtlgit growth rate and in dealing with

a doubledigit inflation rate. The question put to them when seeking proper solutions in each of
0 KSA NI LIN®AHMImMem@ntatid was how low it should be and how high it can be.
However the real dilemma was whether they should stop development programs in order to
focus on inflation or whether they should merely strive not to let inflation run wild while
continuing with the development programs that were requiring significant public investment.

The 2013 Budget invests in new policies, based on the Program of the Fifth Government and on
the Strategic Development Plan, while strengthening investment in politaeted in previous

years, which have led the country to greater stability, better management of State affairs and
economic growth.

TimorLeste has enormous wealth in natural resources, namely oil and gas. We all know that
these resources are not renewabMhich is why | have already stated before this Parliament
that they must be used so that in a not so distant future we may have an economy that is not
dependent on the petroleum sector.

Since the First Government we have made a commitment to the Timdtesple to use the
money from petroleum revenues in a sustainable manner, so as to protect future generations.
That was why Parliament authorised the diversification of Petroleum Fund investments.

Financially, this means that there is a perspective tharaVeublic spending will be reduced in

the future. It also means that we must start immediately to limit the growth of current
expenditure. This is a challenge for the entire public administration, and here we must bear in
mind that our State agencies asdso growing. This Government is committed to improving
service delivery to the people and to correcting management irregularities, so as to achieve the
budget stabilisation of current expenses.
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larger percentage of State expenditure and attract investments in productive sectors in order to
benefit the Timorese People.

The 2013 State Budget enables the achievement of this goal in a prudent manner.
The 2013 Stat Budget sets priorities properly.

The 2013 State Budget is a balanced budget.

Your Excellency

The President of Parliament

Your Excellencies

The Members of Parliament,

The debate on the 2013 SGB, which we are starting today, must take into account teesasc
FYR | OKAS@SYSyida 2F (GKS LINBGA2dza D2OSNYYSyidQa

As we turn the page on our first decade as an independent Nation, we must acknowledge that,
despite the obstacles, we have managed to build a sound political and institutionaieatahé
that has brought us social stability.

In 2013, TimoiLeste finds itself in a different and special situation. Last year we had two
landmark moments in our experience as a sovereign Nation: we had presidential and
parliamentary elections, strengthérg the soundness of our democracy, and we witnessed the

withdrawal of the United Nations Mission and of the International Stabilisation Force,

confirming that we are ready to become the masters of our fate.

Our commitment to ensuring an atmosphere of peand security has not been for nothing,
since presently Timeleste is a promise of development.

Development progress can be measured in many ways. One way is through economic growth,
which in our nation has been an average of 11.9% since 2007!

In the nternational press, the renowned Economist magazine recently stated that Tieste

was the sixth fastest growing economy in the world. This recognition fills us with confidence

and resilience to meet the future ahead. The Economist does not say we@re th2 N RQa & A
largest economy, it merely says we are growing well and that we are doing so in a very difficult

time for the entire world.

This economic growth means that there is greater economic activity in the country. It reflects
the existence of anraerging private sector, the creation of more employment, the increase of
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commercial and tourist activities, greater production levels (including agricultural production)
and a larger percentage of tax revenues to support State services. In short, it gez@Tation
of wealth.

Progress in development can also be measured by looking at health and education. Here Timor
Leste is also making strong progress. From 2010 to 2011 the total number of children enrolled
increased by 5%, 8% and 17% in basic, genecaingary and secondary technical education
respectively. Child mortality rates have also seen a sharp decline from 83 to 64 per thousand
live births between 2003 and 2009/2010. Life expectancy at birth has also increased from 59.5
in 2006 to 64.64 in 2011.

Your Excellencies
The Members of Parliament,

For the good of the future generations, it is up to us to use the available resources in a way that
is balanced and responsible, but also ambitious. As such, the Fifth Constitutional Government
has set very clegoriorities for the country, and will continue to focus on four key aspects:

1 Development of social capital, particularly investment in the capacity building of our human
resources and in the education and health of the Timorese;

1 Development of the basiofrastructure;
1 Development of the economy, particularly agriculture, tourism and the petroleum industry;

1 Consolidation of the institutional framework, continuing to promote good governance and
starting the decentralisation process.

Economic growth may onlye considered a favourable indicator of national development if it
observes two fundamental principles: inclusiveness and equity.

This means that every Timorese citizen should, directly or indirectly, be able to experience the
benefits and opportunities fothis economic growth. It does not matter whether they are men

or women, young or old, whether they live in Fatumean or Tutuala, Nitibe or Laklubar, Alas or
Atadro, or whether they are farmers, fishers, carpenters, traders or teachers.

Since the FirsGovernment we have been working to establish administrative decentralisation
and to implement Local Power. In 2013 we will be creating the establishment framework for
the municipalities. We will also be promoting a broad public consultation, to be startagril,

so that we may choose together the model best suited to the needs of the Timorese. After this
we will start creating the Municipal Installation Committees in each of the 13 districts.
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The creation of the Municipalities will bring citizens and phélic administration closer and,
along with a more effective local democratic participation, will promote the supply of public
services able to drive social and economic growth, nurture the development of the private
sector in rural areas, ensure envimental sustainability and promote gender equality.
Furthermore, it will enable us to mobilise more efficiently the collective effort for implementing
the Strategic Development Plan.

The Local Development Program, the Suco Development Plan and the Deasedtral
Development Program (which started in 2010), have enabled local and district administrations
to become familiar with systems and actions in terms of planning, management and execution
of projects, making our country better prepared for this uniqueoqass of greater
democratisation and development. There are still aspects to be corrected, however we now
have greater confidence and certainty in terms of improving implementation.

Based on previous experiences, the District Integrated Development HED)(Bstablished a
budget planning and implementation system at district and -digtrict level, preparing the
Districts before the creation of the Municipalities.

The Government will continue to improve the management of the two main fupdke
Infrastructure Fund and the Human Capital Development Fund. These funds will receive special
attention this year, since their impact is expected to cover the entire society. These two pillars
are essential for a balanced and sustainable economic development pesjdaire a source of
opportunities for men and women of all ages throughout the country.

As such, the number of scholarships provided by this Fund will be increased. We awarded 3,256
scholarships in 2012 and this year we intend to continue awarding schgbarin areas that are

very important for the development of the country. Nevertheless, in 2013 the Government
wants to carry out a study in order to improve the application of the HCDF, including a plan on
more specialised training in strategic areasnmeet the needs the country will have ir1b

years.

We will also be providing professional training to an average of 2,500 young people a year,
ensuring that access to capacity building will be the same in the capital as it is in the Districts. In
view ofthis, we will be acknowledging 20 new community professional training centres a year.

The supply of basic education and health services is a priority in 2013.

We will continue to build health posts in order to ensure that every Suco has access to déssentia
care, giving particular attention to those located in remote areas. In the next few years we will
also start to improve considerably the services of the National Hospital and to expand the care
provided.
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In the area of education, we are planning to bldleD new preschools and, as a priority, 5 new
technical and vocational schools and 4 Polytechnic Institutes. There is a pressing need to build
the capacity of young people in order to obtain professional employment without forcing
everyone to go to higheeducation facilities in Dili. Therefore we will be giving young people
alternatives to acquire knosow that will prepare them to find productive employment.

In 2013 we want to generate wealth by creating more employment. This will be done by
investing inthe economic sectors.

Poverty reduction is also closely connected with the direct improvement of the living situation
of the Timorese. The 2013 SGB foresees that drinkable water systems will start to be installed in
25,000 rural households. Additionallthe MDG Sucos project will continue, building 55,000
houses in several community clusters throughout the country within the next few years.

The traditional economic sectors such as agriculture and fisheries will be nurtured in parallel
with areas where Tir-Leste may become extremely competitive, such as tourism.

This year we are planning the construction of a Training Centre of Tourism and Hospitality and
we will be establishing two new Tourist Information Centres, one in Batugade and the other in
Dili. We will prepare, through an implementation unit, the establishment of the Academy of
Arts, Culture and Creative Industries of Tirh@ste, complete one of six new Regional Cultural
Centres and move forward with the establishment of the Library, Museum atidr&l Centre

of Dili, for which land has already been allocated. We will also be continuing the work in terms
of identifying the Timorese cultural legacy.

While the Government has a key role to play in making major investments in these essential
areas, tiis also a priority to strengthen the private sector so that it may take on a greater role in
the development of TimeLeste in the medium term. The inclusion of a Secretary of State for
the Support and Promotion of the Private Sector in the Organic tBmeicof the Fifth
Constitutional Government is both necessary and timely.

| 26 SOSNE AYFNI AGNUzZOGdzZNBE  Ydzad Ffaz2z NBaLRyR
characteristics, which requires a strong effort in terms of building the national roads. The
Governmat is also focusing on the South Coast, building a set of refinery and petrochemical
infrastructure as well as roads, so as to ensure that the economic potential of this cluster is not
wasted.

The Government foresees that by the end of the mandate it egthblish 7 Publi®rivate
Partnerships that will contribute to the national development goals.

This year there are two PublRrivate Partnership projects that will begin construction works:
the expansion of Airport President Nicolau Lobato and the THaat. The current Dili port can
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no longer deal with the flow of commodities and this has contributed to price increases in
consumable goods, since in the present conditions it is inevitable to have mooring delays. For
instance, a few weeks before Christmas had 24 freighters in the Dili territorial waters and
some of them are yet to unload their cargo.

7 A
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governance.

As such, the Government will focus its attentioragsisting State agencies so that they become
characterised by their effectiveness, transparency and accountability. The Secretary of State for
Institutional Strengthening will implement a performance and verification audit in every line
ministry, thereby pomoting the operational capacity building of public administration.

The Ministry of Finance will also continue to promote training in the areas of procurement,

contract management and legal and administrative procedures, as well as to report to the
public the policy decisions of the Government, including in the areas of Budget, Assistance,
Procurement and Outcomes, by way of the Transparency Portal.

The Government defends the ongoing correction of systems and processes and even policies
that prove to be iefficient or weak. This implies permanent oversight, which is why we will
SadlroftAakK | /2YYA&daAzy G2 NBOASE (GKS D2OSNYyY
suggest corrections.

The work of this Commission will include the drafting of spending reortisreviews, namely

on the Infrastructure Fund, the Decentralised Development Programs | and Il and other topics
suggested by Parliament, in view of the long term sustainability of social policies and other
economical impact studies.

The Government contires to be fully committed to good governance. Performance by State
agencies in this area has been acknowledged by the Corruption Perceptions Index of
Transparency International in 2012, with Tirggste climbing up 30 places in the ranking
significantimprovement that must not make us think that we can stop working hard in this
area.

Your Excellencies
Ladies and Gentlemen,

The Government is aware that strong economic growth has been accompanied by high
inflation. Year on year inflation in Timbeste paked at 15.4% in December 2011 but then
dropped and stabilised at around 11%.
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We know that increases in prices of goods, particularly food, reduce the purchasing power of
our citizens. We also recognise that high inflation increases the costs of materdilsauses
problems for businesses in Timbeste, affecting the quality of works in their relation with the
profits to which businesses are entitled. We further recognise that inflation increases the costs
of Goods and Services and Minor Capital acquisethe State.

It is for these reasons that the Government is seriously committed to reducing inflation. As
such, we have been carefully recording, monitoring and analysing inflation.

Nevertheless, the causes of inflation are complex and vary over tiboe. to the global
recession and its effects so far, the American dollar has decreased in value compared to the
currencies of our trading partners, such as Indonesia and Australia, which led to imports
becoming more expensive. Increases in internationaldf@emd commodity prices have also
contributed to inflation in the past. These causes, along with the rise in the price of olil, either
due to war or economic sanctions, are outside of the Government's control.

Another cause of inflation in Timdweste is thebalance between the amount of money and
goods produced. In our fledgling economy there must be a persistent and ongoing effort to
produce goods in the country. There is no other magical solution.

As such, Timekteste needs to produce more. The currentlgat gives priority to agriculture. A
greater (public and private) investment in agriculture, livestock and fisheries should contribute
to a production increase in the short and medium term.

The Government proposes to facilitate the establishment of newnmanies by creating
0dzaAySaa AyOdzaliPANBE KI2yLBE 120 B2ASY LI AF& GKSANI NB
necessary for establishing companies. This will also provide support to micro and small
companies, cooperatives and industrial and commerciabugs, in order to nurture
employment creation and stimulate various productive sectors.

Increasing productivity, skilled labour and business competitiveness is the only way to support
strong economic growth in the long term and to reduce and stabiligatioh. The Government

will do everything it can to reduce inflation below 8%, in accordance with the priorities set in
the 2013 State Budget.

Your Excellency
The President of Parliament
Your Excellencies

The Vice Presidents of Parliament
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Your Excellencies
The Members of Parliament
Ladies and Gentlemen,

In 2013 we will be investing a total of $1,797.52 million to meet the needs of the country, giving
priority to Infrastructures, Agriculture, Health and Education.

In comparison with the previous year, we leawncreased the investment in agriculture by 28%,
in education by 12% and in health by 15%.

The 2013 State Budget is set to invest $892 million in development capital, including $753
million for large multiyear projects in the Infrastructure Fund.

The thee largest programmes in the Infrastructure Fund are:
Power ($173.9 million)

In 2013 we will be finalising the works in Betano and thus completing the construction of the
National Transmission and Distribution Grid. Improving power generation and supphjdsh
support strong economic growth in both micro and small companies in the districts and future
medium and large industries.

One key error in these ten years of State building was the absence of a maintenance culture. In
order to rectify this situationwe have allocated $10 million in the category of Goods and
Services of the respective Ministry to ensure the operation and maintenance of the Hera Power
Plant and of the substations. The increase in electricity production due to the completion of the
Heraand Betano power plants will boost industry and require higher fuel consumption. To pay
for this, we have allocated $117.8 million.

Roads ($116 million)

The Government is determined to build high quality roads throughout the country, in order to
facilitate the transport of people and commodities and to reduce the costs of manufactured
goods.

In addition to building the roads set out in the Infrastructure Fund, the Government is also
building the Dilic Manatuto ¢ Baucau road and the DdiLiquicag Tibar¢ Ermera road. These
works will be paid for by borrowing from JICA and the Asian Development Bank, respectively.

The Government will be investing around $44 million in this loan program to fund projects with
high rates of economic return. The rate of inést on both of these loans is significantly lower
than the estimated yield on Petroleum Fund investments. We, alongside financial agencies and
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other countries, are continuing to study the feasibility of other loans concerning major projects
such as the A¢u ¢ Ainaro¢ Maubisse road and the ManatutpNatarbora road.

Tasi Mane ($139 million)

The creation of the National Company TIMOR GAP resulted in a boost for starting works in the
South Coast, including on the petrochemical projects and the Supply Resdast February 1st
I aSY2N} yRdzY 2F ! yRSNRUOIYRAY3 ¢l a airA3adySR o6Si0g

Another $139 million included in the category of capital development of the Consolidated Fund
for TimorLeste will fund the development of small infrastture, namely the construction of
education and health facilities and of water supply, sanitation and irrigation systems, in
accordance with local needs. These projects shall be awarded to Timorese construction
companies, thereby nurturing local developniemd keeping profits in Timereste.

The investment of $68.2 million, through the PDID, seeks to continue promoting the
construction of infrastructure throughout the country, so as to meet the basic needs of the
population in a fair and inclusive manniiat relies on the active participation by local citizens
and leaders.

| would like to inform the illustrious Members of Parliament that the 2013 State General Budget
only considered as eligible the capital development projects that met the followingiarite

1 Certification by the Directorate of Land and Property regarding land use;

T ' LN @It 2F RSaAay FyR .2vQa o6& !'5bT FyR
1 Approval by the Policy Budget Review Committee.

1 In this way, we want to ensure better execution rates for infrastructure projects.
YourExcellencies,

Ladies and Gentlemen,

The Government is determined to boost agricultural production. Better agricultural production
is essential to reduce imports and improve food security. We are also conducting a thorough
study on malnutrition that takesnto account the calories that exist in Timorese produce, as
well as encouraging a new food diet in our society.

The 2013 State Budget allocates $3 million to the Goods and Services budget in the Ministry of
Agriculture for buying seeds. This should bods volume and value of farm production. The
Infrastructure Fund also includes nearly $10 million of expenditure on agriculture projects.
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Much of this expenditure is for the construction and supervision of irrigation schemes which
the Government believes Wincrease agricultural productivity.

Three areas of health spending have received increased budgets.

First, we have increased expenditure with Salaries and Wages to $21 million, in order to
implement the new career regime for health professionals. Téxgsme will increase the pay of
health professionals with appropriate qualifications. The Government will be stricter in
ensuring that health professionals respond to these incentives by displaying enthusiasm,
dedication and empathy in the performance ofeth duties. The Government will also employ
and adequately compensate recently qualified health professionals from Cuba. Better qualified
and more motivated staff should improve the quality of healthcare in Tibeste in the short
term.

Second, the Minisy of Health's budget for the purchase of medicines and drugs has been
increased to $7 million. This will contribute to better health care and outcomes.

Third, $5 million has been allocated to purchase medical equipment in the Ministry of Health.
This mong will be used to purchase operation theatre equipment, anaesthesia machines, heart
monitoring machines, a defibrillator and other medical equipment.

Education is another key factor in the development of a nation. The Government will pay due

attentiontotdt KS W9 RdzOI A2y F2NJ ' ffQ tNRINFYXZI | a (KA

by the Secretary General of the United Nations. | believe that all children should receive a
decent education and that an educated workforce is a productive work f@ome progress

has already been made and going forward we are determined to further improve education in
TimorLeste.

The quality of teaching is an important determinant of education outcomes. As such, the
Government will continue to strive to ensure quwlieducation in every school level. The
Government is aware that no one should be pleased with the quantity of graduates every year
given that the quality of education continues to be below expectations. Furthermore, education
costs the parents of the stwahts a lot of money. These parents are making sacrifices to try and
provide better futures for their children.

The 2013 State Budget includes measures to raise the salaries of key groups of educators. More

\
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new career regime for higher education professionals. We will also be paying salaries to
teachers who had previously worked as volunteers.

Additionally, the $42 million allocated to the Human Capital Developrient, which includes

the Scholarship Program, the Professional Training Program, the Technical Training Program
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and other types of training in key sectors, will train and build the capacity of our human
resources to become the leading actors of natioraelopment.

In 2013 we will continue to invest in social policies seeking to improve the living situation of the
Timorese. Investing in the people, particularly the most vulnerable ones, is a moral obligation of
the State. For this purpose we have alloch&?236.5 million in the category of Public Transfers,
namely:

1 $84.8 million for personal benefits to Veterans.
1 $38.2 million for our elderly and to those with demonstrated disabilities.

1 $18 million for supporting Nogovernment Organisations and Religio@sganisations
promoting cultural and religious activities, thereby contributing to the social, cultural and
spiritual wellbeing of the Timorese.

T Ppmndp YAfEtA2Yy F2N FdzyRAy3I {9Cht 9Qa aOl &K Tz
lower unemployment.

1 $8 million for funding the Suco National Development Program, directly involving
communities in their own development.

1 $3.7 million for paying pensions to civil servants, in accordance with the approved Law.
1 $3 million for landrelated compensgon.
T $5milioy F2NJ Fdzy RAy3 GKS aLGF bAlF wlkAé tNRBINI YD

Finally, the Government will continue to invest in key sectors contributing to the consolidation
of our democratic State under the rule of law.

2S glyid G2 AYyONBlIaS 0KS t bc¢[milbon, {histehsiiidg they R 2 |
recruitment of more police officers to ensure safety in the country. We will also increase the F
c5¢[Qa {FfFNR YR 23S 06dzRISG (G2 PToddp YATEAZ2Y
Forces.

Associated with this investrmé we have a $1.3 million grant for acquiring furniture for the
houses of soldiers and police officers throughout the country, as well as $1.2 million for
purchasing vehicles and equipment in order to help improve security at the airport.

We cannot neglecour foreign policy, particularly at a stage where Asia continues to be the
fastest growing region in the world, boosting the growth of emerging and developing
economies. As such, Timbeste is located in a region that presently offers strategic
advantags.
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This year, in addition to establishing two new Embassies, namely one in the United Kingdom

and one in New Zealand, as well as consulates in Darwin and Atambua, which resulted in an
increase of $9.1 million in the Ministry of Foreign Affairs and Coopezay Qa al f I N2 |y
budget, we will be investing in other key aspects:

1 Establish a Unit that will carry out the preparatory work in order for THreste to assume
the presidency of CPLP in 262@16. This is even more important because it will test our
organisation capabilities before becoming {fildldged members of ASEAN.

1 Prepare the establishment of the Diplomatic Study Centre in order to train and build the
capacity of Timorese diplomats.

1 Intensify the process on the demarcation of land and maritboeders.

1 Continue to preside over the g7+ and to promote fragile States in terms of their collective
development goals.

1 Participate in the High Level Panel on the P25 Development Agenda, represented by
the Minister of Finance.

These regional and inteational diplomacy and integration efforts will, in the medium and long
GSNYX NBadzZ & Ay AYYSIF&AdzaNIofS o6SySTFAGAa FT2N GKS
globalised world, no country can overcome the obstacles to development by workimg aiw

isolated from the dynamics of international relations.

Your Excellency

The President of Parliament

Your Excellencies

The Vice Presidents of Parliament
Your Excellencies

The Members of Parliament
Ladies and Gentlemen,

In the 2013 State Budget this G@nment clearly explains how all expenditures will be paid for.
Domestic revenue receipts are forecasted at $146 million for 2013. This represents a 9%
increase compared to 2012.

Our goal is to lower steadily the percentage of the budget effort that id pg the Petroleum
Fund. For this purpose we will draft a broad reform in order to expand the tax base and to
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increase State revenue receipts. During the mandate period, it is estimated that this reform will
allow us to increase domestic State revenueeipts from $134 million in 2012 to $218.4
million in 2017.

The difference between domestic revenue and expenditure is approximately $1,651 million.
This is paid for by withdraws from the petroleum fund, the use of funds held in the
Government's accounts arborrowing.

The 2013 State Budget includes $1,198 million of withdraws from the Petroleum Fund. This
represents a sharp fall compared to the $1,495 million withdrawn in 2012. The decrease in the
amount of money withdrawn from the petroleum fund shows tB®vernment's commitment

to fiscal prudence and sustainability.

Additionally, budget execution rates have been increasing since 2007. In 2012, and although we
are not yet ready to present final figures as the accounts are yet to be audited, we estimate
that the Consolidated Fund for TimprSaadS oGAf € KIagS | GOl akKée
approximately 88%.

If we take into account the execution of the Special Funds, the overall cash execution rate is
estimated at 66%.

We recognise that the execution rate of theeSml Funds, particularly the Infrastructure Fund,
has not corresponded to the initial estimates, due to the persistent weakness in terms of
AYLX SYSYGAy3a LIKeaAOolf LINEP2SOGa FyR 208KSNJ
Nevertheless, the ongoing corgan of the system and the introduction of new policies give us
confidence that we will overcome this challenge in 2013.

In conclusion,

Your Excellencies,

Ladies and Gentlemen,

People of TimoilLeste

Today, more than ever, we are responsible for the paghwant our country to follow!

Our ambition in terms of development, or better still our moral duty to reduce poverty among
our People, requires coordinated sustainable policies, a plan and responsibility.

The Government | have the duty of leading is cottedi to being successful in this path
towards development.
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However, this will take time! We must walk this journey step by step, looking back to see how
far we have come, correcting our stride whenever necessary and constantly reassessing the
path still alead of us.

Ly GKA& O2ftftSO0AQPS STF2NI>X y2 2yS akKz2dZ R 0685
our travelling companions.

Consequently, the 2013 State General Budget is another important step in this journey. As such,
| look forward to havig a constructive debate on this budget that will determine the
development of our country and our nation in the short, medium and long term.

Thank you very much.
Kay Rala Xanana Gusmé&o

4 February 2013
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Part 2: Desciption and Analysis of the 201S3tate
Budget

2.1:Executive Summary

2.1.1: Introduction

The Government is determined to transform Timaste into a uppermiddle income country
with a secure, healtyand welleducated population by 2030rhe Programme of the Fifth
Constitutioral Government of Timoteste outlines detailed policies to achieve thmal. This
2013 State Bdget appropriates expenditures to finance these policies.

Table 2.1.1.5hows the Combined Sources Budget for THioeste. Total expenditure in 2013 is
$1850.9million. This comprises Government expenditure of@i7.5million and $23.4 million
from DevelopmentPartners. Commitments fromDevelopment Partnerare less than 1% of
the total budget demonstrating that TimorLeste is not heavily dependent on external
assistance to finance its developmegarbgrams

Table 2.1.1.1 Combined Sources Budget 202D17,$ million®

2011 2012 2013 2014 2015 2016 2017
actual budget * budget** budget budget budget budget
Combined Sources Budge 1,3798 2,0283 1,8509 2,0885 2,0784 2,0154 2,0509
Government 1,0059| 1,806.5| 1,647.5| 1,949.0| 2,0458| 2,012.3| 2,050.9
Expenditures by Fund
CFTL 604.7 893.9 1,000.7 1,040.7 1,082.4 1,125.6 1,170.7
HCDF 16.8 37.5 42.4 40.0 45.0 45.0 49.0
Infrastructure Fund 474.4 875.1 604.4 868.3 918.4 841.7 831.2
Development Partner 283.9 221.8 203.4| 1395 32,6 3.1 0.0
Commitments

* Final 2012 Budget after rectification and rollover
** After rollover
Sources: National Directorate of Budget and Development Partnership Management Unit, Ministry of Finance, 2012

L A note regarding data in tables and figures: Throughout the Budget book, numbers are generally given to one
decimal place in tables and graphs, usually either in millions of US Dollars or as percentages. Occasionally on close
inspection it may seenmhit minor errors have been made in the decimal place when adding up the figures in order
G2 3IASG G2 I Wwi2aGrf Qe ¢KAA A& | NBadZ G 2F NRdzyRAy3
readable manner. A rounding error is not really emor it is just the wayaddition works whenlarge figures are
displayed to a few decimal places. For example, using the numberddans from 20137, which are
$43,588,000, $70,600,000, $120,900,000, $121,650,000 and $122,950,000 respectively, diotd af
$479,688,000 When rounded tahe nearestmillion, the figures are$43.6, $70.6, $120.9, $121.7 and $1284

the correct rounded total i$479.7, not $497.8.

S NN
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Table 2.1.1.Zhows a consolidated fiscal table for Timkaste. Thisable shows expenditure,
revenue,financingand key economic indicator§he Government hasharply decreased the
overall budget (by $150 million) between 2012 and 2013 in order to maintain fiscal
sustainability and ensure that aggre¢@ demand within the economy is consistemtith
acceptable levels of inflatiorDue to thedecline in total expenditure, increased revenuse
higher ESand a reduction in the amount of cash held in Government bank accpextgsss
withdrawsfrom the petroleum fundare forecasted a$0.0in 2013.

This is in line withong term fiscal sustainability.Strong economic growth is forecast t
continue over the medium term.

Table 2.1.1.2 Fiscal Table with Memorandum Items million

2009 | 2010 | 2011 2012 2013 2014 | 2015 | 2016 | 2017

actual | actual | actual | budget* | budget** | budget | budget | budget | budget
Total Expenditure by 603.8| 7603| 1,005.9| 1.8065| 1,647.5| 1.949.0| 2,045.8| 20123| 20509
Appropriation Category

Recurrent 3942 s06.1| 507.8 757.3 841.0 8705| 9088| 9433 9832
Salary and Wages 87.3| 915| 1116 139.0 1605 167.0| 1736 1806] 1878

_ Goods and Services | 515 8| 2459|2535 384.6 4415| 455.0| 476.6| 4939| 5159

(including HCDF)

Capital 209.6| 2543| 5882 1,049.1 806.5| 1,078.4| 1,137.0] 1,069.0] 1,067.6
Minor Capital 38.7| 383 27.2 49.2 49.6 51.6 53.6 55.8 58.0
Capital and

Development (including| 170.9( 215.9 561.0| 1,000.0 756.9| 1,026.9| 1,083.3| 1,013.2| 1,009.6

all Infrastructure Exp.)

Domestic Revenus* 9008| 96.4| 1085 134.1 1463 163.1| 1817 2003] 2187

Non_O" F|Sca| Ba'ance '5130 -6640 -9874 '1,6724 '1,5012 '1,7858 '1,8640 '1,8120 '1,8322

Financing 513.0| 664.0| 987.4| 16724 1501.2] 1,785.8] 1,864.0] 1,812.0] 1,832.2
Estimated Sustainable|  4os 5| 5020 734.0| 6653 787.0| 797.9| 7s8as| 7719| 7612

Income (ESI)

Excess Withdrawals | 104 5| 3000 3210 8206 00| 9173| o9s83| o9184| w9480

from the PF

Use Of Cash Ba'ance 10 '1470 '676 1344 6706 00 00 00 OO

Selected Economic

Indicators

S’e\';?r')”a' GDP (Ne®@il | 77561 g59.1| 9750| 1,2027| 1,506.9| 1,769.2| 2,099.7| 2,507.1| 3,006.5
Fiscal Deficit/ GDP | g5 105] 77.306| 101.206| 129.4%|  99.6%| 100.9%| 88.8%| 72.3%| 60.9%

(Non-Qil Sector)

* Final 2012 Budget after rectification and rollover

** After rollover

*** The domestic revenue figure shown is that used when the Government estimated revenue for the outer years.
This figure is slightly different from that shown in thedited accounts.

Sources: National Directorate of Butigdational Directorate of Economic PoliPgtroleum Funéddministration
Unitand Major Projects Secretariabinistry of Finance, 2012
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2.1.2 Ecamnomic Overview

¢KS 63 &2 8D aActolints R@®4H Invn ¢ Lidadeschibés: bbth the/composition

and the value of Timef S&41SQa SO2y 2 Ye ® 140y milliom of whichDB% ¢ | &
came from the petroleum sector. GDfm the nonroil sectorstood at $&9.1 million. During

2011 Timof{ S & G S-Qildecoyiotny benefited from strongovernment expenditure which
boosted the growth of specific sectors, such as construction, Igathna nominal value of

$975.9 million. Regarding the real neail economic growth ree trend, TimorLeste has
achieved one of the highest rates abwth in the world, averaging1.%oper year since 2007.

Strong economic growth in 2011 has been accompanied by very high inflation, reaching 15.4%
(yearon-year) in December 2011. After inasing to nearly 18% in January 2012, inflation
decreased to 10.1% in Marttand has since stabilised at c. 11%. The lower inflation rate
observed at the end of the first quarter of 2012, compared to the last quarter of 2011 and the
very start of 2012 caneébmainly attributed to an improvement in international factors. These
are the strengthening of the $Scompared to Timof S&a i SQa YIAYy GNI} RAyY3
reduces the price of imported goods, and relatively lower international prices for individual
comnodities. Nevertheless, an inflation rate of 11%astill relatively high compared to other
countries. The Government is determined to ensure that inflation furtheridesl over the
medium term andrecognises that carefully controlling total expenditurdlivisie important in
achieving this goallhis policy is reflected in this 2013 State Budget whighificantlyreduces

total budgetedexpenditure in 2013 compared to 2012.

2.1.3 Expenditure

Total expenditure in 2013 &1647.5million; representing a 8.8% decrease compared to 2012.
The Government &s reduced total expenditure to contribute towar€iscal sustainabtly and

the control ofinflation. Capital and Development expenditure in 2013 has been rediged
24.3% compared to 2012 partly to maintaidiscal sustainability but also because the
Government recognises the need to ensure that infrastructure spending is set at a level
whereby projects can be implemented effectively. Recurrent expenditure has been sharply
increasedBetween 2012 and 2013 eegpditure onSalaries and Wagesd Goods and Services
has substantially increasedendingon civil service pensions, the new career regime for
health professionsand the new career regime for educators who previously worked on a

% National Directorate of Statistics (DNE), 2012. (NMth the release of the fat preliminary 2011 GDP from
expenditure side (GDB) estimates , the 2062010 figuredor GDPE have also been revised due to the changes in
the respective sources data, including the data on development partners spending, household expenditure, and
other, and the consequent changes in other indicators)

® The 15.4% Inflation rate refers to Timbeste CPI change; Tirdoeste CPI is currently measured on a quarterly
basis, therefore the 18% and 10% figures refer to Dili CPI change which is instead measuirdyg.
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voluntary basis haveontributed to higher recurrent expenditure. The Government considers
these expendituresto be in accordance with the goals and policies stated in the SDP.
Expenditure on fuel for generators and operation and maintenaoifcelectrical power plants
has also ioreased in 2013. This increased spending is necessanaittain and operate the
high quality power generation facilities that have recently been constructed.

2.1.4 Revenue

Domestic revenue collections are forecast at $B4@illion in 2013. This represents a2%
increase compared to the 2012 forecast of $134.1 millibhis increase is being driven in
particular by increases in some taxescorporate excise and withholding and is partially
offset by a forecast reductioim revenue fromthe rice programme.

In 2013 domestic noroil revenue colledbns are forecast to financé 9% of totalexpenditure.
High projected rates of economic growth, as well as growtfaxnefficiencymean that by 2017
total domestic revenues arergjected to rise to $218.million.

Petroleum revenues from Bayindan and Kitan peaked in 2011 and are forecasted to decline
to $2,309.1 million in 2013, before temporarily levelling off until 2017. The Petroleum Fund
balance is set to increase fro$9,310.3 million atthe end of 201 to $10,776.7 million by the

end of 202, and$12,787.6million by the end of 2013.

2.1.5 Financing

The nonoil fiscal deficit is equal to domestic revenue minus total expenditure. Thisnis a
important financialeconomicindicator as it gives a approximateindication of theamount of
additional money and demantthat Government spending is contributing to the econorize
non-oil deficit in 2013 will beb1,501.2 million. This deficit ignainly financed by witldrawals
from the Petroleum Fungdwhich are equal to the Estimated Sustainable Income in 20d&ns

of $43.6 millionand the use of$6706 million of cash held in Government bank accounts also
contribute to the financing of thideficit.
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2.2: A Review of Recentadfrms in Public Financial
Management

2.2.10verview of Riblic Financial ManagemerfReforms

The Public Financial Management (PFBjstem consists of thanstitutions, laws and
information technology infrastructureéhrough whichthe Government spends;ollects and

manages moneyA strong and effective PFMystem is essentialfor maintaining strong
economic growth, cotrolling corruption andefficiently delivering Government services

TimorLestean effective PFM system is critical to transforming raral resources into public
wealth.

The Government has implemented a breladsed and sustaineBFMreform programme. This

reform programme is complex and covers many different aspects of PFM and therefore only
selected key aspects of it are described hé&@#her publically available documents, such as the
aAYAAGNR 27F CA Y destihs Qaentirg réfokin fr&sknien mdrd dgtail The
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petroleum tax auditp) providing budget documentation that transparently describes the State

Budget c¢) improving expenditure managemert) transparencyand e) improving analysis and
evidencebased policies and expenditures

2.2.2Comprehensive Petroleum Tax Audit

The Governrant is determined to ensure that petroleu@ 2 Y LJI tap&yer<pay their taxes

in accordance with the applicable taxation laws of Tikbheste. Since December 2010 NDPR
has been undertaking a comprehensive tax audit of petroleum companies, which hagyalrea
led to the collection of ove$300 million of additional taxes, including interest and penalties.
The comprehensive tax audit is -going and the primary focus ithe examination of
approximately $4,800 million of capitalised expenditures relating t® BayuUndan project
(including the LNG Pipeline and the Darwin DLNG), Transfer Pricing, Capital Gains and
approximately $44,000 million of revenue accruing to the taxpayers and their related parties
during the 20052010 tax years.

The capitalisecexpenditure associated with Kitan Project is also under tax audit. NDPR is
variously assisted by teftight law and accounting firms hired specifically to support the
comprehensive tax audit for both the Bayddan and Kitan Projects.

NDPR has developed@aimplemented New Audit Guidelines as the manual for the audit of the
petroleum taxpayersThe NDDR national audit staff was constituted in 2011 and members of
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the Audit Team continue to improve their skills through participation in audit and training
semnars to prepare them for the field audits.

To close certain loopholes and provide clarity in the existing tax legislations, several Public
Rulings as well as new Tax Regulations were issued between 2011 and 2012 tax years. It is
reasonablyanticipated tha the new Regulations will save TirAoeste approximately $5000
YAffAR2Y 20SN) 0KS ySEGU FTAOS &SIENB o6& aOf233Ay.
related party transactions.

2.2.3Providing Budget Documentation that Transparently Describks t
D2OSNYYSyiuQa t2t A0ASa

The Government has made a sustained effortftwther improve the quality, clarity and
comprehensiveness of the budget documentation provided toigarént and citizens. There

are currently six budget books amd A G AT Sy Qa D dzApriflishdd Bhortlykaffer thedzR 3 S
annual budget laws promulgated by the President)Together thesedocumentsachieve the

following goals:

1 Describe the Govern@ y (io@edall fiscal policies Budget Book 1 clearly showstal
expenditure, revenue and financimgyver the medium termThe impact of excess withdraws
on the ESI and fiscal sustainability are shown and described.

1 Explain the main activitiesinanced by spendingBudget Book 2 shows the main activities
that ministries wil use their budgets for.

1 Show how spending contributes to district developmenBudgetBook 3 describes the
distribution of spending between districts and specific projects that contribute to district
development.

1 Provide a detailed breakdown of thbudget A breakdowrof the budget by chapter, title,
division and item is provided BudgetBook 4.

1 Explain and analyse donor commitment$his goal is achieved Budget Bok 5.

1 Provide information on the budget of different programmes and projects ithe
Infrastructure Fund and Human Capital Development Fundhis is achieved iBudget
Book 6.

f Provide a simplified, nortechnical overview of the budgetii K N2 dzaM A{iKS S&/ Q& Ddz
to the State. dzR FpBhiication
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Togetherthesedocumens provide acomprehensive overview of the budgand its impact. A
important report by the IMF rated Timoieste asd ! € the highest grade attainable for
comprehensiveness of information included in the budget documentation. This meanthéhat
information providel by the Government in the budget documentati@mompares favourablyo
many other countries. Going forwardhe Government is committed to better linking
expenditures to activities and improving the accuracy of the medium term forecasts in the
budget docunentation.

2.2.4Improving Expenditure Management

The Government has improved expenditure management mainly through the strengthening of
the Integrated Financial Management Informatiogs&m (IFMIS) Line ministries now have
accesdo this systemand canraise commitments up to the limit imposed by the budget. They
can also access reports showing their cash expenditures, obligations and commitments to date.
The final approval for payent of invoices and virementas allowed by law) across ministiies
budgets is stillcontrolled centrally bythe Ministry of Finance using the IFMIS system. This
arrangement provides an appropriatealance between the decentradition of expenditure
management to line ministries who are responsible for providing public services and the
centralsed control and recording of expenditures. The implementation of this system has both
increased execution rates and reduced fiduciary riska#t &lso allowed real time reporting to

the public through the transparency portal.

Over the medium term the Government plans to further strengthen expenditure management.
The full implementation of a contract management module, which line ministriesarrently
receiving training on, will allow the Government to better understand when payments are likely
to become due. This in turn should minsaithe risk of short term debt occurrindue to late
payment of invoices and should allow the Governmenbétter manage cash throughout the
financial yearlt will also allow the Government to better review contracts and ensure they
provide strong value for money and are not overly generous to contractors.

2.2.5Transparency

TheGovernment is committed to émsparencyThe creation of the dine transparency portal
has been a key tool in achieving this goal. The portal consists of the BudgetpfoduEment
and Results suportals. Thesesub-portals draw data from the IFMIS and presehém in an
interactive and clear wayso that all @izens can gain a better understanding of policy,
procurement and expenditure and hold the Government to account.

The Budget suportal is now fully operational. It provides live, réehe access to data on
expenditures ad revenues. This allows the public to instantly view how budget execution and
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revenue collection areroceedingat any time during the year. The publication of such data is in
line with international best practice anthakes TimoiLeste an international leader among
developing countries in the publication of financial data.

The Aid Mnagement suiportal provides detailed data on commitments and actual
disbursements from donors. This allowsizers to see what devepment partner money is
beingspent on and how it is contributing to development in Tirh@ste.

The Eprocurement sub-portal shows both current procurement opportunities and awarded
contracts.The current procurement opportunities portal provides an opkavel playing field to
different contractors and encourages strong contijen for Government tendersln the long
term this will drive down costs and allow the achievement of better value for money. The
database of awarded contracts allows the publigtin a better understanding of Government
expenditure andorm an opinion on whether contracts have or have not represented value for
money. The Government is committed to improving the number of contresterded in this
sub-portal and the details on e contract over the medium term.

The results suiportal shows what has been achieved by key Government projects and
programmes. This allows the public to better understand the impact of Governrpelities

2.2.6lmproving the Analysis, Review and Eiency of Expenditure

The Government recognises that strong economic growth and poverty reduction will depend
well-targeted and efficient spending. The Government is therefore committed to a programme
of constantly reviewing, critiquing and amending policies to engbeg public money is well
spent. Such a process requires highel oversight Therefore over the coming year a
committee 0 K & @gAff NBOASSG |yR adzZ233aSad I YSYRYSy(z:
expenditures with the aim of ensuring that they fully contribute towards the implementation of
the SDP will be establishedihis committee will commission and review expenditure mpo
and analysisvith the aim of ensuringhat no dollar spent by the Government is wasted. Over
the first year this committee willa) review and comment on a report on Infrastructure Fund
spendingb) review a report on spending on the PDD1 and PDD2ramuges(consolidated as

the PDID programme from 2013 grt) commission reports on topics that may includengd

term fiscal sustainability angdpending in the social sectorand d) review regularreports
drafted by the Ministry of Finance on Governmempenditure.

The work of the commission will be in addition, Bnd not insteadof, ongoing activities to
record and monitor expenditure. The Government will for instance continue to report to
parliament on expenditures on a quarterly basis and the accowiltscontinue to be audited

by an independentinternational audit company.
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2.3: Economic Overview

2.3.1: International Economy

2.3.1.1: Trends in International Growth

Global growth slowed to 3.9% in 2011 from 5.3% in 2010 due to the continued wealemngcov
from the financial crisis, especially in advanced economies, which has continued in 2012.
Overall, global growth is projected to continue to slow to 3.3% in 2012 before moderately
increasing to 3.6% in 2013 (Figure 2.3.1"1.Despite suffering frommeduced export growth

rates because of the slowdown in Europe and the United States, and from lower domestic
demand, developing Asia remains the fastest growing region, driving both the emerging and
RSOSt2LIAYy3 SO2y2YASAaQ INRGUKOD

Figure 2.3.1.1.1: Real Ecomic Growth 2009¢ 2013(%)
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SourcesNational Directorate of Economic Polit¥inistry of Finance, 2012 and IMF WEO October 2012

Growth in advanced economies is projected to be 1.3% in 2012 and 1.5% in 2013. The ongoing
euro crisis continues to foster gartainty and provide a drag on a robust recovery in Europe
and other markets. After a strong first quarter, the data from the U.S. and the U.K. once again
also suggest that growth continues to be slow, and unemployment remains high.

Developing economiesr@ projected to grow by 5.3% in 2012 and 5.6% in 2013. Although the
rapid growth seen in countries such as China, India and Brazil has slowed somewhat, it is still

* Unless otherwise stated, the figures reported in the International Economy section are from the IMF World
Economic Outlook, October 2012.
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high compared to the developed world, and should be helped by looser policies introduced at
the end of 2011.

Table 2.3.1.11: Real Regional GDP Growth Rates (%)

Country Actual Projection
2009 2010 2011 2012 2013
China 9.2% 10.4% 9.2% 7.8% 8.2%
Australia 1.4% 2.5% 2.1% 3.3% 3.0%
Singapore -1.0% 14.8% 4.9% 2.1% 2.9%
ASEAM 1.7% 7.0% 4.5% 5.4% 5.8%
Indonesia 4.6% 6.2% 6.5% 6.0% 6.3%
Vietham 5.3% 6.8% 5.9% 5.1% 5.9%
Philippines 1.1% 7.6% 3.9% 4.8% 4.8%
Thailand -2.3% 7.8% 0.1% 5.6% 6.0%
Malaysia -1.5% 7.2% 5.1% 4.4% 4.7%
Timor-Leste* 12.8% 9.5% 10.8* 10.6%** 10.4%**

* Timor-Leste GDIrefers to the noroil sector only

** Preliminary estimate

*** Targets

SourcesNational Directorate of Economic Polit¥inistry of Finance, 2012 and IMF WEO October 2012

2.3.1.2: Trends in International Prices

In this climate of weak growth and decreasing demand, global inflation is projected to fall from
4.5% in the final quarter of 2011 to-B5% in 201A3. This decline reflects reductions in
projected consumer prices for both advanced and emerging and dewveoeconomies,
expected to decrease to 1.9% and 6.1% for 2012 and to 1.6% and 5.8% for 2013, respectively.

Qil Price3

Oil prices rose in the first quarter of 2012 dueingreasingeconomic activity andisingtension

over potential instability in theMliddle East affecting supply. Since March, both of these trends
have become less of a factor which has been consequently reflected in a more Hahd@2in

prices to $90 a barrel at the end of Q2 281However, in July and August prices have increased
again to above $105 because of production disruptions in North America, the North Sea and the
Middle East associated with the seasonal increase in defawkrall, oil prices are expected

to average $16 across 2012 and moderately decline throughout 2013 to $105. Future markets

® For a description of hovinternational oil prices affect oil revenues in Timbesteseeé t S NS §&y dzS & ¢ =
section 2.5.3.

® Simple average of WTI, UK Brent and Dubai crude oil prices.

"us Energy Information Administration Shderm Energy Outlook, September 2012.
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indicate that the prices of oil are expected to decline in the medium term. These forecasts
reflect, amongst other factors, expectations of weak global oil demand continuing ahd bo
OPEC and ne®PEC increases in crude oil production.

Agricultural Commodity Prices

Bad harvests in the U.S., Eastern Europe and Central Asia raised swidémpossibility of a
food price crisis. In July international agricultural commodity priaegesd, in particular for
maize, soy and wheatith monthly increases in prices faingle commodities reaching 25%
However,the latest international market data indicate that it is unlikely that a crisis such as
2007-08 will reoccurin the next few montls. A major reason for that crisis was the poor rice
yields. This year however, production @hina, Indonesia, Thailand, Philippines and the U.S.
more than offses the bad crop year in other Asian countries such as India, Cambodia and
Nepaf. Moreover, theconsequencesf the worst U.S. drought in over half a century on maize
production may have beeoverblowr.

For TimotLeste, close monitoring of international food price dynamics is strongly advisable (see
Focus Box: International agricultural commodatfces- high and volatile) as the evolution of

such prices are likely to have a strong impact on domestic inflation. In fact, the weights of food

and beverages in TmgrSa i 5Qa 02y adzySNJ LINAOS AyR®of 6/t LO
total household expnditures are spent on food, and a large proportiorto$ is imported

8 FAO Cereal Supply and Demand Brief, September 2012; FAO Food Outlook, May 2012.
® UDA World Agricultural Supply and Demand Estimates, September 12, 2012.
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Focus Box: International agricultural commodity
prices- high and volatile

Trend

In recent years, food price volatility hascreased
considerably. After the 200@8 food crisis which led to
dramatic food inflation, food insecurity and
consequentiallycivil disorder in several emerging and
low income countries, food prices fell sharply during the
second half of 2008 and the$t months of 2009 (Figure
1). Prices then regained and surpassed their 2008 peak
level during most of 2011 before gradually decreasing
once again below the 2008 level. In July 2012, however,
there was a 6.2% increase in the FAO food price index,
which raged the possibility of a new food price crisis. At
the time of writing, this seems to have been averted,
but caution is warranted given uncertainties about
supply and demand dynamics in the shorh.

For the mediurterm outlook, reports indicate that

volatility is expected to continue in future years,
affecting producers and consumers, but also
governments which need to ensure policies are
developed to counteract the negative effects.

Figure 1: FAO Food price index990 to 2012
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Food and Agriculture Organisation of the United Nations (RA0Q

Causes

High and volatile prices result traditionally from
disequilibria in specific market fundamentals.e.
disruptions in the suply and/or demand of agricultural
produce. The most common factors affecting supply are
weather events (droughts, floods, hurricanes, etc.), the
presence and spread of pests and/or diseases, and low
stocks reinforcing the inelasticity of supply of
agricultural commodities in the shoierm. Demand
side factors mostly relate to population growth and
rising incomesin emerging and developing countries,
which result in increased demand for agricultural goods.

Recently, however, additional factors have been
reinforcing volatility in agricultural commodity prices
and are therefore worth considering in light of both the
current increase in prices and long®rm prospects.
These include, amongst others, climate change related
shocks (which amplify the frequencydaforce of floods

and droughts), increasing association betwee
agricultural commodity prices and energy prices, an
financial speculation. Agricultural commodity prices
were traditionally linked to energy prices via the impac
of oil prices on agricultutainputs (fertilisers) and on
transport costs. Today this link is beinginforced by
increased use of agricultural produce to provide biofug
alternatives to petrolRegardindinancial speculation, it
Ad AYyONBlIaAy3te

What used to be a mechanism for commercial trader
(i.e. farmers, processors, traders) to hedge again
future risk of price changes and to obtain liquidity ha:
been transformed into a vast mket used by financial
speculators and hedge and pension funds to diversi
their investments and increase their returns. THmwv
of trade from financial investors is thought to have leg
to disturbances in the derivatives markets for
agricultural commodies and thus to increased
movements in prices, notably in the shderm.

Recommendations

When reacting to volatility in agricultural commodity
prices both shortterm and longterm actions should be
considered.In the shortterm, careful and continuous
monitoring'® and proactive preparation for the possible
implementation of safety nets for consumers and
producers are advised. Moreover, and on a mor
general/international level, subsidies for biofuels shoul
be reduced, better international trade policy
coordination should be ensured (e.g. to avoid the
negative effects of export restrictions from main
exporting countries), and greater transparency an
possibly  regulatory improvements should be
implemented with respect to futures markets.

In the longer termit is essential, particularly for foed
importing developing countries such as Tirl@ste, to
assist local farmers in increasing domestic production §
as to reducedependeng on imported foods. This can
be done by implementing fundamental regulatory

reforms (e.g. land reforms), investing directly in the

agricultural sector (e.g. irrigation schemes; educatio
and training; insurance schemes; research an
development; input subsidies use of improved seeds,
fertilisers, pesticides/fungicides), invegyinin sectors
that affect the agricultural value chain (e.g.
infrastructures that reduce bottlenecksg rural and
urban roads, bridges).

n recognition of this the G20 launched in June 2011 tEe
t

Agricultural Market Information System (AMIS) aimed
forecasting market outlooks for key agricultural
commodities.
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2.3.2: Domesticconomy

In May 2012, the 2062010 National Accounts were publisHédThis section provides
information basedprimarily on this publicationFurther preliminary data were used to
provide estimates for 201'%

2.3.2.1: Gross Domestic ProdugDP)

The economy of Timoi_este is very reliant on the petroleum sector. Table 2.3.2.1.1
shows that almost 80% of Gross Domestic Product (GDP) originates from the petroleum
sector.

Table 2.3.2.1.1:RealGDP by Sector, Timeleste 2011

GDP, $ millions Percent ofWhole
Whole Economy 4,430.6 100.0%
Petroleum Sector 3,478.4 78.5%
Non-petroleum Sector 952.2 21.5%

SourcesNational Directorate of Economic Polaryd Statistics Directorate, Ministry of Finance 2012

Between 2004 and 20Q] GDP increased substantially, reaching morenti$,400
million in 2011. In 2011 GDP wasver 2.7 times the 2004 GDP level. However, between
2004 and 201 GDP peadd in 2008 &t around $4500 million). Real GDPsubsequently
declined in 2009 and 2010, and, although it increased by 7.0% in 2011, it remains below
2008 levels(Figure 2.3.2.1.1)Given the weight of the petroleum sector in GDP
mentioned above, and the dynamics govemithe revenues from this sector (see
section 2.4.2.), this evolution is not surprising, and justifies focusinghemon-olil

sector ofGDP when considering the development of the Timorese economy.

' Nationd Directorate of Statistics (DNE), 2012

2 The preliminary data were obtained using the Expenditure Approach to measuring GDP. For this reason,
sector/category specific decompositions are not yet available for 28%1a result, the sector/category
decompodgtions described in section 2.3.2.2 are limited to the 2@®40 time horizon and are based on

the GDP from production side (GIPpdata (DNE, 2012).
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Figure 2.3.2.1.1Real GDP 20042011, $ millions
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Notes: 2011 preliminary estimate

2.3.2.2: NorOil Economy

Figure 2.3.2.2.1 illustrates the evolution of act@DP in theon-petroleumsectorfrom
2005 to 201Qpreliminary estimates for 2014nd the targets for 204.¢ 2013 Since the
2006 crisis, the country has benefitted from strong economic growth, averadir®gol
per year up to 201. The latest actual data available reveal that rmhGDPreached
$859.1millionin 201Q havinggrown9.5% in real terms since 2009.

Preliminary estimates for 2011 indicate that r&sDP in thenon-oil sectorincreased by
10.8% This increase reflects very strong growth in construction activity during the year,
spurred mostly by the execution of Governmdimanced projects. Although
representing less than 10% thfe non-oil economy(see Figure 2.3.2.2.2. for 2010 data),
growth in this sector more than outweighed the relative decline in the dominant
agriculturalsector, which has been falling, in real terms, for two consecutive years. 2012
should offer brighter prospects for agriculture, as productidtooth rice and maize (the
main staple crops in Timdreste) has recovered from the dramatic decrease seen in
2011, and shouldbetween themgxceed domestic consumption.
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Figure 2.3.2.2.1: GDMon-Oil Sector2005¢ 2013
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Within the nonoil economy, a further sublassification comprisintipree broad sectors
namely the primary, secondary and tertiary sectorprssented in Table 2.3.2.2.The
primary sector,includesactivities related to the goods oained from the earth (e.g.
subsistence and commercial agriculture, forestry, fishing, mining and quarrying), the
secondarysector includesonstruction activities and the production of manufactured
goods, and the tertiargector iscomposed of the servicedustry (including private and
public sector services).

Table 2.3.22.1: Real GDPSector Shares in No®il Economy(%)

2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Real Noroil GDP 100.0%| 100.0% | 100.0% | 100.0%| 100.0%]| 100.0%| 100.0%
Primary 29.3%| 28.7%| 30.7%| 26.8%| 25.1%| 24.2%| 21.6%
Secondary 9.9%| 10.8%| 8.8%| 9.3%| 10.1%| 10.2%| 10.4%
Tertiary 59.6%| 58.8%| 59.9%| 64.0%| 66.1%| 66.4%| 68.4%
g'r‘;Jg);es less Subsidies on 12%| 1.6%| 05%| -0.1%| -1.3%| -0.8%| -0.4%

SourcesNational Directorate of Economitolicyand Statistics Directorate, Ministry of Finance 2012

This table shows that the primary sector has declined during the past sevenwtiahs
data are available for to the benefit of the secondary and tertiary sector. In particular,
the share of the primary sector has decreased by over 8 percentage points. Most of this
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decrease was captured by the tertiary sector: thisS O 2 NDa &Koy NB Ay ONBSL!
percentage poits between 2004 and 2010, reaching ovef®8f the total in2010. The

importance of this is that a thriving service sector is seen as an important goal within

the TimorLeste Strategic Development Plan (SBinally, the secondary sector, which

in TimorLeste is particularly small because of the current lack of industrial activity,

remains smallip to 2010: its share has increased by less than half a percentage point

during this period, and remains slightly ovei240

Figure 2.3.2.2.22010 GDPNon-Oil sector by Category (%)
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Regarding the contribution of the main categories of 2010 -oibreconomy the
agriculture, forestry, and fishing sector, publAdministration sector, and retail and
wholesale sector were the major contributors, with respective shares of 21.4%, 20.3%,
and 15.9% (Figure 2.3.2.2.2).

2.3.2.3: Domestic Inflation

In TimorLeste, inflation is measured by the consumer price index (@RIigh is a
measure of the cost of goods and services purchased by the average Timorese
consumer.The National Directorate of Statistics (DNE) collects the prices of these goods

¥ SDR; TimorLeste Strategic Development Plan, Government of Tibeste, 2011

Page37 of 104



on a monthly basis for Dili and on a quarterly basis for Tibesté®. This isshown for
TimorLeste since 2006 in Figure 2.3.2.3.1.

Figure 2.3.2.3.1: Change in Consumer Price Index THneste 20062011
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Yearon-year inflation in Dili peaked in January 2012 at 1%7it then fell to 100%in

March, the lowest rate since January 2011dams since stabiksl around 11%ln

October 2012Dili CPI was 11.5% higher than October 2011. A similar trend can be
observed for Tirar-f S& G 85Q4& |j dzf NIi S NI -én-yearyinfldtion(pdaRed atA Y RS E ®
15.4% in December 2011 and dropped to %44 the end of Q3 2012.

Movements in the CPI for botbili and TimofLeste as a whole aren line with
movements in prices of food and beverages, as this category alone makes up
approximately 606 of the CPI basketveight, as shown in Figure 2.3.23Increasing
domestic food production and reducing supply bottlenecks (easier access to markets)
and improvng the agricultural value chain would help reducing reliance on specific
imported goods, and, by fostering domestic supply, ease inflationary pressures on
foods.

1 Up to 2008 data foffimorLeste was also reported monthly, but\rebeen thereafter quarterly. This
explains the relative smoothness of the graph after this year.
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The main drivers of inflation have been the depreciation of the US$ with respect to

TimorL,ea 1 SQ& YIAY GNFRAY3I LI NIYSNEQ OdzNNBYy OA Sa:

particular of foods) and increased domestic demand driven by government expenditure.

Figure 2.3.2.3.2: Change in CPIili Yearon-Year by Category (%May 2011
to October 2012
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2.3.2.4 Employment

A recent publication provides a valuable description of the employment structure in the
economy. The 2010 Labour Force SuriidyS)ndicates that at the time the survey was
conducted the labour force comprised 262,000 individuals, of which 252,000 were
employed andabout 9,000 were unemployed. Amongst the employed, %6 were
urban and the remaining 726 were rural workers, and8&2% of total employed were
males. Tlhsedata suggest that the official unemployment rate in Tirh@sste was below
4%. However, according to the LFS a very significant portion of the popula8&#o of
those over the age of 1%yere found to be inactive, ti is they were neither employed
nor unemployed.

These figures indicate that TmprSa G SQa L2 LIz I G A2y NBYIlI Ay A
towards agricultural work and the weight of female labour remains extremely low.
Moreover, the high rate of inactivitynithe population, which mostly reflects the high
number of students in the country, suggests that the labour force is likely to increase
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significantly in future years. Thimeansthat a high number of jobs will have to be
created in order to avoid an incase in the unemployment rate.

2.3.3: Short to MediumTerm Prospects (201-2017)

Table 2.3.3.1: Economitargets and Forecasts 2042017

2012 2013 2014 2015 2016 2017

Real Economic Growth, Nbil
Sector (%)

Inflation (rolling year, %) 11.7% 7.6% 7.7% 7.7% 7.7% 7.7%

Domestic Revenues ($ millions) 134.1 146.3 163.1 181.7 200.3 218.7
SourcesNational Directorate of Economic Polaryd Statistics Directorate, Ministry of Finance 2012

10.6%| 10.4%| 10.2%| 11.5%| 12.1% 12.8%

Strong, doubledigit economic growth is targeted for the medium run (Table 2.3.3.1).
These rates of growth reflect the effort of the Government to invest in capital
formation; the backbone of medium to loAgerm economic activity in the country. This
involvesneededinvestmens in physical capital, in particular via the infrastructure fund,
but also in human capital, since a healthy and well educated population is paramount
for the long term development of Timdreste.

Most of the projects financed through the infrastructure fund are myédar projects.

The bulk effect of these investments on the economy will thus only appear once the
projects have been completed and economic agents will be able to make use of these
investments.

¢tKS STFSOGa 2F GKS D2 JSNYy nilaive@fleckedzior y  OF LIA
instance in a strong HCDF budget and in increases in salaries and wages for health
professionals and for professionals in higher education benefitting from #ve career

regime, are also likely to be mirrored in economic growth only in the medium to longer

term.

In parallel, the Government aims at developing key -petroleum economic sectors,
such as tourism and agriculture, which will both benefit from the aaoentioned
investments but also from specific ongoing additional projects, notably from particular
projects of the PDD1 ar@dD[2, and the newly established PDID.

These are the main and driving factors behind the abov f&tgeted rates of real
economic gowth from 2016 onwards.

Very high rates of real economic growth in the second half of this decade also reflect the
D2OSNYYSyiQa STF2NIa YR RSIUSNNYAYyLGAZ2Y G2 N
rates below 8a These rates of inflation are recognisedbasng above the $%target
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range set in the SDP, but are considered realistic given the context of strong economic
activity. Rates of inflation within the -@% target range are to be attained and
maintained in the second decade of the SDP.

Domestic Revaie projections are discussed in section 2.5.2.
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2.4: Expenditureand Development PartnesQ
Commitments

2.4.1 Expenditures by Fund

The next tate shows expenditure by fund millions of U$. CFTLthe Infrastructure
Fund and HCDF account 80.7%6, 36.7%6 and2.6% of total Governmentexpenditure
respectivelyin 2013 Expenditure in the Infrastructuréundhas fallen in 2013 as the
Government aims to maintain fiscal sustainability and ensure existing projects are
implemented effectively. CFTL fund expendit has increased due to higher spending
on the social sectors and the need to maintain and run the recently constructed
electricity generation infrastructure.

Table 2.4.11 Expenditure by Fund, $ ihions

2011 2012 2013 2014 2015 2016 2017
actual | budget* | budget** | budget | budget | budget | budget
Combined Sources 1,379.8| 2,028.3| 1,850.9| 2,088.5| 2,078.4| 2,015.4| 2,050.9
Budget
Government 1,095.9] 1,806.5| 1,647.5| 1,949.0| 2,045.8| 2,012.3| 2,050.9
Expenditures by Fund
CFTL 604.7 893.9| 1,000.7| 1,040.7| 1,082.4| 1,125.6] 1,170.7
HCDF 16.8 37.5 42.4 40.0 45.0 45.0 49.0
Infrastructure Fund 474.4 875.1 604.4 868.3 918.4 841.7 831.2
Development Partner|  5g3 9| 9218 203.4| 1395| 326 31 0.0
Commitments

* Final 2012 Budget after rectification and rollover

** After rollover

Sources: National Directorate of Budget and Development Partnership Management Unit, Ministry of
Finance, 2012

2.4.2 CFET / CFTL Expenditures

The CHLfund is the core fund of the Government of Tirdagste. MinistrieSbudgets

are included in this fund and expenditures are made againstival appropriation
categories. The next table shows expenditure by appropriation category in the CFTL
fund. The main poirgto note with regards to this table are that Salaries andg&'sand
Goods and Services V& significantly increased b$55% and 15.0% respectively
between 2012 and 2013vhile Transferbaverisen more modestlyby?2.2%
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Table 2.4.2.1 CFTL Expenditure by Appropriation Category, $ millions

2011 2012 2013 2014 2015 2016 2017
budget | budget* | budget** | budget budget budget budget
ToiE ElPv 604.7| 8939| 1,0007| 10407| 1,0824| 11256 1,170.7
Expenditure
Recurrent 491.0 719.9 798.6 830.5 863.8 898.3 934.2
Salary and Wages 111.6 139.0 160.5 167.0 173.6 180.6 187.8
Goods and Services 236.7 347.1 399.1 415.0 431.6 448.9 466.9
Public Transfers 142.6 233.7 239.0 248.5 258.5 268.8 279.6
Capital 113.8 174.0 202.1 210.2 218.6 227.3 236.4
Minor Capital 27.2 49.2 49.6 51.6 53.6 55.8 58.0
Capital and 86.6| 1248| 1525| 1586| 1649| 1715| 1784
Development

* Final 2012 Budget after rectification and rollover

** After rollover

Source: National Directorate of Budget, Ministry of Finance, 2012

Thenext fivesections discuss new measures and expenditures for SaknasVages,
Goods and Servicesulflic Transfers, Minor Capital and Capital and Development in
detail.

2.4.2.1: Salaries and Wages

Increased Salaries and Wages expendituie $1605 million, is in line with the
D2@OSNYyYSyiQa LRftAOe 2F ONBFIAYy3 +ty STFFSOI
gualifications, professionalism and services provided by stakei sectors such as

security, higher education and healtifThe main policies which have ieased

expenditure on Salaries and Wage2013, compared to 2012, include

1 Increasinghe Salaries and Wages budget for the Ministry of He@lth22.1 million,
mainly due tothe new career regime for health professionals. This regime will
increase thepay of health professionals with appropriate qualificatipntivating
them to work in a conscientious, efficient and effective mannier.addition, he
Governmentwill be ableto employ and adequately compensate recently qualified
health professionareturning from CubaBetter qualified and more motivated staff
shouldimprovethe quality of healthcare in Timekeste over the long term.

 Anincreasein UNTIQa o0 dzR3AS{G F2 NJ {$76milkak dua totheyhew 2 | 3S &
career regime fomprofessionals in igher education. Thisegimewill leadto more
competitive and fairer salaries for employe@s the higher education sector. It
shouldalsomotivate staff to improve their qualifications and allow thecruitment
of more qualified staffin the long term thigegimeshouldalsocontribute to better
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quality higher educationa goal which is emphase inthe SDP an®rogramme of
the Fifth Constitutioal Government of TimoLeste.

An increasen PNTR &alaries and wagelsudget to $13.6 miibn. This increase is
associated with the employment of more policemen and policewone further
improve security.

An increase iffFFDTQ& { Ff I NAS&a FyR 2| 3&B indedeR BSG (2
associated with the recruitment of new soldiers to incseathe capability of the
defence forces.

An increase in allowances to $91illion in the Ministry of Foreign Affairs associated
with the establishment of embassies in the United Kingdom of Great Britain and
Northern IrelandandNewZealaml, andconsulatesin Darwinand Atambua

2.4.2.2: Goods and Services

The budget for this category is3®9.1 million. The mainnew measures in this area
include:

T

$100.8 million to pay for fuel for generators in EDTL. The Government believes that
this budgetis necessary to pajor the increase in fuel required as EDTL generates
more electricity. The increase in generation capacity is due to the completion of the
Hera power plant, and the expected completion of the Betgrawer plant in
February 2013

The Goodsrd Services budget ahe Ministry of Public Workkas been increased
by $100 million to pay for the operation and maintenance of thiéera power plant.

Thisbudgetshould help ensure thdtera continues to run efficientlgnd effectively

in the long term.

A budget to cover the new regime fpayment ofeducatorswho previously worked
on a voluntary basista cost of approximately &million.

$7.0 million for the purchase of medicines and drugs in the Ministry of Health. The
Government considers that this budget will contribute to better healthcare and
outcomes in TimotLeste.

$3.0 million in Agriculture for the purchase of seeds. This budgetighlead to an
increase in the volume and value of production in the agriculture sector in future
years, contributing to food security and reducing undeitrition.
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T

$1.0 million in the Ministry of the State and the President of the Council of Ministers
for the Special Economic Zone for Community markets.

2.4.2.3: Public Transfes

The total budget fopublic transfers in 2013 $239.0million. The main measures in this
area include:

T

$84.8 million in the National Directorate for Veterans and Liberatgsues in the
Ministry of Social Solidarity to pay personal benefits for war veterans.

$38.3 million to be used to pay benefits of $30 a month to those over 60 years of
age and those who have a proven disability which prevents them from working.

$160YAtEAZ2Y AY G(KS tpaipdl§to suppgriitdindtvaaiiand2 F FA O S

local NGOs and religious organisagonThese bodies make an important
contributionto Timol] Sa G SQa Odz U-beNgand davieldphdnti dzZ € ¢ St f

$105 million for the cash for work programme in SEFOPE. This programme
contributes to the reduction of unemployment.

$8.0 million in the Ministry of State Administration to pay for the new PNDS
programme to assist villages. This programme should boostdevalopment.

$5.0 for the National Electoral Commission to support political parties.

$3.0 million for land compensation and YAt f A2y F2NJ G KS aLdl
programme in the Ministry of Justice.

$2.0 in the Ministry ofTourism Commerce andindustry for the promotion of the
private sector and coperatives.

2.4.2.4: Minor Capital

$49.6 million has been allocated for minor capital in 20T3is representsa minor
increaseof 0.8% compared to 202. ¢ KA&a A& Ay fAYyS 6AGK GKS
carefully controlling growth in expenditure for this appropriation category New
measures affecting minor capital include

T

$5.0 million for the purchase of medical equipment in the Ministry of Health. This
budget includes money to purchaseoperation theatre lights and tables, EE€G
(electronic heart monitoring machiigg anaesthetic maching a defibrillator and
other medical guipment. This spending should improtiee ability of the health
service to diagnosand treat diseases, especially rooammunicable conditions.
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1 $5.0 million for purchasing equipment for the electricity metering systeémthe
Ministry of Public Works

1 $3.0 million for the purchase of water and sanitation equipment in the Ministry of
Public Works.

1 $1.3 million for the purchase of furniture in PNTL and FDTL. This budget is necessary
to furnish 300 houses that are used as living quarters for soldiers and the police.

1 $1.2 million for the purchase of vehicles and equipment to improve safety and
efficiency at airportsThis expenditure includes the purchase of a fire engine for the
airport.

2.4.2.5: Capital and Development

The next table shows CFTL Capital and Devedapraxpenditures. The majority of
expenditure is ondistrict development programmes. These programmes build on the
success of previous district development projedig continuing to finance the
development of small scale infrastructure according to thedweef local communities.
Roads, education facilities, health facilities, water supply and sanitation and irrigation
systemswill be constructed under these programméxojects in these programmese
tendered to Timorese owned construction companibeoging local development and
keegng profits within TimoiLeste. Thee programmesalso provide employment
opportunities to many Timorese workerand are contributing to development,
economic growth and poverty reduction in all districts throughout Tibese.

Table 2.4.2.5.1PDID and Other CFTL Capital and Development
Expenditures $ millions

2011 2012 2013 2014 2015 2016 2017

budget | budget* | budget** | budget | budget | budget | budget
PDD1 Sulistrict, Suco and 158| 344 94| NaA| NA| NA| O NA
Aldeia(re-appropriation)
PDD2 Districfre-appropriation) 26.6 30.1 6.3 N/A N/A N/A N/A
PDID Program (from 2013 on) N/A N/A 71.3 90.5 94.1 97.9| 1018
Ministries / Agencies 44.1 60.3 65.5 68.1 70.8 73.6 76.6
Total Capital and Development 86.6 124.8 152.5| 158.6| 164.9| 171.5| 178.4

* Final 2012 Budget after rectification and rollover
** After rollover
Source: National Directorate of Budget, Ministry of Finance, 2012

The Government is committed to a fair and transparent distribution of PBPDland
PDD2projects in districts throughout Timdreste. In this regard, meetings are orgadi
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with Suco chiefs, citizens and community leadersdentify the demand for different
projects. These projects are then collated and reviewed by the Ministry of State
Administration to ensure that spendingn these programme is in line with fiscal
sustainability.The Ministry of State Administration also determines the distribution of
the PDID PDDJland PDDdudget between different districts using a formula that partly
depends on population pedistrict. The Budget Review Committee makes the final
decision regarding the inclusion of projeatsthe State Budget proposed farliament

The Government is committed to transparently and clearly showing expenditure in
different districts.BudgetBook 3 shows total spending and spending per capita for PDID
and ongoing PDD1 and PD@®jects in each district.

Ministries and Agenci€¥CFTL capital and development expenditure continue®do

relatively smallThismatcheswithit KS D2 @SNy YSy i Qa LRtAde 2F YI
infrastructure through large mulyear projectswvhich areincluded in the Infratructure

Fund.

2.4.3: Infrastructure Fund

Infrastructure matters. Roads, reliable electricity supply and telecommunications
systems are necessary to develop and support a modern, productive economy- Timor
Leste) &urrent infrastructure isnadequate and maye constraining private sector
growth. The Government is committed to improving this situation by building the core
infrastructure necessary for high levels of economic growthorder toconstruct these
facilities the Government established the Infrastructure Fund in 2011. The Major
Projects SecretariatMPS) the NationalProcurement CommissiofNPC)and National
Developnent Agency(ADN)were also established to evaluat@rocure and monitor
projects in theFund.

Table 2.4.31 shows the distribution of the Infrastructure Fund budget by programme.

Column B shows the 2012nal budget after rollover and rectification The
D2OSNYYSyiQa OdaNNByd F2NBOFad 2F | @indz2r t SyR
column C. The rollover from 2012 to 2013 is displayed in column D. The rollover is
calculated based as the final budget minus forecasted end of year expenditure. The
additional amount being appropriated in 2013 is then shown in col&@mrhe 2013inal

budget for each programme is showndalumn Fand is equal to the rollover from 2012

to 2013 (column D) plus the new appropriation (column E).

Every effort has been nde to forecasend ofyear expenditure accurately. The Ministry
of Finance forecasted end of year expenditure separately for each project based on a
detailed review of its stage in the procurement cycle and if applicable a review of
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relevant contracts andn evaluation of when payments to contractors were likely to fall

due. Programmes may, however, undesr overspend due to factors which are
AYL2aaAroftS (2 F2NBOFad YR 6KAOK I NB 2dziaj
Government may, for example, preditiat a section of a road will be completed in

November; with payment to a contractor falling due in December. Higher ttmamal

rains in October and November may delay construction and mean the contractor is no

longer entitled to payment in December. Tlsturn would result in the forecadieing

higher than actual expenditure

CKS NREfAYy3d 20SN) 2F (GKS LYy FNI &adNHzO(G dzNB Cdzy |
AYOSNYFGAZ2YFE 6Sad LINFOGAOS YR GKS D2@SNYYS
Fund projects multiyear contracts are signed between the Government and private

sector contractors.These contracts normally specify multiple payments; with each

payment depending on a component of the construction/project being finished. Delays
inconstruc2y RdzS (G2 6SIGKSN) O2yRAGAZ2Y & 2N 2030 KSNJ
control can cause payments to be delayed. This can result in the budget for one year not

being fully utilsed because it initially covered payments which have now been delayed

to the nextfinancial yearThe Government,® NRf f Ay 3 2@SNJ GKS Ly FNI
budget for each project, is ensuring that money to pay contractors on syedr

projects is effectively rinf SY OSR® ¢ KAa &aAYLIX AFASA o0dzZRASOHAY
do not have to be calculated from scratch each yearcal also increase execution

because the budget afteollover should be large enough to cover payments which may

become due. By securing bgets over many years, this system also provides a degree

of security to contractors and reduces their perceptions of the risk of-peyment.

Companies are often prepared to accept lower profit margins on projects where they

consider that the risk of notding paid for work is low. In the long term rolling over the

LY FNF &GNHz2OGdzNBE Cdzy RQ&a 06dzRISG YIFe (GKSy O2y i N
efficient expenditure.

Table 2.4.3l also shows the distribution of Infrastructure Fund expenditure across

different programmesThe largest three programmes in terms of budgeted expenditure

are Tasi MangElectricityand Roads which account f@2B8.1%, 20.5% and 14.68btotal

expenditure respectively.This distribution of expenditure is in line with the
GovernnBy 1 Q& L2t AOASa ¢AGK (GKS {5t YR  LINE 3N
emphassing the importance of these sectors to the development of THineste.
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2.4.3.1 Infrastructure Fund Expenditures by Prograra, $ millions

B. 2012 5
Budget : F. Final
A. Infrastructure after | O 2012| Rollover| E.2013 | “o5,55 o 5014 4 2015| 1. 2016 | 3.2017
Project Virements CQOk| 201210 | Additional Budget | Budget | Budget | Budget | Budget
) Actual | 2013 | ! LILIQ 9 9 9 9 9
and (=BC) (=D+E)
Rollover B

Agriculture and 9.2 35 5.8 2.2 8.0 26.9 37.0 20.7 10.0
Fisheries
Water and 135 4.9 8.6 15 10.1 13.2 27.0 35.0 37.0
Sanitation
Urban and Rural 71 0.0 71 05 6.6 5.0 1.0 0.0 0.0
Development
Electricity 301.8| 291.8 10.0 113.6| 1237 915| 89.0| 490 390
Roads 114.4 45.9 68.5 196 881| 166.8| 1152 856| 4509
Bridges 31.1 17.3 13.8 45 18.3 13.0 7.2 2.0 2.0
Airports 9.5 0.0 9.5 1.0 8.5 26.0| 240 200 200
Ports 10.7 0.7 10.0 1.0 11.0 218 290 350 50.0
Information 12.0 6.2 5.8 47 10.5 7.2 5.5 0.0 0.0
Technology
Public Buildings 49.9 13.0 36.9 3.8 40.7 979| 656 17.3 0.0
Education 11.3 1.4 9.9 0.7 9.1 186 220 20.0 0.0
Millennium 1175| 140| 1035 573 463| s815| 650| 650 611
Development Goals
Health 6.4 4.1 2.3 0.3 2.0 3.4 3.0 0.0 0.0
Security and 126 48 78 98| 176 6.0 15 0.0 0.0
Defence
Social Solidarity 1.9 1.6 0.4 1.3 1.7 1.8 1.0 1.0 1.0
Tasi Mane Project 123.0 216 1015 380| 139.4| 1840 269.4| 3305| 4000
Preparation, Design
and Supervision of 0.0 0.0 0.0 194 194 33.2 35.2 38.9 42.3
New Projects
LoansProgram 43.1 0.0 43.1 0.5 43.6 706| 1209 121.7] 1230
Total Infrastructure 8751| 4308| 4444 1600| 6044| se83| o184| s8417| 8312

(by Program)

Source: National Directorate of Budget, Ministry of Finance, 2012

2.4.4 Human Capital Development Fund

Table 2.4.4.1shows the Human Capital Development fund budget by programme. The

rollover for each programme is clearly showhhe largest programme in the BE is
Scholarships This programme should significantlyntabute to the development of

human apital in TimosLeste.
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Table2.4.4.1 Human Captial Development Fund by Progran$ millions

Rollover | - 2013 Final | 500, | 2015 | 2016 | 2017

2012to | Additional AL Budget | Budget | Budget | Budget

2013 | ! LJLIQ (i | Budget 9 9 9 9
Vocational Training 0.6 4.3 4.8 0.0 0.0 0.0 0.0
Technical Training 0.0 3.1 3.1 0.0 0.0 0.0 0.0
Scholarships 6.4 169 233 119 112 9.5 9.5
Other Training 16 071 112 21| 120 110 120
New allocations 0.0 0.0 00| 261| 218| 245 275
(HCDF)
Total 8.5 33.9| 424 a00| 450 450[ 490

Source: National Directorate of Budget, Ministry of Finance, 2012

2.4.5 Development Partners

Table 2.45.1Y 5S @St 2LIJYSyi

t I NJ 308MEIQ S rhilioviy A G Y Sy

250

200

203.4

139.5

$ millions
|_\
al
o

100

50

326

3.1

0.0

2013 Planned 2014 Planned 2015 Planned 2016 Planned 2017 Planned

Source: Development Partnership Management Unit, Ministry of Finance, 2012

Developmentpartners will provide a total of $2)4 million in grants to Tior-Leste in
2013 Book 5 outlines and discusses the details of these commitments. It should be

noted that concessional loarse not included in these numbers.

2.4.6Supporting Timod S & CBuRe

The Government is committed to honouring and supporting the unique culture of
TimorLeste and the dignity of its people. For this reason the 2013 State Budget includes
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funding to support cultural and religious activities. Specific expenditurefigdrea
include, but are not limited to:

T $160n YAfTEA2Y Ay GKS tNAYS aiAyAiraidSNRa
NGOs and religious organisations. These bodies make an important contribution
toTimor] Sa4GSQa Odz (-beNgdand daviapnedt.( dzI t ¢ Sf f

1 Expenditures to support museums and cultural events in the Ministry of
¢C2dz2NAAaYQa 0dzRISG D
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2.5: Revenues

2.5.1: Overview of Revenue Projections

Table 2.5.1.1 shows total projected revenues for Thioeste up to 2017. The gradual
trend of petroleum revenues declining is in general set to continue, with the exception
of 2015. Domestic revenues, while still growing robustly, continue to make up a small
proportion of overall revenues and thus do not completely offset the decline from
petroleum This leads toa picture of falling total revenues, which underlines the
importance of focusing on domestic revenue streams going forward.

Table 2.5.1.1Total Revenuge2011¢ 2017, $ millions

2011 | 2012 | 2018 | 2014 | 2015 | 2016 | 2017
Actual | Estimate Projection
Total Revenues 3,348.6| 2,887.5| 2455.4] 21350 23585 23450] 2277.2
Domestic Revenues 108.5 134.1 146.3 163.1 181.7 200.3 218.7
Petroleum Revenues| 3,240.1| 2,753.4| 2,8309.1| 1,971.9| 2176.7| 2144.7| 20585

SourceNational Directorate oEconomic Policgnd Petroleum FunédministrationUnit, Ministry of

Finance, 2012

2.5.2: Domestic Revenues

2.5.2.1: Overview

Table 2.5.2.1.1: Domestic Revenue 2062017, $ millions

2011 | 2012 | 2018 | 2014 | 2015 | 2016 | 2017

Actual | Estimate Projection
Total Domestic Revenue 108.5 134.1 146.3 163.1 181.7 200.3 218.7
Direct Taxes 27.9 39.2 41.8 48.3 55.0 61.8 68.9
Indirect Tax 50.7 57.4 64.0 70.3 78.4 86.7 95.2
Other Tax Revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fees and Charges 11.6 12.7 14.5 15.0 15.6 16.3 16.9
Social Game Receipt 0.5 0.2 0.3 0.3 0.3 0.3 0.3
Rice Sales 1.0 5.0 2.5 2.6 2.7 2.8 2.9
Sales of Local Produce 0.0 0.2 0.3 0.4 0.4 0.4 0.4
Interest 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Auto Agencies 16.8 19.3 22.8 26.1 29.2 31.8 33.9

SourceNationalDirectorate of Economic Poljdylinistry of Finance, 2012

Domestic Revenues are comprised primarily of taxes, fees and charges, oth&xnon
revenue streams (including the rice subsidy program) and the autonomous agencies.
Table 2.5.2.1.1 shows the projected growth path for each of these categories, which are
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generally on the increase. Domestic revenues are set to increase2pfy i@ 2013 from
the 2012 level.

2.5.2.2: Taxes

Table 2.5.2.2.1 shows revenue projections by category and tax tygeing sharply
increased in 20120 an estimated $39.2 milligrgrowth in direct taxess projectedto
moderateits growthin 2013to $41.8 million before picking up again in outgoing years.
These changes are largely due to the increased Government investment in the economy
through capital expendituresBuilding and construton contracts are subject to
withholding tax and most of the growtim direct tax isdue to this. However, with the
budget for infrastructure decreasing in 2013, it is forecast that withholding tax will not
grow by as much in that year, before resumstgnger growth inthe following years.
Income taxes are forecasted to continue increasing at a moderate rate, edrip®rate

tax continues tayrowfasteras moreprivate sectobusinesses open.

The projection for indirect taxes for 2013 is4d8million, continuing the robust growth
experienced in 2012 in outgoing yeaithis largely reflects the fact that, as a small
developing island nation, Timdweste is very dependent on imports for domestic
consumption and investment. Exci$ax and Import Duties argrojectedto make up
over tworthirds of Indirect Taxes in 2013, as well as much of the growth going forward.
Changes to tapolicy, such as the introduction of a V&®duld alter these projesbnsin
future years.

Table 2.5.2.2.1: Total Tax Revenue 2042017, $ millions

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Actual | Estimate Projections

Total Tax 78.6 96.6 105.8 118.6 133.4 148.6 164.1
Direct Taxes 27.9 39.2 41.8 48.3 55.0 61.8 68.9
Income Tax 8.1 8.4 8.9 9.9 10.9 12.1 134
Individual Income 0.6 1.0 1.1 1.2 1.3 15 1.6
Individual Inc Other 7.4 7.3 7.8 8.7 9.6 10.6 11.8
Corporate Tax 4.2 6.5 7.6 9.0 10.3 11.6 13.0
Withholding Tax 15.6 24.3 25.3 29.4 33.8 38.2 42.5
Indirect Taxes 50.7 57.4 64.0 70.3 78.4 86.7 95.2
Service Tax 4.0 4.5 5.2 6.0 6.9 8.0 9.2
Sales Tax 8.2 154 15.9 18.6 21.2 23.9 26.5
Excise Tax 22.0 26.4 31.7 345 39.0 435 48.1
Import Duties 16.4 11.1 11.2 11.2 11.3 11.3 11.4
Other Tax Revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0

SourceNational Directorate of Economic Polidjinistry of Finance, 2012
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2.5.2.3: Fees and Charges

Table 2.5.2.3.1: Fees and Charges Projections 2Q2D17, $ millions

2011 | 2012 | 2018 | 2014 | 2015 | 2016 | 2017
Actual | Estimate Projection
Total Fees and Charges 11.6 12.7 14.5 15.0 15.6 16.3 16.9
Business Registration Fees 0.7 1.4 2.2 2.3 2.4 2.5 2.6
Postage Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Property Rentals 2.8 29 2.9 3.1 3.2 3.3 3.4
Water Fees 0.1 0.0 0.0 0.0 0.0 0.0 0.0
National University Fees 0.6 0.7 0.7 0.7 0.8 0.8 0.8
VehicleRegistration Fees 1.2 0.7 0.7 0.7 0.7 0.8 0.8
Vehicle Inspection Fees 0.0 0.3 0.3 0.3 0.3 0.3 0.3
Vehicle Inspection Imported 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Drivers Licence Fees 0.0 0.1 0.1 0.2 0.2 0.2 0.2
E;ae”:hismg Public Transpor 0.0 0.1 0.1 0.1 0.1 0.1 0.1
Transport Penalties 0.0 0.1 0.1 0.1 0.1 0.1 0.1
Other Transport Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ID and Passport 0.6 0.6 0.6 0.7 0.7 0.7 0.7
Visa Fees 1.2 1.0 1.0 1.0 1.1 11 11
Hospital and Medical Fees 0.1 0.3 0.3 0.3 0.3 0.3 0.3
Other Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Court Fees 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Dividends, Profits, and Gain 25 3.6 4.3 4.5 4.6 4.8 5.0
Fines and Forfeits 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Mining and Quarrying 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Radio andrelevision Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Bid Document Receipts 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Auctions 0.1 0.3 0.4 0.5 0.5 0.5 0.5
Embassy Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
lllegal Logging Fines 0.1 0.1 0.2 0.2 0.2 0.2 0.2
Rental Government Property 0.0 0.1 0.1 0.1 0.1 0.1 0.1
Investment Registration Fee 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other NonTax Revenue 14 0.3 0.2 0.2 0.2 0.2 0.2

SourceNational Directorate of Economic Poli4inistry of Finance, 2012
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Table 2.5.2.3.Tontains the projected income from User Fees and Charges, which are
expected toincreasefrom $12.7 million in 2012 to reach $14.5 million in 2013. Fees and
Charges are the moshangeablgart of therevenuesystem, with several changes to its
categorieseach yearg such as the breakdown of fees regarding vehicles into several
categories in 2012, or new categories such as fines for illegal logging or rental of
government properties. Therefore this sectigand in particular its constituent parts

are subject to change in outgoing years based on new revenue streams or government
policies.

2.5.2.4: Other Revenue Streams

The other major revenustreams are Social Games Receipts, Rice Sales, Sale of Local
Produce and Interest rates. Of these, Rice Salebyfar the largest and most variable,

with future projections made difficult due to evolving Government policy, uncertainty
regarding totals to be importedotals to be sold at a subsidid level (as opposed to

used in the school lunch programme) and urg international rice pricesThese
PNE2SOlA2ya NB olFaSR 2y (GKS aAyAradaNe 27
2013 and past prices of ricéradual increases forecast in outgoing years, though policy
changes or fluctuations ince andother food prices coulalter thesesignificantly.

The other revenue streams helmve a much smaller impact on overall revenuegh
Interest and Social Games revenue projected to remain low but steady in coming years.
However in terms ofthe Sales of Locakpduce, the Secretary of State of Food Security
projects slightly fasteincrease in coming years, thougthis is again to some extent
dependent on unknown variables such as international food prices.

2.5.2.5: Autonomous Agencies

Table 2.5.2.5.1Autonomous Agencies 201¢ 2017, $ millions

2011 2012 2013 | 2014 | 2015 | 2016 | 2017

Actual | Estimate Projection
thear:g:?nomous 16.8 19.3 22.8 26.1 29.2 318 33.9
Equipment Management 0.1 0.1 0.0 0.3 0.3 0.3 0.3
Aviation 1.3 1.3 1.4 1.5 1.5 1.6 1.6
Port 2.5 2.7 3.3 3.4 3.5 3.7 3.8
EDTL 12.4 14.9 17.9 20.9 23.7 26.2 28.0
SAMES 0.5 0.2 0.3 0.1 0.1 0.1 0.1

Source:National Directorate of Economic Policiinistry of Finance, 2012
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Revenues from Autonomous Agencies (Equipment Management, Avi&at, EDTL

and SAMES) are shown in Table 2.5.2.5.1, and are set to continue their steady growth
path in coming years. Radical changes to infrastructure may change these revenue
LI 6Kas a KFa |FfNBFRe 0SSy, whichSgve ingased K S
significantly since the opening of the Hera power plant in 2011

Indeed EDTL is by far the most significant contributor to this category, and is expected
to see its revenues expand from $14.9 million in 2012 to $17.9 million in 2013. This is
due tothe increasing demand for electricity by businesses and domestic consumers, the
continued efforts to provide countrwide access to the grid and improvements in
charging mechanisms.

Growth in Aviation revenue is projected to be steady, reaching $1.4 million in 2013,
though this could change depending on improvements to infrastructuréncreased
tourism.

Revenues from the port are projected at $3nillion in 2013, continuing a patbf
steady significant growth due to dependence on imgoand large construction
projects.

2.5.3: Petroleum Revenues and the Petroleum Fund

Petroleum revenues currently finance most of the state budget. The Petroleum Fund
will contribute to a wise management of the petroleum resources for the benefit of
both current and future generations.

2.5.3.1 Inflows of Petroleum Revenues

The factors driving the inflow of petroleum revenues are prices, production and costs.
Compared withthe 2012 State Budget the oil price in this material is assumed
somewhat higher over the forecasting period, while there are only minor changes to
production and costPetroleum revenues from Bayndan and Kitan peaked in 2011
and are forecasted to deak to $2,309.1 million in 2013 (excluding interest), before
temporarily levelling off until 2017, as in Tables 2.5.3.1.1 and 2.5.3.1.2.

Pageb6 of 104

O«

Ny



Table 2.5.3.1.1EstimatedPetroleum Revenues 202017, $ millions

2011 2012 2013 2014 2015 2016 2017
Actual* | Estimate** | Budget | Projection | Projection | Projection | Projection
Total Petroleum Revenue | 3,461.4|  2,961.3| 2,797.9| 2614.6] 2,891.6] 2,947.8] 2,960.1
Petroleum Fund Interest | 55 » 207.8| 4888 642.7 714.8 803.1 901.6
received
Total Petroleum Revenue | 55464 27534 2300.1| 19729 21767 21447 20585
Excludindnterest
BU*** FTP/Royalties 202.6 1705| 154.4 1475 153.9 147.4 141.3
BU Profit oil 1,692.6]  1,388.3| 1,137.8 969.6| 1,382 1,166.3] 1,112.9
BU Income Tax 574.5 4103 395.6 418.9 405.9 374.6 366.9
BU Additional Profit Tax 569.4 450.8| 395.6 326.6 440.3 423.9 409.9
BU Value Added Tax 15.6 13.1 13.4 12.9 9.4 9.9 10.2
BU Wages Tax 14.9 10.0 8.5 8.7 8.8 9.0 9.2
BU Pipeline Payments 8.0 8.2 8.2 8.2 8.2 8.2 8.2
BU Other Payments 100.2 50.8 31.7 9.6 0.0 0.0 0.0
BU Withholding Tax 17.5 0.0 0.0 0.0 0.0 0.0 0.0
Kitan 44.9 2515| 164.0 70.0 12.0 5.4 0.0

* Actual Cash flow for 2011
** Estimated 2012 as of July 20E2om 2012 onwards BU Withholding Tax is included in BU Value Added

Tax.
*** BU: Bayu Undan

SourcePetroleum FunddministrationUnit, Ministry of Finance, 2012

Petroleum prices

The Petroleum &enue forecasts are based on an average oil price (West Texas

Intermediate - WTI) in 2012 of $91 per barrel, compared with $74 per barrel in the
Budget2012™° The average oil price is forecasted af7%thd $91 per barrel for 2013

and 2014, respectively, higher than previously expected. The average oil price over the

expectedremaininglife of BayuUndan (and Kitan) is forecasted aboutdHigher than

in the Budget 2012. The oil price forecast is still prudent, as required by law, being lower
than the most likely case of Effand WTI future¥'s

high caseas in igure 2.5.3.1.1.

® The prices on Bayundan and Kitan liquids products (condensate and LPG) are estimated based on
historical relgionships with the benchmark WTI. Liquefied Natural Gas (LNG) prices are forecasted using
the provisional price formula negotiated between sellers and buyers. The price formula is renegotiated

every three years.

'® Energy Information Administratiomyww.eia.gov

' WTI Futures reflects the expectations of the parties (seller and buyer) in the oil market regarding the
future oil price and quantity to be delivered.
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Figure 2.5.3.1.1 Historical Changes and FrgWProjections in the WTI Oil
Price ($ per barrel)
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SourcePetroleum FunddministrationUnit, Ministry of Finance, 2012

Petroleum Production

The production forecast of liquids (condensate and LPG) for-Bagan is similar to the

one in the 2012Budget The total petroleum production from Bajundan (also
including LNG) is estimated to have peaked in 2011 and is now set to ebb off before
ceasingn 2024 as in @ble 2.5.3.1.2.

Total production was 62 million barrels of oil equivalents in 20ddluding 3 million
barrels of oil equivalent from Kitan. Following a temporary increase in production at
Kitan, total production is projected to be 65 million barrels of oil equivalents in 2012
before gradually starting to decline.

The Field Development Plan for the Kitan field was approved in 2010 and the production
commenced in the Q4 of 2011. Total production is modest compared to the

Bayul YRIFY FASER® YAGlYyQa [2¢6 YR .1&aS tNRBRdzO
barrels of oilrespectively over the lifetime of the project. The total revenue stream

based on the Low Production Case is estimated at $550.0 million, or some 5.0% of Bayu

Undan.
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Table 2.5.3.1.2 Sustainable Income Calculation®il Price Assumptions,
Production and Rvenue 2002-2025

Timor-Leste Petroleum sector
Average WTI Production , Total Discounted Undi-gc():?tlmted
oil price, million barrels Petroleum Petroleum
$/Barrel oil equivalent Reyenues, $ Revenues, $
millions millions

Total 0.0 932.8 15,451.5 33,997.8
Total from 1 January 2013 0.0 462.5 15,451.5 19,557.4
to 2002 0.0 0.0 0.0 0.0
2003 0.0 0.0 0.0 10.2
2004 41.5 16.9 0.0 166.1
2005 56.6 29.0 0.0 318.7
2006 66.1 57.1 0.0 620.6
2007 72.3 57.7 0.0 1,307.4
2008 99.7 64.2 0.0 2,287.1
2009 62.0 61.8 0.0 1,640.6
2010 79.5 57.3 0.0 2,085.3
2011 94.9 61.7 0.0 3,251.0
2012 90.8 64.7 0.0 2,753.4
2013 86.6 60.4 2,260.4 2,309.1
2014 91.1 53.0 1,840.0 1,971.9
2015 95.6 52.5 1,931.8 2,176.7
2016 98.8 48.7 1,807.0 2,144.7
2017 102.3 45.2 1,643.3 2,058.5
2018 105.0 38.2 1,261.1 1,668.4
2019 107.8 39.5 1,263.0 1,764.7
2020 110.9 36.7 1,140.5 1,683.7
2021 114.0 35.3 1,019.5 1,590.0
2022 117.4 26.5 661.6 1,090.1
2023 120.5 20.8 507.7 883.6
2024 123.8 5.9 84.3 154.9
2025 126.7 0.0 315 61.1

SourcePetroleum FunddministrationUnit, Ministry of Finance, 2012

Costs

The estimated costs for the Bajyindan project are forecasted slightly higher than in
the Budget 2012, which again was forecasted significantly higher than in the 2011
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2011 Budget and 2012 Budget derives primarily from the strengthened AUS$, in which a
significant proportion of costs are incurred, and corrosion and other operational issues

that require remedial action over the next few years.
2.5.3.2 Petroleum Wealth and ESI calculation

Table 2.5.3.2.1: Key assumptisrbehind ESI

Asset , , ,
recoanition Forecast petroleum revenues are included only for projects with
9 approved development plans. This lumdes Baytndan and Kitan.
Petroleum Production estimates are provided by project operators. Low casq
Reserves and . : . o
. production is used, consistent with a.90oprobability that actual
Production .
will exceed the forecast.
Forecasts
Oil price ESI for Budget 2013 is prepared using the average of Energy
forecast Information Agency (EIA) low case and reference case for light s
crude oil (WTH).
Prices for Bayu Undan produces condensate, Liquefied Petroleum Gas (LP
specific andLiquefied Natural Gas (LNG) while Kitan is planned to produg

only condensate. Forecast assumptions for each product are der
petroleum from historic differentials observed with WTI. Liquefied Natural G
(LNG) prices are forecast using the provisional price ditam

negotiated between the Darwin LNG (DLNG) facility and Japanes
LNG buyers. The price formula is renegotiated every three years

products

Production costs Central estimate of future capital and operating costs as provided
project operators.

Under Schedule 1 of the Petroleum Fund Law, the interest rate u
to discount future petroleum revenue is the expected rate of retur
2y UKS LRNIF2ftA2 2F FAYIYOALf
investment guidelines have recently been changed t®%bonds
and 400%equities

Discount rate

SourcePetroleum FunédministrationUnit, Ministry of Finance, 2012

According to the Petroleum Fund Law, the Estimated Sustainable Income (ESI) is the
maximum amount that can be appropriated from the Petroleum Fund in a fiscal year
and leave sufficient resources in the Petroleum Fund for an amount of the equal real
value D be appropriated in all later years. The ESI is set to be 3.0% of the Petroleum

BeKS 9L! a[ 26 { dzZ LIKdzNJ [ énmfiodto e she same\a8 WHL.GO F 1 SR Ay 9L! R2¢C
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Wealth. However, the Government could withdraw an amount from the Petroleum
Fund in excess of ESI given a justification that it is in the long term interest of- Timor
Leste igprovided to and approved by the National Parliament.

Petroleum Wealth, which comprises the balance of the Fund and the Net Present Value

of future petroeum revenue, is estimated to be 26,2317 million as of

1 January 2013. Acatingly, the ESI is estiteal at $787.0 million for 2013. This is an
AYONBIFaS 2F bmMnudy YAttA2y O2YLI NBR gAGK 0
budget. The key assumptions behind the calculations are listed in Table 2.5.3.2.1.

Table 2.5.3.2.2 Petroleum Wealth and the Estineat Sustainable Income
(ESI) $ millions

2012 2013 2014 2015 2016 2017
Budget Projections
Opening PF Balance 8,678.9( 10,776.7| 12,787.6] 13,687.0| 14,835.5| 16,092.9
Net Present Value of Future Revenues 13,496.1| 15,455.0| 13,809.8| 12,473.9| 10,893.1| 9,282.0
Total Petroleum Wealth (PW) 22,175.0| 26,231.7| 26,597.4( 26,160.9| 25,728.5| 25,375.0
Estimated Sustainable Income (PWx3%) 665.3 787.0 797.9 784.8 771.9 761.2

SourcePetroleum FunddministrationUnit, Ministry of Finance, 2012

Table 2.5.3.2.2 shows thestimated Petroleum Wealth and the ESI from 2012 and
onwards, assuming that withdrawals from the Fundexcess of the ESI are the same
amount as shown in Table 2.5.3.3.2.

Figure 2.5.3.2.1 TimctLeste Petroleum Revenues and Estimated

Sustainable Income 202-2025, $ millions
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Figure 2.5.3.2.1 depicts the main rationale behind using the ESI as a tool in the fiscal
policy, i.e. smoothing the spending of temporarily high petroleum incofbe
extraction path of a nomenewable resource is typically bshaped with significant
shorterterm swings. The ESI is meant to shield against this volatility and safeguard a
sustainable development in public finances.

Changes in the ESI from 2012 t0120

Figure 2.5.3.2.2 shows the key incremental changes in 2013 ESI since the Budget 2012.
Main driving factors include oil price, price differentials, petroleum production and
costs.

Actual data 2011

The current ESI for 2013 incorporates the actimlelopment in 2011, which increases
the 2013 ESI by $2Bmillion. The change is mostly due to higher than expected oll
prices.

Actual 2012 withdrawals from the Petroleum Fund

The 2013 ESI as estimated in Budget 201baised on the assumption that the
Government would only withdraw the ESI from the Petroleum Fund in 2012. In 2012,

the Parliament approved withdrawing $1,495nillion from the Fund, which is $829.7

in excess of the ESI. This higher withdrawal in 2012 reduces the 2013 ESl.%y $24

million.

Liquids production

The difference in the production forecasts used in this material and Budget 2012 is small

and results in an $11.2 million increase in ESI for 2013.

Oil prices

The current ESI for 2013 assumes an average oil price of $91 per bat@diznbased

2y 0G0KS | OlGdzrtf RS@OSt2LIYSyid F2N 0KS TFANROG KI
forward.'® The Budget 2012 assumed an oil price of $74 per barrel for 2012. Moreover,

GKS 9L!Qa 2Af LINAOS 72 N5 Qndari an® Kitdaid 18K S LINE 2 ¢
higher than projected at the same time last year. These changes increase 2013 ESI by

$98.4 million.

Liquids price differentials (condensate and LPG)
As in previous years, the price for Badyndan condensate products is forecasted based
on the relationship with the WTI benchmark price. The development in this relationship

¥ These forecasts are reported by the EIA and also available from Annual Energy Outlook 2012:
http://www.eia.doe.gov/oiaf/aeo/index.html
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implies a higher price on the Bayindan products than previously assumed. The
relationship between WTI and LPG has changed only slightly. The updated price
differentials increase the 2013 ESI by $6iillion. See the below paragraph on
methodology review for further discussion of the price differential.

Cost

Production costs from théwo operators (COP and ENI) are forecasted slightly higher in
this material than in Budget 2012. The increase in the cost forecasts reduces 2013 ESI by

$13.3 million.

Figure 2.5.3.2.2 Changes in the 2013 ESI (from Budget 2012 to Budget
2013), $ millions
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SourcePetroleum FunéddministrationUnit, Ministry of Finance, 2012

Discount rate

Under TimorLeste law, the discount rate used in the Net Present Value (NPV)
calculation of future petroleum revenues must equal the expected rate of return of the
Petroleum Fund portfolio. The expected letegm nominal portfolio return has
increased from 3.7% 5.7% due to higher allocation to equities. By definition, an
increase in the NPV discount rate decreases the NPV. The increase in the NPV discount
rate resllts in a decrease in 2013 ES$85.6 million.

Other Taxes

Other taxes includevage taxes, tax collections from subcontractors and exploration
drilling. These taxes are forecast for Budget 2013 based on an analysis of recent
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collections and taking into ceount exploration work commitments as advised by
Autoridade Nacional do Peted (ANP). The change in the forecast of other taxes
increases 2013 ESI by $indllion.

Sensitivity analysis

¢tKS D2OSNYyYSyiQa 202SO0GAGS Aa (G2 LINBLI NB
the Petroleum Fund Law. Although the calculations are based on the best information
available and advice from experts, each input is inherently subject to significant
uncertainty. Figure 2.5.3.2.3 shows how 2013 ESI changes when key assumptions are
changed individually.

The sensitivity analysis starts with the 2013 &S$7870 million and shows by how
muchthe ESI would change if a different assumption for each key variable were used.
The analysis shows that the oil price has by far the biggest impact diShe

Figure 2.5.3.2.3 Sensitivity AnalysisEstimated Sustainable Incomef
millions
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SourcePetroleum FundAdministrationUnit, Ministry of Finance, 2012

Review of methodology

Schedule 1 offte Petroleum Funddw requires the ESI to be estimated using prudent
assumptions reflecting international best practice and based upon recognised
international standards. The Ministry of Finance undertook a comprehensive review of
the methodology for the ESI prepared for Budget 2011 with technical assistance from
the IMF. No material changes in methodology have been implemented since then.
Minor adjustments inclde:
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Production forecast methodology for Liquefied Natural Gas (LNG) has been changed
back to the previous methodolog¥he ConocoPhillips (COP) low case LNG forecast has
usually mirrored the base case for most of the project life. In 2011, however, COP low
case LNG forecast was limited to the Annual Contract Quantity (ACQ) with the buyers.
COP confirmed they would always choose to produce the maximum possible LNG
amount, that there was limited risk of the production capacity of the LNG plant being
below tha reflected in the base/P50 case and that there was sufficient gas to produce
the base case volume until at least 2022. The Ministry of Finance therefore took the
view in 2011 that a prudent LNG forecast is one consistent with a P50 case, but with a
cut-off in 2022 consistent with the low case liquids forecasts. In 2012, the COP LNG
forecast again follows the methodology used in years prior to 2011. The ESI
methodology has therefore been changed accordingly, using low case production as the
prudent forecast

Discounting principlesJnder Schedule 1 of the Petroleum Fund Law, the interest rate
used to discount future petroleum revenue is the expected rate of return on the
portfolio of financial assets held in the Fund. In previous years, the expected tesrn
been set equal to the 10 years rolling average of the nominal yield on US bonds with
various maturities. Further to the new investment strategy of the Petroleum Fund with a
higher portion of growth assets, the losigrm real return of the portfolio i€xpected to

be 3.86 per year. The nominal return is arrived at by using the official US inflation
forecast from the US Congressional Budget Office (CBO, since the assets are
denominated in US$Y

While the inflation forecast varies slightly year by yehe average discount rate is
about 57% for the forecast period. In Budget 2012, the interest rate used for
discounting future revenue was 3.7%.

Methodology to forecast Timor condensate prices has been updéreer the last two
years, the relationship beteen condensate prices and WTI prices has changed
materially, as can be seenkigure 2.53.2.4.

The graph shows Bayjuindan condensate price and the price of WTI and prices for two
other important international oil bnchmarks, Brent (which is North Sea oil) and JCC,
Japanese Crude Cocktail, which is the average price of the crude being imported into
Japan.

% Budget and Economic OutlooKiscal Years 2011 to 2Q2fttp://www.cbo.gov/publication/21999
Nominal ROI equals (1 + reallRames (1 + inflation rate).
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Figure 2.5.3.2.4 BU Condensate Price vs. World Oil Prices
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Until 2010, the price of Bayundan (BU) condensate was consistently tracking

somewhat below the price of WTI. Since 2010 the price of BU condensate has exceeded

the price of WTI, and the edevelopment has been weakeit is true that BU

condensate tracks Brent and JCC fairly well, but low/reference/high case forecasts are

not available for these benchmarks. The ESI methodology will therefore continue to be

based on WTI, with updated adjustment factors that take into account riegv

relationship. In this assessment it is assumed that the relationship betweeraNMdTBU
O2YyRSYa&al 0SS At 2Q08NIR2UNYVEDA LY LI NIOAOdzZ I NE (K¢
condensate exceeding WTI by %Bh 2012 and declining t8.5%by 2020.

2.5.33 Managing the Petroleum Fund
The Petroleum Fund Model

The Petroleum Fund Law is designed to contribute to a wise management of- Timor

[ SAaGS5SQa LISGNRf Sdzy NBaz2dzNOSa F2N 6KS o6SySTA
Petroleum Fund is a tool thatontributes to sound fiscal policy, where appropriate
consideration and weight is given to the lotegm interestof Timof Sa G SQa OAGAT Sy 3
Petroleum Fund helps policymakers to make wdibrmed budget decisions in an

environment of temporarily higland very fluctuating petroleum incomes. The decision

on how much to spend and how much to sgve. spend later) is done in the state

0dzRISH H6KSNB [ff (KS D2OSNYYSyidiQa LINA2NRGASSE
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The petroleum fund mechanism implies thattpgeum revenues are transferred in

their entirety to the Fund and invested abroad in financial assets. The investmbey po

of the Fund aims at maxiniigy the riskk R2dza 4§ SR NBGdzZNy ® ¢ KS Cdzy R
transfers to the central government budget, isuant to parliamentary approval. The

amount that may be transferred to the budget is guided by the Estimated Sustainable

Income (ESI), which is defined a9% of the petroleum wealth. Assuming the

investments of the Fund as well as the reserves understee bed actually earns@®%

real return; ESI is the level of spending that will maintain the purchasing power of the
petroleum wealth.

Governing the Petroleum Fund

FaSR 2y G(KS a&'lthePatolelth FuniNgoyedanestmddel is one of
high degree of transparency and disclosure of information. This helps build public
support for wise management of petroleum revenues and reduces the risk of bad
governance. Transparency ensures that information can be used to measure the
authorities' performane and also guards against any possible misuse of powers. One of
GKS FdzyRI'YSyidlf StSYSyita 2F (KS CdzyRQa 32 0S|
institution is responsible for making and implementing investment decisions because
each party is formallyaccountable to another for their role in the decisiamaking
process. This degree of transparency serves to encourage consensus and enable
accountability, which means authorities and whoever handles public money can be held
responsible for their actions.

As the Executive, the Government through the Ministry of Finance is responsible for the

overall management of the Petroleum Fund, on behalf of the people of Tireste. The

Petroleum Fund Law makes the Government accountable to Parliament through various

reporting requirements. The operational management is carried out by the Central
Iyl 6KAOK Ay@gSada GKS CdzyRQa OF LG I

Ministry of Finance and mandates developed by the Investment Advisory Board (IAB).

The Ministy of Finance is required to seek advice from the IAB before making decisions

on any matter relating to the investment strategy or management of the Petroleum

Fund.

O
O)

ZLYGSNYFGA2yEE 22Nl Ay3 DNRAzZLIQE a{2@SNBAIYy 2S8IfGK Cdzy
otherwise known as the Santiago Principlébe Principles identify a framework of generally accepted

principles and practices that properly reflect apprigte governance and accountability arrangements as

well as the conduct of investment practices by Sovereign Wealth Funds (SWFs) on a prudent and sound

basis.
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Petroleum Fund Investment Policy

The Petroleum Fund investment policy is based on the adketation and risk limits as
defined in the Petroleum Fund Law as amended in August 2011. The new investment
policy states that no more than 50of the Fund may be invested in equities, nosles
than 50%should be invested in investment grade fixedome and no more than 5%

can be invested in alternative instruments such as real estate, private equities and
hedge funds.

The investment policy emphasss the principle of diversification. Diversification is the
process of exposing an investment portfolm & number of different asset classes (for
example bonds and equity) and individual financial assets, rather than being
concentrated in any one of these singularly. Diversification is the antidote to many
avoidable risks. The key to the diversificationqass is that different asset classes and
other portfolio risk factors will usually not move in unison. Combining assets with
returns that are less than perfectly correlated mitigate risks and volatility.

The Government appreciates that obtaining finanaieturns involves taking risks in
terms of higher shorterm volatility. Being a lonterm investor, higher shosterm
volatility is of less economic significance. The Petroleum Fund law amendments give
NE2Y F2NJ 0KS Cdzy RQ&a LJ2 iNAver enfe faRhougiethelre@if isS @S 0372
not guaranteed), which would enable the sustainability of public spending.

As a first step to implement the investment policy, taking the advice from the
Investment Advisory Board (IAB), the Minister of Finance instduttte Central Bank to
progressively invest up to 20% of the Petroleum Fund in global equities by June 2012. A
of September,5% of the Fund was managed by Schroders a8fh by State Street
Global Advisors. The remainiiig% of the Fund was still invested US Treasuries, of
which 20% was managed by BIS &Wb6 was managed internally by BCTL. Table
2.5.3.3.1 shows the Petroleum Fund portfolio and manager structure &eptiember
2012.

As a second step, again taking the advice from the IAB, the Ministdfinaince
instructed the Central Bank to continue invest progressively up to 40% in global equities
over the two next years, starting from July 2012.

Currently, the fixed income portfolio of the Petroleum Fund is invested in US Treasury
only, while the equy portfolio is invested in more than 1,000 companies in 23
developed countries. The exposure to each of the company is required to be less than
3%.
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Table 2.5.3.3.1 Petroleum Fund Portfolio and Managers Structure

Market Return
Number Managers and Mandates, as of S@p12 Weight | Values, $| since
millions | inception
Total Petroleum Fund Portfolio 100.0% 11.1 4.1%
International Fixed Interest Portfolio (Bonds) 77.0% 8.5 3.9%
Banco Central de Timdreste-BCTL
1 (1-3 years US Treasury bonds) 16.0% 1.8 0.4%
(3-5 years US Treasury bonds) 41.0% 4.5 1.6%
Bank for Int tional Settl Bl
5 ank for International SettlementBIS 20.0% 29 4.9%
(5-10 years US Treasury bonds)
International Equity Portfolio 23.0% 2.5 7.7%
Schroders Investment Managemerfschroders
3 Y g 50% | 06 7.9%
(MSCI world)
4 State Street Global Advisor§SSgA 18.0% 20 0.8%
(MSCI world)

Source:BCTL Petroleum Fund Q3 2012 Report

Projected Petroleum Fun®evelopment

¢ KS

Cdzy R Q& 11,094.4milo0& ofSeptentber2012. This is aincrease of

$1,774.1 million from the start of the year. The Fund balance is expected to be
$10,7®.7 million by the end of 2012 after deducting the estimated withdrawal of
$1,494.9million in 2012approved by Parliament.

Thecurrent forecast, as shown ifable 2.5.3.3.2, shows the totahlue of the Fund to
be $12787.6million by the end of 2013 and $1343.9million by the end of 204

Table 2.5.3.3.2 Estimate®etroleum Fund Savings 2012017,$ millions

2011 2012 2013 2014 2015 2016 2017

Actual | Estimate | Budget | Projection | Projection | Projection | Projection

Opening PF Balance 6,904.0| 9,310.3| 10,776.7| 12,787.6| 13,687.0| 14,835.5| 16,092.9

Petroleum Revenue 3240.1| 2,753.4| 2309.1| 19719 21767 21447| 20585

(excluding PF Interest)

Z‘;ﬁo'e“m Fundnterest, | 2512|  207.8| 48838 642.7 714.8 803.1 901.6

Total Withdrawals 1,055.0| 1,4949| 787.0| 1,7152| 1,743.1| 1,690.3| 1,709.2

Closing PF Balance 9,310.3| 10,776.7| 12,787.6| 13,687.0| 14,8355 16,092.9| 17,343.9

SourcePetroleum FunddministrationUnit, Ministry of Finance, 2012

Page69 of 104



2.6. Financing

2.6.1 Definition of Financing

Table 26.1.1 shows financing of the 2013 State Budg€&he financing items shown
below equal the noroil deficit (domestic revenue minus total expenditure). The
Government is therefore clearly showing that all expenditures will be paid for either
through domestic revenue or through financing from the HE&ins oruse of thecash
balance.

There are important economic reasons for distinguishing between domestic revenue
and financingitems. Domestic revenue resulfsom taxes borne by companies and
individuals in TimoLeste. An increase in domestic revenue allows for an increase in
Government spending in Timdweste but is also likely to decrease spending by
companies and individuals. The impact dine total amountof money and demand in

the economy is therefore broadly neutral.

In contrast financing expenditures by withdrawing money from the petroleum fund
increases the overall level of demand within the economy. This increase in demand, if
not matched by an inease in abity of the economy to producgoods, canead to
higher inflation.

As can be seen ifable 26.1.], three financing items will be usetb fund the 2013

budget. These are thESluse of the cash balance and loaf$ie two largest financing

items are the ESI angse of thecashbalance. Loan financing is small as a proportion of

total financing. The Government will not be making axgesswithdraws from the

t SGNRBEf SdzY Cdzy R AY Hnanmo® ¢KAA RSY2yailiN) (Sa
sustaindility. In the medium term excess withdraws from the Petroleum Fund will be
required to pay for the construction of corefrastructure.

Table 2.6.1.1 Financing 2013 to 204, $ millions

2013 2014 2015 2016 2017
Total Financing 1501.2| 1,7858| 1,864.0/ 1,812.0| 1,832.2
Estimated Sustainable Income (ESI 787.0 797.9 784.8 771.9 761.2
Excess Withdrawals from PF 0.0 917.3 958.3 918.4 948.0
Use of Cash Balance 670.6 0.0 0.0 0.0 0.0
Borrowing /Loans 43.6 70.6 120.9 121.7 123.0

Sources: National Directorate of Buddgegtroleum FunddministrationUnit and Major Projects

Secretariat, Ministry of Finance, 2012

Pager0of 104




The next hree sections explain the ESkcesswithdraws, loans anduse of thecash
balance in more detail.

2.6.2 ESlnd Excess Withdraws

The Estimated Sustainable Income (ESI) is calculated at $787.0 million for 2013, which is

Yy AYONBFaS 2F bmnudy YAffA2Yy FTNHEREmarkS Hnamo
reason for thigncrease is that oil prices are expected to be higher over the forecasting

period.

2.6.3Loans

¢tKS D2OSNYYSyGiQa 2@SNIff LRtAOE ALK NBIIN
reference to the financing needed for strategic infrastructure development & th

country. When financing from the ESI and domestic revenue falls below that needed for
development, excess withdraws can impose high opportunity costs to the income from

GKS LISUNRf Sdzy FTdzyRQa Ay@SaitySyilao /| 2y O0Saaa
considered. For a loan to represent good value for money, high quality projects need to

be identified. These may include roads, bridges, water and sanitation, electricity, ports

and airports as such projects normally have large economic and social returns.

The next table shows the two loan agreements the Government has already signed. The
money from the JICA loan will be used to finance the construction of th&IBilatuto-
Baucau road. The construction of this road is a priority and is in line with the
GOSNy YSyiQa LRtAOASE a RSAONAROSR Ay GKS {5
D2@JSNYYSyiliQa 9DQamiliohIhe diiAlcayhk akixed ilterest rate that is

less than 10% and a grace period of ten years. This loan is highly concaksioth its

rate of interest being significantly lower thdhe likely rate of interest the Government
would have to pay if it borrowed money from a private sector financial institution or
issued its own gilts/treasury bills. The rate of interest on than is also less than the
yield forecasted from Petroleum Fund investments; meaning that the opportunity cost
of this loan is lower than withdrawing money from the petroleum fund. The only
significant financial risk associated with this loan is thatiggsed in Japanese Yen. This
means that if the UEsignificantly depreciates against the Japanese Yen in future years,
then the costs of repaying the loan in $A8ill increase.

The Government has also signed a loan agreement with the Asian DeveloBauekt

This loan will be used to finance tHgili-Liquicaand TibarcErmeraroads which are

estimated to have a high rate of economic and social return. The value of this project,

AyOf dzZRAY3a GKS D2@JSNYYSyY i REAMIDE Thys fosMNaditwelis O2 y i1
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components, one with a fixed interest rate (the SDR component) and one with a

I NAlFofS NJIGS

Oh/w O2YLRYSYyliovd ¢KB6fr5w O2YLJ

the 8 year grace period and is then 1.5% for the remaindeh®f32 year term of the

loan. The OCR component has a five year grace period and a term of 25wjidan
interest rate based on the London Interbank Rate plus a small spread and a commitment
charge of 0.15%. The fixed rate component of the loan can aberegarded
concessionary and arguably has a lower opportunity cost than withdrawing money from
the Petroleum FundThe variable component of the loan can also be regarded as
concessionary écause the London Interbank Rate represents the rate of inteiesit t
leadingbanks are prepared to lend to each otherand this rate is probably less than
that at which they would beprepared to lend to TimoeLeste.The current London
Interbank Rate is also significantly below the yield on petroleum fund investmeudts a
therefore the opportunity cost of this loan is currently lower than withdrawing an
equivalent amount of money from the Infrastructufeund. The main risk associated
with the variable rate component of this loan is that the London Interbank Rate could
increase in the future, leading to an increase in repayments.

Table 2.63.1: Information on Signed Loan Agreements

Information on Signed Loan Agreements Loan 1: JICA Loan 2: ADB

Date Signed 19-Mar-12 2-May-12

Organisation / Government providing Loan JICA / Japal Asian Development Ban
Amount of Loan in Dollars $68.7 million $40 million
Total Government Contribution $23.9 million $13.7 million
Total Project Value $92.6 million $53.7 million
Grace Period Years 10 SDR: 8 and OCR
Maturity/Term 30 SDR: 32 and OCR:

Interest Rates Per Year

0.7% for constructior
works, 0.01% fo
consulting services and
commitment charge of
0.1%.

SDR: Fixed at@®% during gracq
period and then 1.59

OCR Variable at LIBOR + spr¢g
commitment charge 00.15%.

Interest Rate Fixed or Variable

Fixed for Term|

Fixed and Variable Componen

Description of Project / Purpose of Loan

Construction and
Supervisiorof Roads DHi

Manatuto-Baucau (L

Construction and Supervision
Roads, DiLiquica e TibaErmera

(L)

Sources: National Directorate of Budget and Major Projects Secretariat, Ministry of Finance, 2012

In addition to the two signed loan agreements, the Government is currently in
negotiations with the World Bank and the Asian Development Begkrdingfurther
loans. The World Bank loan will be used to finance the construction of the-Aiiteuio
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Maubisseroad. The Asian Development Bank loan, meanwhile, will be used to finance
the construction of theManatuto-Natarbora road. Both these projectre in line with
the goals of the SDP and are expected to have a high rate of economic return.

The Government has calculated the total ceiling required for loan financing in 2013 as
being $223.5 million.

The next table shows projected loan financing ddirprojectsshown in Book @&y year.
. 221 ¢ LINRPYGARSa | RSGFIATSR ONBI 1 R26Y
counterpart contribution by project.

27

Table 26.3.3: Projected Total Loan Financing 2029017, $ millions
Total 2013 2014 2015 2016 2017

Loans 479.7 43.6 70.6 120.9 121.7 123.0
Sources: National Directorate of Budget and Major Projects Secretariat, Ministry of Finance, 2012

2.6.4 Use of the Cash Balance

The Government is currentgstimatingthat actual expenditure in 2012 will be below
that budgeted This combined with strong domestic revenue collections and withdraws
from the Petroleum Fund means that there is likely to be a cash balance held in the
CFTL, Infrastructure Fund and Human GéevelopmenFundaccounts at the end of
2012. Holding large amounts of cash in these accounts is nahapbecausethe rate

of interest fromthese accounts is lower than the yigldmount earnedjon Petroleum
Fund InvestmentsThe Government earns mie money by holding $500 million in the
Petroleum Fund than it does by withdrawing this amount from the petroleum fund and
holding it as cash in the CFTL fuile Government will therefore use some of this cash
balance to finance expenditures in 2013.sill allow the Government to make lower
withdrawals from the Petroleum Fundnd increase the overall rate of return from
investments and cashThe amount of cash that will be used is shown in the next table.

Table 2.64.1 Use of Cash Balance

2013 2014 2015 2016 2017
Total 670.6 0.0 0.0 0.0 0.0
CFTL 260.8 0.0 0.0 0.0 0.0
Infrastructure Fund 401.3 0.0 0.0 0.0 0.0
HCDF 8.5 0.0 0.0 0.0 0.0
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2.6.5 Public Private Partnerships

The Government completed a PubRcivate Partnership (PPP) policy and legal
framework in 2012PPR normally involve a contract between a public sector authority

and a private party, in which the private party providepublic service or project and

assumes substantial financial, technical and operational risk in the prdpadilic

Private Partnerships1 TimorLestewill only be considered for projects that contribute

G2 GKS D2OSNYYSydQa RS gbrateslofveoyiainic &imrg 800 A S a =
are likely to attract and benefit from private sector experti3de potential advantage

of PPP agreements that by linking the rate of return received by the private sector

contractor to the quality of servicgsrovided hey lead to the provision of high quality

services and value for money.

There are currently two Public Private Partnership projects which are ongoing in-Timor
Leste. These aréhe project to expand the Presidente Nicolau Lobato International
Airport andthe construction ofTibarPort.

The Presidente Nicolau Lobato International Airport will, with private sector
participation,be expandedo meet international standards of air travel and increase the
efficiency of airport operations. The three major components of fieject are the
rehabilitation and upgrading of the runway; the rehabilitation and upgrading of the
passenger terminal anthe goeration and maintenance of the airport facilities after and
during project implementationThe Government currently estimates that the project
will cost in the region of $27 million.

Tibar Bay prt will be developed withprivate sector participationo meet international
efficiency standards for container and other cargo operatiolbe major project
components are the preparation of the port site conditipse installation of port
facilities and the peration and maintenance of the port facilitiegiring and after the
projectQ emplementation. The total cost of the project is currently estimated to be in
the region of $442 million.

No major construction has yet started on either of these projects. Gbeernment has
however,recently signed Finared Advisory Services Agreement with the International

Finance Corporation (IF€@r both projects Under these agreements the IFC will assist

the Government cost the project and structure the Public Private Partnership
agreementso that itattracts interéa 1 & FNRBY GKS LINAGIGS aSO02NE
goals and represents value for money for Tirhestecitizens
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Part 3: 20135eneral State Budget Law
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PARLA;\I/[ENTO
NACIONAL

Repiiblica Democritica de Timor-Le

TEXT APPROVED BY FINAL OVERALL VOTE

DECREE No. 3/l
2013 State General Budget

The 2038 State General Budget covers all revenues and expenditure of the State of Timor
Leste

Attachment | to the 2@1State General Budget Law, henceforth called SGB, sets the total
estimated SGB revenue from January to Decemtid@0dd from petroleum andm
petroleum sourcetgx revenues, ndax revenues and loaf$e total estimated revenue
from all sources is US$27.8nillion.

Attachment |l to the State Budget Law sets all budget appropriations, systematized as
follows

1. $160531million for Salarie& Wages

2. $441530million forGoods & Services;
3. $238985million forPPublic Transfers

4. $49595million forMinor Capital;

5. $756877million for CapitaDevelopment

Excluding autonomous funds and seryispscial fundsand loans the total budget
appropriation for the SGB i8%7.547 iiflion.

The State Treasury account includes all revenues and expersg®fi@mous funds and
services namely Electricity of Timdeste (EDTL), Airport and Air Navigation
Administration of Timoeteste(ANATL), Port Authority of Timoteste (APORTILS

including BerlinNakromg, Equipment Management Institute (IGE) and Autonomous
Medical Stores (SAMES). Revenues from those categories are included under the item for
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own revenues from autonomous funds aediices in Attachment I. Attachment Il
contains the budget for proposed expenses

The total estimated expenditure for-elfled autonomous funds and services i 201
$123.14'million, including 00302million transferred from the SGB in orderubsdize
expenditure exceeding the estimated own revenues

The total budget appropriation for the Infrastructure Fsi$804377 million including
loans and $560.789 million excluding Iddres carryover from 2012, in accordance with
the law, is $444.35dillion.

The total budget appropriation for the Human Capital Development Fu#h#.448%
million, including $8.549 million as carryover from 2012, in accordance with the law

Total estimated SGB expenditureli®47.519 million
The maximum threshold@pved for public debt in 20135436 milion.
Estimated nometroleum revenue is4gL3million.

Thus the tax deficit is $01.219 iflion, being funded by’87million from thePetroleum

Fund, $43.6 million from the use of public credit, $409,8nlithm the Special Fund
balance ($401.3 million from the Infrastructure Fund and $8.5 million from the Human
Capital Development Fund) and $260.8 million from the Treasury Account balance

Under section 95.3 (d) and section 145.1 of the Constitution Réphblic,Parliament
decrees the followintp prevail as law

Chapterl
Definitions and approval

Article 1

Definitions
For the purposes of the present Law

a) "Expense Categdryneans the grouping of expenses under the five following
categories

i) "Salaries & Wagesheaingthe full amount a Body may spend on Salaries
& Wages for the holders of political offices and for permanent, temporary
and partime staff

i) "Goods & Servicestneaing the full amount a Body may spend on the
acquisition of Good& Services

iii) oPublic T a n s Mmeaing the, full amount a Body may spend on public
grants and consigned payragnt
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b)

d)

iv) "Minor Capital",meamg the full amount a Body may spend on the
acquisition of Minor Capital goods

v) 0 C a pDevelmgment meaing the fullamount a Body may spend on
Capital Development projects

"Expenses Offset by Revenuestans expenseset by the own revenues
charged by autonomous funds and services, provided thatahet does not
exceed the full value of the revenues entered in the relevant Treasury accounts

"Budget Appropriatidhmeans the full amount inscribed in the SGB in favour of
a Body towards the payment of a certain expense

"Body / Bodies"is the generitcerm adoptedn the Budget to indicate the
administrative public sector subjected to budget discipline and that, according to
the organic classification, may be divided by such titles as: Office of the President
of the Republic, Parliament, Governmentfi¢®f of the Prime Minister,
Presidency of the Council of Ministers, Ministries and Secretariats of State),
Courts and Office of the Prosecutor General of the Repabligell as other
institutions featured in Attachmdint

"Expenditure Itenfsmeans thendividual expenditure items within each Expense
Category, based on the expenelitaccount code structure maintained by
Treasury

Article 2
Approval

The present Law approves the State General Budget for the period from 1 January to 31
December 2@l whichcovers

a)

b)

d)

Total revenues per groupings, including own revenues from autonomous funds
and servicespecial fundand loandeatured in Attachment | to the present
diploma which is an integral part of it

Total expenses per groupings, including the antoumgstransferred from the
State General Budget for autonomous funds and services,ified@ired in
Attachment Il to the present diplojwehich is an integral part of it

Total expenses from the autonomous funds and services to be funded from their
own revenues and from the State General Budget, featured in Attachment Il to
the present diplomavhich is an integral part of it

Total expenses corresponding to the appropriation for the Infrastructure Fund in
2013, including carryover balance and expefwseted through public debt,
featured in Attachment IV to the present diplonfach is an integral part of it
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e) Total expenses corresponding to the appropriation for the Human Capital
Development Fund in 28lincluding carryover balantegtured in Attachent
V to the present diplomahich is an integral part of it

Chapterll
Revenues

Article 3
Taxes and Fees
In 2013 the Government is authorized to collect taxes andfedsset by law

Chapterlll
Authorization to make transfers from théetroleum Fundand to use the balance of
the Treasury Account

Article 4
Authorized limit for withdrawing from the Petroleum Fund and for using the
balance of the Treasury Account
. Under article 7 of Law no. 9/2Q@8 3 Augustex vi the wording given tbhy Law no.
12/2011, of 28 September, the Petroleum Fund ttewiransfer amount from the
Petroleum Fund in 281may not exceed @7 nillion and may only take plaaéer
complying with the provisions of articlef e above law

. After achieving dudget execution of US$ 1,387.7 million, the Government will make
partial or full use of the balance in the Treasury Account, informing Parliament in advance

ChapterlV
Public Indebtness

Article 5
Maximum Threshold of Authorized Debt
. In order to meethe funding needs related with the construction of strategic infrastructures
for the development of the Country, the Government is authorized, under article 20 of
Law no. 13/2009, of 21 October, on Budget and Financial Management, and article 3 of
Law no0.13/2011, of 28 September, on the Public Debt Regime, to make use of external
concessional loans up to a maximum amount of $223.5 million, with a maximum time
frame of 40 years

. Qbject to the provisions in the previous paragraph, funding from loans ma304iat
exceed 436 milion.
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ChapterV
Budget Execution

Article 6
Payment of taxes on imports
Treasury is authorized to establish and implement an accounting mechanism for registering
and controlling revenues and expenses, corresponding to the payaxeston imports
done by the Bodies or on their behalf

Article 7
Appropriations for the Whole of Government
According to the criteria set for public expenses, the Government shall inscribe the
following appropriations in the budgétAppropriationsdr the Whole of Government,
to be managed llge Ministry of Finance
a) Counterpart Fund

b) External Audit
c) Contingency Reserve
d) International Organization Membership Fees

e) Payment of pensions to former holders and former members of Sovereignty
Bodies

f)  Construction of IntegratdgbrderPosts

g) Contribution Fund for Social Institutions

h) Provision for thg7+;

i) Provision for Regulating Telecommunications
]) Business Registration and Verification Sgrvice
k) Provision for the Impact of Special Regimes

) Large Projet Secretariat

m) Provison for Legal Services

n) Timor-Leste Cooperation Agency
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ChapterVI
Autonomous funds and serviceand special funds

Article 8
Own Revenues

. Attachment | indicates thstenated revenues to be collected by autonomous funds and
services

. Attachment Il indicates thexgenses resulting from transfers from &@@B to the
autonomous fundand services and to the special fuadswell as the estimate of the
respective expenses

. Attachment Il indicateshé budgets bgxpensecategoryconcerning the autonomous
funds and servicesartlyfunded by own revenues

. Attachment IV indicateké appropriation for the Infrastructure Fund
. Attachment V indicatebed appropriation for the Human Capital Development.Fund

Expenditure Authorizatiddotices in favour of autonomous funds and services from own
revenues may only be authorized after the State receives the respective revenues. The said
authorizations must be of an equal or lesser value

ChapterVll
Final Provisions

Article 9
Funding through independent donors

. Each Body may only establish agreements with independent donors for the provision
of additional or complementary resources to the funding contained in the budget
allocations of the present Law, after hearing the mandatory opiti@nonister
responsible for the area of Finance

. This funding must be managed in accordance with the directives issued by the Ministry
of Finance and with the donor requirements

Article 10
Accountability

. Signing contracts without budget provigptails political, financial, civil and criminal
accountability, in accordance with article 46 of Law3/2009,o0f 21 October, on
Budget and Financial Management
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2. For purposes of activating the financial accountability described in the previous
paragrap, the holder of a political office is considered to have made an undue
payment, subjected to being ordered to replace the corresponding amount, under
article 44 and following of Law r®2011, of 17 August, approving the Organic
Structure of the Chambef Accounts under the "High Administrative, Tax and Audit
Court.

Article 11
Entry into force

The present law enters into force on the day after its publication and will have effect
starting on 1 January 2013.

Approved on  February 2013.

TheSpeaker of Parliament,

Vicente da Silva Guterres

Promulgated on

Publish it.

The President of the Republic,

Taur Matan Ruak
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Attachment |
Estimated revenues to be collected, loans and balaspesiaffunds in the 2013 State General
Budget (US$ million)

Table 16 Estimated revenues and loans

1 Total Revenues 2,9878
1.1  Petroleum Revenues 2,7979
1.1.1 Taxes on petroleum profits 1,137.8
1.1.2 Taxes on the Timor Sea (includikgtan) 3184
1.1.3 Income Tax 3956
1.1.4 Additional Profit Tax 3956
1.1.5 Other Taxes and Petroleum Fees 617
1.1.6 Petroleum Fund Interests 4888
1.2 Non-Petroleum Revenues 1463
1.2.1 Direct Taxes 418
1.2.2 Indirect Taxes 64.0
1.2.3 Other Revenues and Fees 145
1.2.4 Lottery Revenues 0.3
1.2.5 Selling of Rice 25
1.2.6 Selling of Local Products 0.3

1.2.7 Interests from the Treasury Account 0.1
1.3 Donations 0.0
1.4 Own Revenues from Autonomous Funds and Services 2238
15 Loans 436

Table 116 Funding and revenues

Non-Petroleum Revenues 1463
Transfers fronthe Petroleum Fund 787.0
Loans 436
Use of the Balance of the Treasury Account 2608
Balance of the Infrastructure Fund 4013
Balance of the Human Capital Development Fund 8.5
Total 1,6475
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Budget Appropriations for 2013 US$ 6 00 0)

Attachment |1

Salaries & Wages Goods & Services Transfers Minor Capital Capital Development Total Expenses
Including Autonomous Funds and Services, Special Funds and Loans 160,531 441,530 238,985 49,595 756,877 1,647,519
Excluding Autonomous Fundsand Services, Special Funds and Loans 156,314 280,313 238,985 49,434 152,500 877,547
Including Autonomous Funds and Services 160,531 399,082 238,985 49,595 152,500 1,000,694
Total Autonomous Funds and Services 4,217 118,769 - 161 - 123,147
Total Special Funds - 42,448 - - 604,377 646,825
Special Funds (Excluding Loans) New Appropriation - 33,899 - - 159,526 193,425
Special Funds (Excluding Loans) Carryover from 2012 - 8,549 - - 401,263 409,812
Loans New Appropriation - - - - 500 500
Loans Carryover from 2012 - - - - 43,088 43,088
Presidency of the Republic 581 4,579 131 773 810 6,874
Civilian House 60 2,402 131 - - 2,593
DirectorateGeneral 521 1,275 - 679 810 3,285
Military House - 528 - - - 528
PostCAVR Technical Secretariat - 374 - 94 - 468
Task Force for Reform and Development - - - - - -
National Parliament 4,273 7,665 436 2,720 100 15,194
National Parliament 3,283 838 - 1,400 - 5,521
Office of the Speaker d?arliament 72 571 - - - 643
Parliamentary Benches - - 436 - - 436
Secretariat of the National Parliament 918 3,907 - 1,231 100 6,156
Commission A - 282 - - - 282
Commission B - 141 - - - 141
Commission C - 202 - - - 202
Commission D - 274 - - - 274
Commission E - 315 - - - 315
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Salaries & Wages Goods & Services Transfers Minor Capital Capital Development Total Expenses

Commission F - 266 - - - 266
Commission G - 107 - - - 107
SNI Verification Council - 302 - 10 - 312
Petroleum Fund Consultative Council - 367 - 79 - 446
Womends Parl i amenlesse y Group of T - 94 - - - 94
Prime Minister 842 10,123 15,950 959 77,622 105,496
Office of the Prime Minister 92 - - - - 92
Secretariat of the Prime Minister 18 1,435 - 150 - 1,603
InspectoratéGeneral (IG) Office 330 508 - - - 838
DirectorateGeneral 18 4 - - - 22
National Directorate of Administration and Finance 91 814 - 142 - 1,047
National Directorate of Human Resources 68 38 - - - 106
Civil Society Advisory 28 47 15,950 - - 16,025
Official Residence of thBrime Minister - 109 - - - 109
National Development Agency (ADN) - 2,146 - 312 6,280 8,738
Integrated District Development Planning (PDID) - - - - 71,342 71,342
National Procurement Commission (CNA) - 3,630 - 5 - 3,635
National Intelligence&Service (SNI) 197 1,392 - 350 - 1,939
Vice Prime Minister, Coordinator of Social Affairs 175 897 - 65 - 1,137
Office of the Vice Prime Minister 175 897 - 65 - 1,137
Minister of State and of the Presidency of the Council of Ministers 380 3,873 - 65 - 4,318
Office of the Minister 79 1,149 - 65 - 1,293
National Directorate of Administration and Support to the Council 214 1,132 - - - 1,346
Ministers

National Directorate of Translation Services 56 104 - - - 160
Legal Support Unit 31 488 - - - 519
Project for a Special Area of Social Market Economy - 1,000 - - - 1,000
Secretary of State for the Council of Ministers 159 510 - 645 - 1,314
Office of the Secretary of State 64 294 - - - 358
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National PrintingHouse 95 216 - 645 956
Secretary of State for Parliamentary Affairs 89 97 - 65 251
Office of the Secretary of State 89 97 - 65 251
Secretary of State for the Media 165 1,134 - 294 1,593
Office of the Secretary of State 64 153 - 65 282
Directorate of Information Socialization 62 673 - - 735
Community Radio Centre 39 308 - 229 576
Secretary of State for Institutional Strengthening 125 487 - 85 697
Office of the Secretary of State 125 487 - 85 697
Secretary of State for Supporting and Promoting the Private Sector 520 2,251 1,200 322 4,293
Office of the Secretary of State 68 1,691 1,200 212 3,171
Institute for Supporting Business Development 437 309 - 61 807
Specializednvestment Agency 15 251 - 49 315
Secretary of State for the Promotion of Equality 277 1,357 500 33 2,167
Office of the Secretary of State 65 221 - - 286
DirectorateGeneral 51 177 - - 228
National Directorate of Administratiohpgistics and Finance 69 411 - 33 513
National Directorate of Gender Policy and Development 92 548 500 - 1,140
Secretary of State for Youth and Sports 441 1,537 2,737 100 4,815
Office of the Secretary of State 65 773 - - 838
DirectorateGeneral 10 25 - - 35
National Directorate of Administration and Finance 193 619 137 100 1,049
National Directorate of Youth 78 10 423 - 511
National Directorate of Physical Education and Sports 26 10 1,778 - 1,814
National Directorate of Development Policy 38 21 399 - 458
National Directorate of Communication 31 79 - - 110
Secretary of State for Professional Training and Employment Policy 1,295 983 10,623 52 12,953
Office of the Secretary @tate 65 73 - - 138
InspectoratéGeneral of Labour 95 44 - - 139
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DirectorateGeneral 126 38 - - 164
National Directorate of Administration and Finance 288 484 100 14 886
National Directorate of Procurement 21 12 - 21 54
National Directorate of Labour Condition 39 8 - 4 51
National Directorate for Preventing Occupational Risks 28 8 - 4 40
National Directorat@f Employment and Protection against Unemploymer 28 8 - 4 40
National Directorate of Securignd Social Protection 28 8 - 4 40
National Directorate of Professional Training 113 21 - - 134
National Directorate of Employment 101 74 10,500 - 10,675
National Directorate of Labour Relations 82 44 23 1 150
Secretariat oSupport to the National Labour Council 41 22 - - 63
Legal Advisory Office 34 - - 41
National Institute of Labour Development 9 - - 18
Employment and Professional Training Fund Office 6 13 - - 19
Attaché in South Korea 182 64 - - 246
SENAI Training Centre 9 46 - - 55
Ministry of Foreign Affairs and Cooperation 10,735 13,576 500 1,042 1,550 27,403
Office of the Minister 30 363 - - 393
Office of the Vice Minister 26 273 - - 299
Office of the Secretargf State for ASEAN Affairs 23 296 - - 319
SecretariatGeneral 10,656 5,933 500 392 17,481
US Dollar Devaluation - 600 - 30 630
Celebration of National Holidays - 150 - - 150
Permanent Mission in New York - 383 - 3 386
Embassyn Lisbon - 159 - - 159
Embassy in Jakarta - 174 - 45 219
Consulate in Denpasar - 116 - 45 1,550 1,711
Consulate in Kupang - 32 - - 32
Land Border Demarcation - 1,040 - 238 1,278
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Embassy in Washington - 308 - 45 - 353
Embassy in Canberra - 266 - 27 - 293
Consulate in Sidney - 57 - 2 - 59
Consulate in Darwin - 200 - 83 - 283
Embassy in Kuala Lumpur - 118 - 51 - 169
Embassy in Brussels - 212 - - - 212
Consulate in Manchester - 75 - - - 75
Embassy irBangkok - 131 - 3 - 134
Embassy in Tokyo - 319 - 57 - 376
Embassy in Beijing - 232 - - - 232
Embassy in Maputo - 143 - 7 - 150
Embassy in Havana - 161 - 3 - 164
Embassy in Manila - 68 - 1 - 69
Embassy in Geneva - 213 - 2 - 215
Embassy in the Vatican - 112 - - - 112
Embassy in Brasilia - 194 - 2 - 196
Embassy in Seoul - 271 - - - 271
Embassy irCPLP/UNESCO - 186 - - - 186
Embassy in Pretoria - 132 - 5 - 137
Embassy in Luanda - 227 - 1 - 228
Embassy irSingapore - 364 - - - 364
Embassy in Vietham - 68 - - - 68
Ministry of Defence and Security 25,870 34,947 200 6,358 825 68,199
Ministry of Defence and Security 72 2,059 200 1,335 - 3,666
Office of the Minister 72 2,059 200 1,335 - 3,666
Secretary of State for Defence 792 2,090 - - 165 3,047
Office of the Secretary of State 390 671 - - - 1,061
DirectorateGeneral 51 6 - - - 57
Inspectorate and Audit Office 20 4 - - - 24
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National Directorate of Administration and Finance 73 99 - - 172
National Directorate of Planning and International Exchange 51 15 - - 66
National Directorate of Procurement 29 19 - - 48
National Directorate of Legacy 33 231 - 165 429
National Defence Institute 145 1,045 - - 1,190
FALINTIL 7 Defence Forces of TimoiLeste 7,949 14,907 3,304 - 26,160
FALINTIL 7 Defence Forces of Timdreste - 12,283 2,787 - 15,070
F-FDTL Headquarters 7,949 2,624 517 - 11,090
Secretary of State for Security 3,467 4,031 521 660 8,679
Office of the Secretary of State 65 70 - - 135
DirectorateGeneral 39 56 34 - 129
Inspectorate and Audit Office 44 22 1 - 67
National Directorate of Administration 105 695 53 660 1,513
National Directorate of Finance 57 31 13 - 101
National Directorate of Civil Protection 1,063 704 201 - 1,968
National Directorate of Public Building Safety 1,806 1,582 88 - 3,476
National Directorate o€ommunity Conflict Prevention 105 101 5 - 211
National Directorate of Procurement 79 44 21 - 144
Civil Migration Services 102 726 105 - 933
National Police of Timor-Leste 13,590 11,860 1,198 - 26,648
National Directorate aAdministration and Finance 13,590 3,746 463 - 17,799
Special Police Unit - 1,531 546 - 2,077
Border Patrol Unit - 801 120 - 921
Maritime Unit - 1,186 12 - 1,198
National Operational Command - 908 54 - 962
Police TrainingCentre - 1,654 4 - 1,658
Region | - 920 - - 920
Region I - 526 - - 526
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Region 11l - 473 - - - 473
Region of Oecussi - 114 - - - 114
Ministry of Finance 4,062 16,070 5,000 117 234 25,483
Offices of the Minister and VicMlinister 201 - - - - 201
DirectorateGeneral of Corporative Services 1,544 16,070 5,000 117 234 22,965
DirectorateGeneral of State Finance 527 - - - - 527
DirectorateGeneral of Treasury 293 - - - - 293
DirectorateGeneral of Taxes 342 - - - - 342
DirectorateGeneral of Customs 702 - - - - 702
DirectorateGeneral of Statistics 273 - - - - 273
Ministry Organic Units 180 - - - - 180
Whole of Government Appropriations 60 48,752 3,200 4,450 3,140 59,602
Counterpart Fund - 2,000 - - - 2,000
External Audit - 2,000 - - - 2,000
Contingency Reserve - 19,332 - - - 19,332
Membership Fees in International Institutions - 1,885 - - - 1,885
Pensions for Former Holders of Sovereignty Bodies - - 3,000 - - 3,000
Construction of Integrated Border Posts - - - 4,000 2,740 6,740
Contribution Fund for Social Institutions - - 200 - - 200
Provision for the g7+ - 1,500 - - - 1,500
Provision for Telecommunications Regulation - 1,500 - - - 1,500
Busines®Registration and Verification Service 60 177 - 450 400 1,087
Provision for the Impact of Special Regimes - 8,000 - - - 8,000
Large Project Secretariat - 1,558 - - - 1,558
Provision for Legal Services - 10,000 - - - 10,000
Timor-LesteCooperation Agency - 800 - - - 800
Ministry of Justice 2,979 5,112 8,000 832 864 17,787
Office of the Minister 84 56 - - - 140
Office of the Vice Minister 69 53 - - - 122
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Office of the Secretary of State for Lands and Properties 36 43 - - - 79
DirectorateGeneral 22 14 - 10 - 46
Inspectorate and Audit Office 33 129 - 39 - 201
National Directorate of Administration and Finance 223 892 - 151 - 1,266
National Directorate of Legal Advisory and Legislation 91 59 - 2 - 152
National Directorate of Human Rights and Citizenship 95 39 - - 135
National Directorate of Registry and Notary Services 442 1,276 - - - 1,718
National Directorate of Prison Services and Social Reinsertion 705 966 - 82 864 2,617
Legal Training Centre 76 112 - 5 - 193
Public Defence 583 302 - 9 - 894
National Directorate of Lands, Properties and Mapping Services 499 1,069 8,000 529 - 10,097
National Commission on Children Rights 25 103 - 4 - 132
Directorate ofCriminal Investigation Police - - - - - -
Ministry of Health including Autonomous Funds and Services 22,468 21,088 11,213 7,289 - 62,058
Ministry of Health excluding Autonomous Funds and Services 22,060 20,764 11,213 7,175 - 61,212
Office ofthe Minister 79 417 - - - 496
Office of the Vice Minister for Ethics and Service Delivery 68 99 - - - 167
Office of the Vice Minister for Management, Support and Resources 71 117 - - - 188
Office of Inspectorate, Verification and Audit 127 113 - - - 240
DirectorateGeneral 234 348 - - - 582
National Directorate of Administration, Logistics and Procurement 211 1,010 - 63 - 1,284
National Directorate of Planning and Finance 176 8,792 - - - 8,968
National Directorate oEommunity Health 436 1,442 860 34 - 2,772
National Directorate of Human Resources 90 304 5,783 - - 6,177
National Directorate of Hospital Services 395 447 120 - - 962
National Laboratory 250 254 - - - 504
National Hospital Guid&aladares 2,884 1,926 4,450 1,535 - 10,795
Reference Hospital of Baucau 950 1,028 - 1,472 - 3,450
Reference Hospital of Maliana 505 502 - 200 - 1,207
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Reference Hospital of Maubisse 416 522 - 276 1,214
Reference Hospital of Oecussi 506 247 - 238 991
Reference Hospital of Suai 543 218 - 268 1,029
District Health Services of Aileu 822 191 - 142 1,155
District Health Services of Ainaro 622 193 - 142 957
District Health Services of Baucau 1,526 209 - 204 1,939
District Health Services of Bobonaro 1,167 205 - 226 1,598
District Health Services of Covalima 1,026 235 - 132 1,393
District Health Services of Dili 1,515 307 - 151 1,973
District Health Services of Ermera 1,336 197 - 315 1,848
District Health Services of Lautém 1,116 193 - 185 1,494
District Health Services of Liquica 754 176 - 176 1,106
District Health Services of Manatuto 1,172 251 - 192 1,615
District Health Services of Manufahi 905 203 - 187 1,295
Health Science Institute 157 238 - - 395
District Health Services of Oecussi 718 177 - 452 1,347
District Health Services of Viqueque 1,283 203 - 585 2,071
SAMES (Autonomous Fund and Service) 408 324 - 114 846
Ministry of Education 47,004 38,490 2,500 4,014 92,008
Office of the Minister 75 174 - - 249
Office of the Vice Minister for Basic Education 65 61 - - 126
Office of the Vice Minister for Secondary Education 60 70 - - 130
Office of theVice Minister for Higher Education and Sciences 65 49 - - 114
Office of the InspecteGeneral 91 147 - - 238
Protocol and Media Office 91 67 - - 158
Legal Office 47 - - - 47
DirectorateGeneral of Corporative Services 114 20 - - 134
DirectorateGeneral of School Administration, Innovation and CurricL 48 22 - - 70

Development
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DirectorateGeneral of Higher Education 49 18 - - - 67
National Directorate of Science and Technology Development 62 10 - - - 72
NationalDirectorate of Technical Higher Education 67 22 - - - 89
National Directorate of School Social Action 63 12,692 - - - 12,755
National Directorate of Planning, Statistics and Information Technologie 185 31 - - - 216
National Directorate dProcurement 46 13 - - - 59
National Directorate of P¥8chool Education 698 98 - - - 796
National Directorate of Finance and Logistics 250 10,864 - 4,014 - 15,128
National Directorate of Curriculum and School Evaluation 98 3,785 - - - 3,883
National Directorate of Basic Education 34,463 3,518 - - - 37,981
National Directorate of Recurrent Education 306 2,149 - - - 2,455
National Directorate of General Secondary Education 5,880 220 - - - 6,100
National Directorate of Technicahd Vocational Secondary Education 1,317 738 - - - 2,055
National Directorate of University Higher Education 76 649 2,500 - - 3,225
National Directorate of Human Resources 196 19 - - - 215
Regional Directorate of Oecussi 207 44 - - - 251
National Institute for the Training of Teachers and Education Professi 412 2,230 - - - 2,642
(INFORDOPE)

District Education Services of Dili 390 38 - - - 428
District Education Services of Baucau 120 49 - - - 169
District EducatiorServices of Aileu 114 47 - - - 161
District Education Services of Ainaro 144 40 - - - 184
District Education Services of Bobonaro 184 53 - - - 237
District Education Services of Ermera 128 60 - - - 188
District Education Services of Lautém 153 60 - - - 213
District Education Services of Liquica 127 44 - - - 171
District Education Services of Manatuto 119 a7 - - - 166
District Education Services of Manufahi 150 51 - - - 201
District Education Services of Covalima 205 53 - - - 258

Page92 of 104



Salaries & Wages Goods & Services Transfers Minor Capital Capital Development Total Expenses
District Education Services of Viqueque 139 48 - - - 187
National Agency for Academic Assessment and Accreditation (ANAAA) - 190 - - - 190
Ministry of State Administration 5,712 8,599 13,088 1,424 9,406 38,228
Office of the Minister 77 45 - - - 122
Office of the Secretary of State for Administrative Decentralization 63 84 - - - 147
Office of the Secretary of State for Local Development 64 103 - - - 167
Office of the InspecteGeneral 105 60 - - - 165
DirectorateGeneral 32 76 - - - 108
National Directorate of Administration and Finance 597 3,501 - 1,424 - 5,522
National Archive 91 61 - - - 152
Technical Secretariat of Electoral Administration (STAE) 380 265 - - - 645
NationalDirectorate of Planning, Evaluation and External Cooperation 116 362 - - - 478
National Directorate of Local Administration 352 153 - - - 505
National Directorate of Support to Suco Administration 1,508 629 - - - 2,137
National Programme fahe Development of Sucos (PNDS) - - 7,961 - - 7,961
National Directorate of Local Development 266 337 - - - 603
Decentralized Development Package | - - - - 9,406 9,406
District Administration of Manufahi 91 90 327 - - 508
District Administration of Viqueque 113 95 467 - - 675
District Administration of Lautém 100 95 373 - - 568
District Administration of Manatuto 118 101 287 - - 506
District Administration of Covalima 143 107 345 - - 595
District Administrationof Ainaro 97 90 270 - - 457
District Administration of Aileu 87 90 337 - - 514
District Administration of Ermera 106 95 619 - - 820
District Administration of Liquica 73 84 287 - - 444
District Administration of Dili 807 867 448 - - 2,122
District Administration of Bobonaro 117 101 518 - - 736
District Administration of Baucau 123 101 669 - - 893

Page93 of 104



Salaries & Wages Goods & Services Transfers Minor Capital Capital Development Total Expenses
District Administration of Oecussi 87 90 179 - - 356
Municipality Installing Committee - 918 - - - 918
Ministry of Commerce, Industry and Environment 2,339 12,300 2,000 343 - 16,982
Office of the Minister 77 284 - - 365
Office of the Vice Minister 65 198 - - 270
Office of the Secretary of State for Commerce 64 183 - - 256
Office of theSecretary of State for Industry and Cooperatives 63 191 - 10 - 264
Office of the Secretary of State for the Environment 63 198 - 12 - 273
Internal Audit Office 38 49 - - - 87
Legal Office 14 112 - - - 126
DirectorateGeneral ofCorporative Services 382 3,278 - 61 - 3,721
DirectorateGeneral of the Environment 585 443 250 33 - 1,311
DirectorateGeneral of Industry and Cooperatives 345 1,166 1,600 110 - 3,221
DirectorateGeneral of Commerce 480 1,092 150 85 - 1,807
Food and Economic Inspectorate 99 271 - 12 - 382
Food Security Fund 64 4,835 - - - 4,899
Ministry of Social Solidarity 1,834 4,093 141,208 715 1,108 148,958
Office of the Minister 79 174 - - - 253
Office of the Vice Minister 61 33 - - - 94
Office of the Secretary of State for Veteran Affairs 64 354 - - - 418
Office of the Secretary of State for Social Security 65 33 - - - 98
Inspectorate and Internal Audit 45 39 - 7 - 91
DirectorateGeneral 68 312 - 13 - 393
National Directorate of Administration and Finance 730 1,148 - 302 508 2,688
National Directorate for Veteran Affairs 134 365 92,101 50 600 93,250
National Directorate of Social Assistance 173 868 1,346 312 - 2,699
National Directoratef Social Reinsertion 138 259 6,054 12 - 6,463
National Directorate of Disaster Management 124 381 3,420 15 - 3,940
National Directorate of Social Solidarity 153 127 38,287 4 - 38,571
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Ministry of Public Works including Autonomous Funds and Services 6,441 120,804 6,000 11,076 46,500 190,821
Ministry of Public Works excluding Autonomous Funds and Services 3,066 5,358 6,000 11,076 46,500 72,000
Office of the Minister 78 65 - - - 143
Office of the Secretary of State Bublic Works 64 45 - - - 109
Office of the Secretary of State for Electricity 63 32 - - - 95
Office of the Secretary of State for Water, Sanitation and Urbanism 63 28 - - - 91
DirectorateGeneral of Corporative Services 313 2,662 6,000 11,076 46,500 66,551
DirectorateGeneral of Public Works 1,258 784 - - - 2,042
DirectorateGeneral of Electricity 16 16 - - - 32
DirectorateGeneral of Water, Sanitation and Urbanism 1,211 1,726 - - - 2,937
Electricity of TimorLestei EDTL (Autonomous Fund and Service) 2,316 112,270 - - - 114,586
Public Institute of Equipment Management (Autonomous Fund and Serv 1,059 3,176 - - - 4,235
Ministry of Transports and Communications including Autonomous 1,514 7,274 - 2,951 620 12,359
Funds and Services

Ministry of Transports and Communications excluding Autonomous 1,080 4,275 - 2,904 620 8,879
Funds and Services

Office of the Minister 70 51 - 18 - 139
Office of the Vice Minister 70 49 - 2 - 121
DirectorateGeneral of Corporative Services 178 4,175 - 2,884 620 7,857
DirectorateGeneral of Transports and Communications 690 - - - - 690
Civil Aviation Authority of TimorLeste 72 - - - - 72
Airport and Air Navigation Administration ofimor-Leste (Autonomous 298 301 - 38 - 637
Fund and Service)

Port Authority of TimofLeste (Autonomous Fund and Service) 136 2,698 - 9 - 2,843
Ministry of Agriculture and Fisheries 5,886 12,396 1,000 699 5,183 25,164
Office of the Minister 78 56 - 2 - 136
Office of the Vice Minister 130 48 - 2 - 180
Office of the Secretary of State for Forests and Nature Preservation 63 36 - 2 - 101
Office of the Secretary of State for Fisheries 63 36 - 2 - 101
Office of the Secretary @tate for Livestock 63 35 - 2 - 100
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Inspectorate and Audit 21 19 - - - 40
Office of the DirectoiGeneral 26 22 - - - 48
National Directorate of Administration and Finance 386 714 - 375 - 1,475
Legal Office 21 10 - 1 - 32
Protocoland Media Office 15 9 - - - 24
National Directorate of Special Services and Research 222 84 - - - 306
NationalDirectorate of Quarantine andd3ecurity 200 104 - 23 - 327
National Directorate of Agricultural Technical Training 468 315 - 81 - 864
National Directorate of Policy and Planning 111 86 - 3 - 200
National Directorate of Agriculture and Horticulture 229 5,987 - - - 6,216
National Directorate of Plants, Industry and Agribusiness 140 308 - 1 - 449
National Directoratef Forestry 262 718 35 - - 1,015
National Directorate of Irrigation and Water Use Management 150 875 - - - 1,025
National Directorate of Fisheries and Aquaculture 305 629 - - - 934
National Directorate of Livestock and Veterinary Services 288 1,256 - 190 - 1,734
National Directorate of Support to Agriculture Commercial Development 136 293 965 15 - 1,409
Agriculture Services in the District of Aileu 119 55 - - - 174
Agriculture Services in the District of Ainaro 155 50 - - 800 1,005
Agriculture Services in the District of Baucau 272 74 - - 1,305 1,651
Agriculture Services in the District of Bobonaro 267 72 - - - 339
Agriculture Services in the District of Covalima 256 73 - - - 329
Agriculture Services in thBistrict of Ermera 166 51 - - 478 695
Agriculture Services in the District of Liquica 150 65 - - 750 965
Agriculture Services in the District of Lautém 194 62 - - - 256
Agriculture Services in the District of Manatuto 207 57 - - - 264
Agriculture Services in the District of Manufahi 232 71 - - - 303
Agriculture Services in the District of Oecussi 236 57 - - 900 1,193
Agriculture Services in the District of Viqueque 255 69 - - 950 1,274
Ministry of Tourism 944 3,379 1,500 265 200 6,288
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Office of the Minister 72 807 - 8 - 887
Office of the Secretary of State for Arts and Culture 63 141 - 3 - 207
DirectorateGeneral of Tourism 317 2,431 1,500 254 200 4,702
DirectorateGeneral of Culture 53 - - - - 53
InspectoratéGeneral of Lotteries 82 - - - - 82
National Directorate of Museums and Libraries 95 - - - - 95
National Directorate of Cultural Legacy 68 - - - - 68
National Directorate of Arts, Culture and Creative Industries 70 - - - - 70
National Directorate of Tourism Marketing 46 - - - - 46
National Directorate of Tourism Planning and Development 30 - - - - 30
National Directorate of Tourism Enterprises, Activities and Products 48 - - - - 48
Ministry of Oil and Mineral Resources 253 1,940 7,000 108 - 9,301
Office of the Minister 57 611 - - - 668
National Directorate of Administration and Finance 131 830 7,000 108 - 8,069
National Directorate of Minerals 65 499 - - - 564
Courts 1,014 2,191 - 212 2,320 5,737
Superior Council of the Judiciary 31 8 - - - 39
Court of Appeal 642 1,975 - 135 100 2,852
District Courts 341 208 - 77 2,220 2,846
Office of the ProsecutorGeneral of the Republic 1,508 1,707 - 179 1,372 4,766
Office of theProsecutoGeneral of the Republic 1,224 1,601 - 179 1,372 4,376
District Prosecution of Baucau 118 40 - - - 158
District Prosecution of Suai 84 37 - - - 121
District Prosecution of Oecussi 82 29 - - - 111
Office of the Provedor for HumanRights and Justice 520 994 - 20 646 2,180
Office of the Provedor for Human Rights and Justice 520 994 - 20 646 2,180
Public Radio and Television Broadcasting Service of TimeLeste 734 1,574 - 891 - 3,199
Directorate of Information 245 132 - 14 - 391
Directorate of Administration and Finance 142 1,149 - 421 - 1,712
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Directorate of Programming 153 205 - 50 - 408
Directorate of Technical Support 195 88 - 406 - 689
National Elections Commission 542 695 5,000 44 - 6,281
National Elections Commission 542 695 5,000 44 - 6,281
Anti -Corruption Commission 387 1,318 - 50 - 1,755
Anti-Corruption Commission 387 1,318 - 50 - 1,755
Civil Service Commission 846 3,125 - 158 - 4,129
Civil ServiceCommission 576 3,003 - 158 - 3,737
National Institute of Public Administration 270 122 - - - 392
National University of Timor-Leste 7,558 3,166 - 180 - 10,904
National University of TimoiLeste 7,558 3,166 - 180 - 10,904
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Autonomous Funds and Services partly funded from own revenues within the 2013 State
DSYSNYft . dzZRASG 6! {pPQnnno

Expenses Own Revenues SGB Funding

ANATL

Salaries & Wages 298

Goods & Services 301

Minor Capital 38

Capital Development 0

Transfers 0
Total 637 1,404 -767
APORTIL

(Inc. Berlim-Nakroma)

Salaries & Wages 136

Goods & Services 2,698

Minor Capital 9

Capital Development 0

Transfers 0
Total 2,843 3,277 -434
EDTL

Salaries & Wages 2,316

Goods & Services 112,270

Minor Capital 0

Capital Development 0

Transfers 0
Total 114,586 17,868 96,718
IGE

Salaries & Wages 1,059

Goods & Services 3,176

Minor Capital 0

Capital Development 0

Transfers 0
Total 4,235 0 4,235
SAMES

Salaries & Wages 408

Goods & Services 324

Minor Capital 114

Capital Development 0

Transfers 0
Total 846 296 550
Total Autonomous Funds and Services 123,147 22,845 100,302
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Infrastructure Fund

Expenses Capital

funded by Development (to

carry -over Salaries& Goods & Minor add or subtract Total
Programmes / Subprogrammes from 2012 Wages Services Transfers Capital in 2013) Expenses
Total Including Loans 444,351 - - - - 160,026 604,377
Total Excluding Loans 401,263 - - - - 159,526 560,789
Total Loans 43,088 - - - - 500 43,588

Programmes Excluding Loans

Agriculture 5,754 - - - - 2,199 7,953
Irrigation 5,754 - - - - 2,199 7,953
Water and Sanitation 8,598 - - - - 1,500 10,098
Master Fan 8,598 - - - - 1,500 10,098
Urban and Rural Development 7,076 - - - - -500 6,576
Urban and Rural Development 7,076 - - - - -500 6,576
Power 10,038 - - - - 113,629 123,667
Power 10,038 - - - - 113,629 123,667
Roads 68,504 - - - - 19,581 88,085
Roads 68,504 - - - - 19,581 88,085
Bridges 13,837 - - - - 4,452 18,289
Bridges 13,837 - - - - 4,452 18,289
Airports 9,467 - - - - -1,000 8,467
Airports 9,467 - - - - -1,000 8,467
Ports 10,000 - - - - 975 10,975
Ports 10,000 - - - - 975 10,975
IT Equipment 5,791 - - - - 4,700 10,491
IT Equipment 5,791 - - - - 4,700 10,491
Public Buildings 36,881 - - - - 3,787 40,668
Public Buildings 36,881 - - - - 3,787 40,668
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Education
Schools
Universities
MDG
Water and Sanitation
Housing
Health
Hospitals / Health Posts
Security and Defence
Security and Defence
Social Solidarity
Monuments
Tasi Mane
Airports
Roads and Bridges
Oil and Gas
Drafting of Designs and Supervisiori New Projects
Drafting of Designs and SupervisiorNew Projects

Water and Sanitation
Sewerage system
Roads

Roads

9,882
3,937
5,945
103,517
24,504
79,013
2,324
2,324
7,780
7,780
363
363
101,452
6,620
25,565
69,267

Loan Programmes

20,000
20,000
23,088
23,088
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-147
620
-1,368
-57,254
-17,574
-39,680
-283
-283
9,819
9,819
1,300
1,300
37,950
11,000
8,475
18,475
19,418
19,418

500
500

9,135
4,557
4,577
46,263
6,930
39,333
2,041
2,041
17,599
17,599
1,663
1,663
139,402
17,620
34,040
87,742
19,418
19,418

20,000
20,000
23,588
23,588



Programmes

Total

Professional Training
Technical Training
Scholarships

Other Types of Training

Attachment V¢ Budget Appropriations for 2013 ($'000)

Human Capital Development Fund

Goods &
. Services
Expenses funded by Salaries & (toadd or Transfers
carry-over from 2012 Wages .
subtract in
2013)
8,549 33,899 -
593 - 4,250 -
- - 3,100 -
6,398 - 16,862 -
1,558 - 9,687 -
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Minor Capital

Capital
Development

Total Expenses

42,448
4,843
3,100
23,260
11,245



Part 4: Supporting Documents

4.1: Petroleum Fund Law Article 8

4.1.1: Requirement for Transfers from the Petroleum Fund

. e Fy
I . . 3 ,
Repihlica Demaocritica de Timor-Leste “

-~ e,
Ministério das Financas bf:\f’
Gabinete da Ministra S

“Adenus Conflite, Bemvindo Desenveoelvimento?”

Oficion® 2561 /GMF/V/2012

Kay Rala Xanana Gusmao
Prime Minister
Demacratic Republic of Timor-Leste

Dear Prime Minister,
SUBJECT: REQUIREMENT FOR TRANSFERS FROM PETROLEUM FUND
This report 1s provided in accordance with Article 8 a) and b) of the Petroleum Fund Law.

The Estimated Sustainable Income 1s calculated in accordance with provisions outlined m
Schedule 1 of the Petroleum Fund Law.

Estimated Sustainable Income Amount (USD)
For Financial Year: 2013 $787.0 mallion
Estimated Sustainable Income Amount (USD)

For preceding Financial Year: 2012 $665.3 nullion

A review of the methodology which the ESI-calculations are based on 1s included m the Budget
2013.

According to Art. € ¢) of the Petroleum Fund Law, the Independent Auditor, shall certify the

amount of the Estimated Sustamable Income. The certification report 1s attached.

Yours sincerely
K

{ &k
) 3.\__ i -
Emilia Pires
Minister of Finance
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4.1.2: Independent Reassurance Report to the Ministry of Finance
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