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Part 1: Prime MinisrQa { LJISSOK

Your Excellency,
The Speaker of Parliament

Your Excellencies,
The DeputySpeakers of Parliament

Your Excellencies,
The Members of Parliament

FellowGovernmentmembers,
Ladies and Gentlemen,

It is with the greatest respect that, for the last time as the Prime Minister, | come before this
Great House to present a State GealdBudget.

Everyone here has been consolidating the democratic exercise in -Lieste forthe past
few years, representing citizens who are benefitting from institutional dialogue and
interaction.

The creation of a sound platform for peace and stabiligs enabled the institutional
architecture that today is maturing as a result of a fluid dynamic of debate, of checks and
balances, as well as the search for consensus and joint efforts bringing everyone together
around the same project.

We all have a aoamon goal: to promote the growth of Timdreste in a mannethat is
inclusive, balanced and sustainable. | believe that this Great House should be the meeting
point for positions and solutions that, first and foremost, serve the national interest.

The delate on the SGB is the one that, coming before a new tax period, requires us to set
goals and objectives to be achieved, as well as a corresponding plan indémamgvities

and funding. This is the debate in which we clarify the work to be undertakentbgenext
twelve months. As such, it should be well thought out, so that all available resources can be
maximised to benefit all Timorese citizens.

It is to serve that higher goal of improving the living conditions of Timorese families that this
Great Haise needs to find a broad and joint solution.

We want the 2014 State General Budget to reflect the various perspectives in-Tasia,
SO as to create a consensus that allows us to talk about a participative democracy.

Let us focus on the things thatibg us together, which are much stronger thére things
that may keep us apart. We all want our children to be able to go to school, grow into
capable adults, be employedto be able to provide healthy and happy lives for their



families. We want our eletly and our most fragile citizens to be supported by special
services. We want our economy to prosper. We want every Timorese to be able to fulfil new
dreams, born from the great dream of achieving independence. That was the seed that
today gives birth taur entire future.

Your Excellencies,

The international context in which we dare to dream is not an auspicious oneard/e
witnessing a global economic framework where overspending led to a crisis in which the
solutions centred on austerity are failinig work. The recession spiral faced by many
developed countries today is a result of governing that neglects to look at the people. |
believe that the State institutions of these developed countries have failed to meet the
standards prescribed by their lawin terms of financial management and budget control
over expenses and, particularly, sovereign debts. The most interesting aspect is that, as a
new country, we were encouraged to learn from them, to copy their standards. Today we
know that in order to pevent similar situations we must strengthen our own agencies so as
to have a good practice of checks and balances.

We have learned from others and we reaffirm our commitment before Timofasslies,
before the men and women that contribute to a growthathshould be inclusiveand
sustainable, before the citizens that are most vulnerable and that require specia| and
before the young people who are the future and who deserve the opportuoityild their
new country.

This is our ultimateommitment.

TimorLeste has managed to grow despite the global crisis, with modest, glbsitive,
signs of economic development. Although much of this growth is boostedebgnormous
wealth of our energy resources, Timbeste must be able to make ai®f this favourable
wind. It is urgent to seize the moment to invest in econoriiersification, so as to make
our economy more mature in the medium term.

However, having the wind in our sails is not of much use if we do not knodestination.

Today we know the path we want to take and the country we want to becowe. have a
plan that enables us to look forward to the concrete goals that we wamtctieve. Twenty
years from now, we want to have mediumhigh income TimoetLestewith a prosperous,
educated and healthy population.

In order to get there we have prepared a plan that is today the key matrix ofjemterning
action. The Strategic Development Plan 2@DBO0 is presently ongoing aridis 2014 State
General Budget is simply tmeaterialisation of the current stage of tH&lan.

This Plan provides for an approach that encompasses the short, mediunoragderms
within a shared vision for a country that seeks to grow well, and on séamtations. The
draft 2014 Budget that we pisent here today responds in full to timeeds of the present,
while preparing to sustain the future. It includes policies gndjects with immediate



impacts, complemented by programs that will produce visitdsults in a few years, but
whicharestilLJr NIIi 2F GKS O2dzyiNEQa 3AINRSOIK Fa | gK2f

With this plan, we want to make use of this favourable wind in order to achieve a
development that is primarily inclusive and sustainable.

It must be inclusive in order to respond equally to the needs of evenprBisecitizen, from
the coastal communities to the mountains in the countryside.

It must be sustainable because it cannot respond only to the immediate needsirof
population. Instead, it must respond to odong term vision, so as not tegpardise
resources for future generations.

It is because of the vital importance of sustainability that we also insist that paddmunts
must be managed in an accurate and professional manner. As such, weontihue
encouraging the State institutions to increagheir commitment to achievingyreater
efficiency and transparency.

Indeed, this commitment in relation to accuracy, accountability and transparkasybeen
acknowledged internationally in different forums. In 2012 we moved upla@es in the
world transparency ranking, measured by the Corruption Perception Inbhe2013 the
Resource Management Index report by the Revenue Watch Institat®gnised the
transparency of the systems adopted by Tirh@ste for managing ifgetroleum wealth, by
putting our country in 13th place, ahead of many of our mateveloped neighbours, in
what concerns safeguards and quality control.

Timor] S4GS5Qa SESYLIX I NBE O2YLX Al yOS ¢ A niflativéd KS 9 E |
has led other countries with similar resouscto seek to learn from ougxperience so that

they may replicate the good practices, transparency, andatmiracy mechanisms we have
established in TimeLeste.

Your Excellencies,

The draft SGB we present today also respects the issues of accuracgflaation in our
administrative management and financial execution.

Consequently weropose a 2014 State General Budge$df5 billion This is iine with our
execution capacity, our pressing development needs and the needrttol inflation.

We recognise that the economic growth of the last few years has also ledcteases in
inflation that affect the purchasing power of the Timorese people. As suehhave
invested in better inflation monitoring and review in order to curb inflation.

We krow today that the reasons for this increase include several factors, nof alhich
can be controlled by the State. Therefore we are creating conditions thabetir prepare
us to control inflation. We do not want to see inflation shoot up, but ago want to
continue our vital investments in development programs.



This is the time to build the future, without losing sight of our macroecon@uoéls.

This is why in 2013, for the second consecutive year, we have manageedtuce
considerably theotal budget amount. This is part of an ongoing effort of fistedtainability
and resource maximisation.

Defining priorities that continue the work undertaken in previous yearsssential for
preventing wastefulness and disorientation in public acdsun

- Investing in the people, namely in the areas of health, educationpaoféssional training.
- Developing of basic infrastructure.

- Achieving integrated, inclusive and sustainable economic growth, basesboculture,
tourism and the petroleunmdustry.

- Consolidating the institutional framework, a stalwart of good governance, peace
stability. This is vital for enabling all other sectors to succeed.

If we look at the fund allocation per Ministry, it is easy to see that the Efihstituional
Governmentgives priority in this State General Budget to isst@scerning social wellbeing
and infrastructure. The four Ministries with the maosignificant financial contributions are
the Ministry of Public Works, the Ministry of Socaallidarity the Ministry of Education and
the Ministry of Health.

Consequently the 2014 State General Budget reflects the attention paid tketheriority
sectors for the Fifth Constitution&overnmentby continuing majotinvestments made in
previous years and \bstarting new projects and programs seekitog provide a more
effective response to the short, medium and long term needs ofTtineorese.

This Budget makes significant increases in health and education expenditiiihéy a
general framework of fightingoverty.

The budget for theMinistry of Healthincreases from $64.3 million in 2013 $67.2 million
in 2014.

This increase will enable the full implementation of the health service delpeligy and
the construction of 39 health clinics under theaagrated suco health plaiThese programs
seek to strengthen primary services by expanding national covenabéde improving
specialised exvices in areas such as traurmare, pneumologyoncology and cardiology, so
as to expand national specialised héadiare.

The budget for theMinistry of Educationincreases from $92 million in 2013 ®i106.6
million in 2014, representing more than 15% of the SGB. This is evidencethiat
Governmentconsiders it a priority to strengthen the education of our childeerd young
people.



This financial package will ensure the construction of 100 newspheols, theefurbishing
of 50 basic education schools and the construction of four new mscebols for General
Secondary Education. Complementing the investmentthia improvement of school
infrastructure, the amount allocated to the Ministry of Educatwill also be dedicated to
curricular improvement and to the development of tpedagogic and educational capacity
of teachers. In 2014 alone we expect 1500 newacders to graduate the complementary
training course and to be ready to entiraching careers.

The two special fundsthe Human Capital Development Fund and thigastructure Fund
also reflect the primary needs.

The Human Capital Development Fund has been allocated a togdOofmillion which is
sufficient to meet the vital need of improving our human resources. The wliffierence
here is the reorganisation in the allocation of funds, focusing on technicapeofdssional
training, whose allocation will increase from $4.8 million 0.1 million The amount
allocated to scholarships remains very significant, so as to con@mabdling Timorese
students to receive professional training abroad.

The amount alloated to infrastructure is reduced from $604.4 million in 2013%#25.1
million in 2014, reflecting the results already achieved in the previous yeathendngoing
financial management for projects underway.

Regarding the results achieved, the sucaasthe Electricity Project, with the fullperation
of the power plants of Hera and Betano, will enable a more efficient natipoaler
distribution, which will have a clear impact on the living quality of our Peoplecanthe
development of economic aistities that depend on electricity.

The ongoing major projects, such as the Tasi Mane project, the construction and
rehabilitation of roads and bridges and improvements in terms of port and airport
infrastructure, will be implemented according to theirspective stages. However, sintte
corresponding expenses will be paid gradually instead of through lump sumsntheal
allocation for each will be smaller and the total amount will be smaller than t2@113.

This does not mean that the State no lengwants to base economic growth dahe
development of core infrastructure. Rather, it means that the State wantsatmnalise
resources more efficiently, in line with our execution capacity, so as to lgaeater
accuracy in the sustainable managemehpablic expenditure.

Consequently this 2014 Budget will cover basic infrastructure directquiticular to our
rural and remote areas, such as the installation of water systerds,000 rural households,
the rehabilitation of 200 km of rural roads the 13 districtsand the construction of 3,000
units of solar panels and wind energy systems in Ataumae Oecusse.

In response to our market needs, we will be invest#id.5 millionin the extension and
construction of the new Terminal for tHeresident Nicolau Lobatoternational Airport and
$13.2 millionin the new ports, including the preparation of tieew Tibar Port. Together,



these initiatives will increase the confidence of foreigmestors in Timot.este by creating
the essential condibns for access to commoditiesd services.

$20.9 millionunder the Infrastructure Fund will also be allocated to thevelopment of
Oecusse. As you know, this district will benefit from the creation in 26fL4 special
Economic Zone, as a result of mitiative led by Dr Mari Alkatiri, which wilansform the
economic, social and cultural landscape of our enclave, so apdmximate its growth to
that of the rest of the country.

Containing the investments made in infrastructure allowed usdmpensate theébudget in
our traditional sectors, such as Agriculture and Fisheries. This is witméhe intention by
the Strategic Development Plan and tli&vernmentProgram ofdiversifying the non
petroleum economy, particularly Agriculture and Tism.

Consequently, agriculture will benefit from an allocatior$@b.25 million

Your Excellencies,

The draft 2014 State General Budget suggests a diversified approach shdatge medium
and long term for the national cause that has replaced theggle forindependence as the
top priority of TimorLeste: the fight against poverty.

In regard to this fight, the Millennium Development Goals are presently beviged for
the post2015 period. Timoteste has been participating in this debate astthring the
lessons we learned as a country in transition, along with the othed 27dzy’ G NJA S a

group.

So far we have achieved progress in the Goals related to the child mortalityhratender
5 mortality rate and the cases of tuberculosigetted and treated

The considerable reduction of these indicators shows the positive effect ofdftems
implemented for improving the conditions of health services, namelyinayeasing the
number of health professionals and establishing partnershijtk civil society for creating
information campaigns with strong impacts on the people.

In 2012 we also achieved the MDG related to the percentage of Parliamestatg
occupied by women.

Today we are well placed to improve the national results eomag two otherMDGs: the
net enrolment rate in primary education, which is already close to 90%tlengercentage
of deliveries of babies assisted by qualified health professionals.

Although TimoilLeste continues to be dramatically affected by povertyese modest
improvements represent a collective effort and an approach by the whol@aMernment
towards an inclusive economic growth that can improve the liviogditions of every
Timorese citizen both now and in the future.

27
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This imperative is théasis for a Plan that covers the rehabilitation of roadSaalitate
access by families to health clinics, the construction of schools to educatgermsvations,
the creation of irrigation systems to improve agricultural production d@raining in the
tourism industry to diversify our economy.

This imperative is present throughout the State Budget. No program msdeese if it is
implemented in isolation. Only by implementing this whole picture canregpond to the
challenges ahead responsibly and gbhys

Your Excellency
The Speaker of Parliament,

Your Excellencies
The Members of Parliament,

This SGB features an increase of 11% in the three appropriation categondes recurrent
expenditure. However, the national project contained in this finahdocument cannot be
explained by simplistic calculations, which is why we must lookhait is reflected in this
draft budget in greater detail.

A first simplistic assessment of the increase in recurrent expenditure migdebeiving. It

is essentiato understand that a large part of this increase is achieveddying social and

physical investments in priority areas such as health and educatiome lbbserve each
expenditure category, we may see that the goal is not to feed a Sigparatus but réher

to guarantee a series of core public services for Timorese families.

LF GKS OFGS3I2NE 2F WwWalflFNASE FyR gdorBideda Q o06SYy
that professionals such as health professionals are entitled to a special cagipre, for

which we allocated4.7 million The same applies to the education sectehere it is vital

to motivate the staff in order to increase national standards.

{AYAf I NI &z (GKS OFGS3I2NER 2F WAl f | NRA Baeigt YR 4|
Affairs and Cooperation. In 2014, this ministry will be establishing eelvassies in Laos,
Cambodia, Brunei and Myanmar. These new representatamead will help TimoLeste
AYONBI 4SS (GKS O2dzy i NBQa Apafidulddy ynpofantfor/ TRnoeNS LIdzd |
Leste to join ASEAN.

We should also try to understand the increases in the category of GoodSemites, which
also falls under that which is called recurrent expenditure.

The investment in goods and services will cover, for instance, apperational and
maintenance costs of the power plants of Hera and Betano, thus ensurirdjdtrdution of
power, which is absolutely essential for improving the living conditionslloffimorese
citizens and for developing the economic.

In the sector & Education,$26.9 millionis allocated to the School Me&rogram, which
serves to keep our children in school and to provide them with bettéritional balance,



thereby preventing malnutrition. Also in the sector of Educat®®.5million is allocatedo
salaries for teachers in the transitional regime, which will bergfi20 teachers throughout
the country. This will strengthen the role of the people wdnr@ the frontline educators of
our children and who will shape our future.

The health sectorlao benefits from this category, since it recei#&smillionfor purchasing
good stuffs for hospital patients, thereby improving national medical car@ldbd receives
$13 millionfor purchasing medicine, so as to ensure better conditiontorpatients and
for people with disabilities.

hdzNJ GNIY RAGAZ2Y I f SO2y2YAO aSOG2NE | NBnd | f
{ SNBDAOSaé¢s (GKNRdzZAK LINRPIANI YA o0& GKS dhayA
amount of$4.6 million indispensible foensuring food security) and through tleentinuity
2F (GKS tNRBANFXY GAGE SR a{ dzl dz A RI3milieanNd R dzi 2
encouraging specialised local production.
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Inside recurrent expenditure we can also identify a series of basic soeggtments under
public transfers.

One of the main recipients of public transfers is the Ministry of Social Solidatiigh is
allocated$139.4 millionFf 2 NJ @A GF f LINR INI Y& & didddcial sappait. 2 & |
to our veterans.

Under publictransfers, the priority sectors of Education and Health benefit fiesaential
investments that will ensure the operation of their services. The Ministrigdcafcation will
be allocated$25 millionfor rehabilitating schools in the 13 districiscluding €uipment,
water and sanitation facilities and electricity. The Ministry of Heualilh receive$9 million
for subsidising health posts throughout the country.

This category also include&&l0 millionallocated to SEPFOPE for developingl roads,

whichwill enable theGovernmento improve infrastructure for our rurgdopulations and to

generate employment throughout the country. Seeking to achiewml development,

public transfers also includ®ll millionF 2 NJ G KS a A y AGLIGNE  y2AFF  WakaAlier O
related to land compensation, as well $$3.7 millionfor the National Suco Development

Program, a large multiyegarogramtargeting balancedievelopment in our sucos by way of

subsidies according to the specific needs of eaato.

This budget category also contributes to the development of cooperatives samall
industrial groups through the MTIE, as well as to small local industries in theo&rea
construction materials through SEPFOPE.

This detailed description leads us to cart# that this Budget is broad, coveritige capital
development component, which is directed at physical investment, as welsoasl
investment for economic growth and employment creation through recuresqenditure.

Your Excellencies,

10



We recognisethat the budget execution rate is below what we intended, duethe
obstacles we still face when implementing certain projects. Nevertheless, we liere
making the necessary corrections and we want this 2014 State General Budgiétd the
importance of improving that implementation capacity.

We know that we will have to strengthen the verification and monitofimgruments of the
GovernmentProgram and of the Strategic Development Plan, saocagnsure proper
adequacy between plans and actual cutees.

As such, this year we decided to create an instrument that will enable wsotator the
implementation of the Strategic Development Plan more closehus weestablished the
Development Policy Coordination Mechanism, whicbks at the Strategic &velopment
Plan in an integrated manner, so as to interlgg@ctors and economic initiatives.

Ultimately, this mechanism seeks to make the implementation of the Strai@gelopment
Plan more effective every year, favouring better intemnisterial coordination. It seeks to
achieve a wholef-Governmentapproach to future challenges.

As a whole, this draft 2014 State General Budget benefits at this time frompabsbility of
using the enormous wealth of our natural resources to supgodnomicgrowth and, in
turn, stimulate the private sector.

Here the Strategic Development Plan is also very clear: in the absenadyo@mic private
sector that can drive the economy on its own, it is the State that rread this growth by
creating the necessg conditions in terms of infrastructure, humarapital development,
institutional strengthening, etc., so that private companies will takea greater role.

| believe that we are seeing the first signs that suggest we are on the right \Watthave
carried out several initiatives in order to boost the Timorese businesstor and to
encourage foreign private investment in our country.

PDD | and PDD Il had already allowed us to nurture the private sector througteut
country by implementing local prog¢gs for constructing small infrastructure works.
Subsequently the Integrated District Development Plan (PDID) made it possibktetud
those projects, leading to the creation of the National Suco Development Rtaoh has
already implemented projects 30 sucos. In addition to boosting the logaivate sector,
this also promotes decentralised decisioraking that takes int@onsideration the specific
needs of each local community.

Along with these major Programs, there are several other initiathueturing the national
market.

As you know, in June 2013 the Registry and Verificationbaterprises Servicé SERVE)
became operational. This service facilitates the administrative aspectsnfoancing the
national business environment. The figureggented by SERVE shtwat this initiative has
indeed accelerated thalevelopment of the private sector, with,470 companies created in
the first three quarters of 2013. Most of these comparées national companies.

11



These figures show that we are diag to see some of the minimum conditionsquired to
give confidence to Timorese professionals to start their own busineSsading a business
requires significant effort and investment, technical capacity amshre importantly,
confidence thapersonal and financial investments will be rewarded.

This confidence, your Excellencies, is one of the most important signs thaothery is
looking to the future and starting to overcome the fear of a painful andertain past that
has previously hitered Timorese citizens from starting their ownsinesses. Still, | must
say that it is vital and urgent to promote a broad debate in 2@ mechanisms for
providing credit to national businesspeople, with rigorous rulerms of compliance with
obligations.

The greater strength of the private sector will allow us to gradually increasesteenues.
Indeed, tax revenues are already increasing, with thevernmentexpectinga 13.5%
increase from 2013 to 2014.

Your Excellency

The Speaker of Parliament

Your Excellencies
The Deputy Speakers of Parliament,

Your Excellencies
The Members of Parliament,

Ladies and Gentlemen,

This domestic confidence is also starting to reconfigure Fim&ra 4 S Q& wallf S Ay K¢
¢KS O2dzy i NE QA LINEBHEMgihgS WHileowWweRvEr® onde |thieneficiares of

intensive international assistance, today we are a resilient couiniding its own place in

the region and in the world.

It is almost a year since the United Nations International Mission in Tlimsteand the ISF
departed, and in many ways we are exceeding our expectations.

Until very recently we were mostly the recipients of development aid and seenfiaggile
State. Specialists did not believe in our national project, thinking that we weadd langer
international intervention before we could become the masters of our fate.

In a short time, that vision changed radically. Today Tibeste is seen as raliable and

committed partner. The good results we have been presenting angmagmatic viin of
our future have earned the confidence of our internatiopattners.
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This dialogue with our partners has been facilitated by the fact that we crehetrategic
Development Plan 2012030. TimoilLeste has a plan and knows the pdttvants to tale.

Many thought that we had not yet built a solid base to stand on our own. A Katar, |
believe that we have proved otherwise. The economy did not suffer as hadfbesseen,
and we continue to have security and stability. | believe that everyonensmitted to this
non-partisan effort of building the country into what we want it b@come.

This Budget reflects this gradual autonomy that we have achieved as a resaliuxfed
dependence on our development partners during the last few years. In 20@&4
contribution by development partners to the expenditure by the State will be 10a6#inst
11.0% in 2013.

This is another promising fact within a broader context of Tind a 4 SQainthik a A (G A 2
world and in the region.

Today we are starting to beme attractive to international investment, as can seen by

WFE LI yQa wL/hl t9b¢! - Q&-LeRt& Jheaghadudiepldcemend &G G f S
international development aid with international private investmesfitows that, in addition

to having a natioal impact, the ongoing efforts to establish théasic conditions for
developing the private sector are having an impact on our

international partners.

TimorLeste is one of the most fiscally competitive countries in the CPLP, astated in
the recentNB L2 NI GAGE SR at I @Ay 3 ¢Gorddmenpolticale ® ¢ K A
option of keeping the total tax rate low. It presently stands at 11%.

The confidence of the global market also reflects the responsibilities that we Ihese
given in severainternational forums and that we have been meeting with graaturacy
and commitment.

Just last year we were invited to assume the Presidency of UNESCAP24idl iwe will
assume the Presidency of the CPLP. The active presence oflEstein thesearenas has
enabled the development of key bridges to some of the regiamehs in the world where
we have privileged partnerships.

As an island country, we only have land connection with our Indonesian bro#rets
sisters, with whom we are developing arceptional relationship. Nevertheless, wave a
series of connections that go much beyond our land border and that masapialized by
membership in ASEAN.

While we already have stable bilateral relations with Indonesia, we areestablishing a

tripartite relationship, having Australia as the third member of stistegic partnership.

The tripartite growth initiative between Timdreste, the neighbouring provinces of
LYR2YSaAl | yR ! dza G NI f A linRgrated dedslopnfemist thehBalNA (1 2 NI
States in this sulbegion, by strengthening sectoes varied as tourism, energy, agriculture
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and R&D. We also want to have social anttural initiatives that will strengthen the ties of
friendship with our closest neighbours.

We are als@ontinuing to lead a new paradigm with the g7+ for the developnwdrihe se
called fragile States, which exist in situations of conflict or transition. [Eaership has
also enabled Timekeste to assume a different standing in the world.

We are now amodel for fragile States and for natidouilding in postconflict areas
worldwide. TimorLeste stands at the cutting edge of the aid effectivermaesement.

As a result of this framework we have created the Tiiheste CooperatioAgency, through
which wehave been providing assistance to several countries.

The last case was that of GuinB&sau, in November of the last year. Bféered $6 million
and we sent a technical team for supporting the electoral registrapimtess, with a spirit
of interagencycooperation and of sharing the valuable experiertbat the Timorese
Technical Secretariat for Electoratiministration has alreadgicquired.

In all these areas we are creating a renewed country that is attentive to velkas place
both internationallyand domestically, as well as a country that takes catdé@®people who
live in it.

Your Excellencies,

The draft 2014 State General Budget that we present here today reflects thdutlational
project that we have for Timekeste.

In compliancewith our commitment in terms of accuracy, reflection amdnsparency, this
Budget responds to the present and future needs, while takingdotwsideration the issues
of fiscal sustainability and proper management of pubticounts.

The challenges ahdaof us are enormous, but today we know the path we wiantake so
that Timor[ S & GS/E&@Mentreflects the aspirations of all its citizens, batbw and in
the future.

Today we begin a new stage on this path!

This is a stage that should be supportadconstructive dialogue, within a spiaf common
commitment towards our core national interest which is the wellbeingewéry Timorese
citizen.

Thank you very much.

Kay Rala Xanana Gusmao
Dili, 9 January 2014
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Part 2: Description and Analysis of tA814 State
Budget

2.1:Executive Summary
2.1.1: TheGovernmenQa D2l fa FyR t2ftA0ASa

The Annual State Budget lays out Be@vernmentof Timor] S& G SQa L2t AOASaA T+
year in order to meet its priorities: namely a higher standard of living for ialens

achieved via economic growtthat is inclusive, balanced and sustainablehis means

prioritizing the health, education and security sectors in the country, while developing
infrastructure on a large and small scaled ensuring sustained publiatisfers to the most

vulnerable sectors of the populationBudget Book 1 for 2014 will lay out how the
Governmentintends to pursue these policies in the coming year.

Table 2.1.1.1: Combined Sources Budget 22028, $ million$

2012 2013 2014

Actual | BB1 | Budget | 20%° | 2016 | 2017} 2018

Combined Sources Budget 1,451.2| 1,892.3| 1,684.9| 1,969.1| 2,060.7| 1,715.8| 1,576.8

byi%‘;zr”me”EXpe”d't“res 1,197.6| 1,647.5| 1,500.0| 1,893.5| 2,000.9| 1,714.2| 1,575.2

CFTL 789.3| 1,000.7| 1,091.4| 1135.1| 1.1805| 1.227.7] 1.276.8
HCDF 32.2 24| 400 45.0 45.0 49.0 49.0
Infrastructure Fund 376.1| 604.4| 3686| 7134| 7844| 4375| 2494
Development Partner 253.6| 244.8| 184.9 75.6 50.8 16 16

Commitments

Source: National Directorate of the Budget and Developm@artnershipManagement Unit

Table 2.1.1.1 lays out the two sources of expenditure in Tpeste in 2014: the
Governmentand Development Partners. The total expenditure i684,9million; $1500.0
million from the Government and $B84.9 million from Development Paréms. This
represents a continued decline in reliance on Development Partners; both in absolute terms
and as a proportion of overall spending1(0%, down from 2.9% in 2013). It should be
noted that the steep decline in outer years is due to partners restkhowing how much

they will allocate in those years (see Budget Book 5 for more details).

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 percentaggisn@lbc on

close inspection it may seem that minor errors have been made in the decimal place when adding up the
FAIAdzZNBA Ay 2NRSNJ G2 3ASG G2 | wiz2dlftQd ¢KA&A Aa | NBad
large figures in a readablmanner. A rounding error is not really an error it is just the wathmetic works

when long figures are displayed to a few decimal places.
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Table 2.1.12: Fiscal Table with Memorandum Items, $ millions

2010 2011 2012 2013 2014

Actual | Actual | Actual BB1 | Budget 2015 2016 2017 2018
Total Expenditure
by Appropriation | 760.3| 1,097.1| 1,197.6| 1,647.5| 1,500.0| 1,893.5| 2,009.9| 17142 1,575.2
Category
Recurrent 506.1| 508.8| 782.4| 8410| 9925| 1,0356| 1,075.3| 1,1205| 1,163.3
Salary and 91.5| 1115| 1309| 1605| 176.8| 183.8| 1912| 1988| 2068
Wages
Goods and
Services (inc. 2459| 254.4| 3419| 4415| 4803| s5029| s5212| 544.3| 5641
HCDF)
Public

168.7| 1429| 300.7| 239.0| 3355| 3489| 3629| 377.4| 3925
Transfers
Capital 2543| 5883| 506.4| s8065| 507.5| 857.9| 93a6| 593.7| 4119
Minor Capital 38.3 27.3 42.0 49.6 521 54.2 56.4 58.6 61.0
Capital and
Development (inc.| 215.9| 561.0| 464.4| 756.9| 4553 8037| 8783| 5351| 3509
Infrastructure)
Domestic 66| 111.7| 137.7| 1463| 166.1| 181.0| 196.1| 2112| 2264
Revenue***
Non-Oil Fiscal 663.7| -985.4| -1,059.9| -1,501.2| -1,333.9| -1,712.5| -1,813.8| -1,503.0 -1,348.8
Balance
Financing 663.7| 985.4| 1,059.9| 1,501.2| 1,333.9| 1,7125| 1,813.8| 1,503.0| 1,34858
Estimated
Sustainable 5020 734.0| 6653| 787.0| 6323| 6387| 6258| 6108| 6049
Income (ESI)
Excess
Withdrawals from | 309.0| 321.0| 8296 00| 2706| 9565 1,0205| 7248| 707.0
the PF
Use of Cash 1473  69.7| -4781| 6706 400.0 0.0 0.0 0.0 0.0
Balance

_ 0.0 0.0 21.7 436 31.1| 117.3| 1585| 1675 37.0

Borrowing/Loans
Selected
Economic
Indicators
Nominal GDP 934.3| 1,128.3| 1,340.8| 1,534.3| 1,773.1| 2,0685| 2,429.7| 2.8655| 3,324.5
(Non-Qil Sector)
Fiscal Deficit /
GDP (NofOil 71.0%| 87.3%| 785%| 97.8%| 75.2%| 82.8%| 747%| 525%| 40.6%
Sector)

Source: National Directorate of Budget, National Directorate of Economic Policy, Petroleum Fund
Administration Unit and Major Projects Secretariat, Ministry of Finance.

Table 2.1.1.2 lays o@overnmentexpenditure in more detaillThe total budget is being cut
for a secondconsecutive yearby $47.5 million?. This is in line with the&Governmen® &

policy of ensuring fiscal sustainabilitRecurrent expenditure has increased, but much of

this increase can be classified as human capital or social investment. Huspéal c

% Budgeted expenditure in 2011 was $1,806.5 million.
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investment will allow more people to be productively employed in the formal sector; this
will contribute to higher and more balance economic growth. Social investment will ensure
that vulnerable and deserving members of our society share in thefitenof economic
growth, thus making it more inclusive.

2.1.2: Economic Overview

Timor[ $40804 S§02y2Ye 3ANBS o0& pebagemskodr oh GDPM A Y
grew by 6.0%, half the rate of growth of the rpetroleum sector (12.09%6) Neverthdess,

the petroleum sector maintains its dominance of TimprSa4 G SQa SO2y2Yeéx N&
Tchg: 2F GKS O2dzydNEBEQ& G201 f D5t @

The very high growth rate of nesil GDP in 2011 can be traced back to the strong increase

in Government expenditures during that year, in particular capital and development
expenditures. Some of this increased expenditureeflected the Governmenf a
GFNRYGf 2 RAYyIeE LREAOCE AYUSYRSR (2 o0dAftR (KS
and longterm econonic development via the shoterm improvement of key infrastructure

and human capitalThis is in line with the Strategic Development Plan (SDP).

However with this high rate of economic growtimflation has increasedubstantially At

the end of December 2011, prices, as measured by the Consumer Price Index (CPI), were
15.4% higher than at the same period of the previous year, and itflegion waswell

above the SDP target range 66%.

With actualGovernmentCapital andDevelgoment expenditures declining in nominal terms

in 2012, mostlydue tolow execution rates, key economic sectors that had fostered growth
in 2011, such as construction, are expected&wereduced The rate of growth of the nen
petroleum sector of GDP, whic is forecasted at 8.2% for 201%5 still strong but
substantially below the 2011 rate. The rate of inflation decreased throughout 2012 and
stood at 10.9% in December 2012.

In the medium term, theGovernmentexpects that the frontloadingpolicy, along wit

various reforms (e.g. passing of a Land Law, SER¥EStop Shop, Public Private
Partnerships, etc.Jo create an environment fora strongprivate sector to emerge as the

dominant source of growth and thus maintain high overall rates of economic gramdh

increased domestic revenueThe Government is therefore focused on highguality
expenditures to supporbn one handthe privaie sector and on the otherharid K S 02 dzy (i NB ¢
social developmentThis will be achiewk by targeted higher recurrent expenditigen

education and public transfers, which will provide a better and more productive workforce

as well as ensure greater inclusivene$fie 2014 budget washus prepared within a

® Timor-Leste National Accounts 20@D11, DGE (2013). IntieSEG > 6 KSYy NBFSNNAYy3I (2 Wha
considered.
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framework of high quality expenditures consistent with curtailing inflationd @&turning to
a fiscally sustainable spending path.

2.1.3: Expenditure

Total Governmentexpenditure in 2014 is $300.0million, a9.0% decrease from 2013 his
reduction shows th&SovernmenQ & R S { S NI A v fistak stisfainabifity TReyledlideN S
in expenditureis mostly driven by reductions in Capital and Development, particulatlye
Infrastructure Fundvhich has been allocated3$8.6million (39.0%less than last year

The Governmenthas reduced the Infrastructure Fu@dbudget for two reasns. First, the
Governmentwishes to concentrateon the institutional capacity on the most important
projects for Timof S&A1SQa&4 RSGSt2LIVYSyied ¢KAA akKz2dzZd R
efficiency and value for money. Secotige amount allocated for 2014 is more realigtian

in previous yearand should lead to a higher execution rate.

Recurrent expenditurehas increa®d by 18.0% mostly driven by increases in Public
Transfersand Goods and ServiceMuch of this increase imecurrent expenditure is,
however, for either social or human capital investment. T@®vernment regards
expenditures on human capitalas essential in order ttelp increasethe capacity and
productivity of the workforce (which will promotéuture growth) Moreover increased
social investmentwill contribute toinclusive, balanced economic growts greateisupport
will be given to poorer andnore marginalized sectors of the populatiowho would
otherwise not benefit as much from economic growth

2.1.4:Revenue

The Estimated Sustainable Income (ESI) for 2014 is calculated at $632.3 million, which is

A

$1656YAf f A2y f26SN) GKIYy GKS Hnamn i9downwed G A YI

revision is due taan expected decrease in production levelsBayuUndan compared to
previous yearsThe 2014 ESI calculations started using Brent crude oil instead of WTI crude
oil as price benchmark, due to its better tracking of Bajndan products. There are no
other changes to the methodology of the ESI calculation.

Oveunll petroleum production peaked in 2012, but revenues reradistrong in 2013 due to

high oil prices. The Petroleum Fund balance is estimated to be $14.1 billion by the end of
the year. Petroleum revenues are then forecasted to decline quite sharply #4%1,
million in 2014, before temporarily levelling off until 2016. The Petroleum Fund balance is
estimatedto reach$15.4 billionby the end of 2014, assumirg270.6 millionof withdrawals

in excess of the ESI.

In terms of domestic revenue, 2014 is setctintinueits upward trend in terms of taxes and
other charges, increasing to $166.1 million, or 13.6% more than the forecast for 2013 in last

A x> 4 oA

8SIFNRa o0dzRISGP® ¢KAA LINRP2SOGUSR AYyONBlFasS Aa
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indirect taxes such & Excise and Import taXhe Governmentis committed to increasing
domestic revenues in order to move to a less petroled@pendent economy

2.1.5: Financing

The financing section of thBudget Booloutlines and explaineow the noroil fiscal deficit
(which is defined as domestic revenue minus total expenditigsé)ndedin 2014 andthe
outer years. The majorfinancing itemsin the 2014 State Budgetre the ESI, excess
withdrawals from the Petroleum Funthansandthe use ofthe cash balance.

2.2:A Review of Recent Reforms

The Public Financial Management (PFM) system consists of the institutions, laws and
information technology infrastructure through which t&overnmentspends, collects and
manages money. A strong and effective PFM system isigaktor TimorLeste to maintain
strong economic growth, control corruption and efficiently deliGovernmentservices.

In TimorLeste an effective PFM system is critical to transforming mineral resources into
public wealth. Th&overnmenthas implemented a broatlased and sustained PFM reform
program. This reform program is complex and covers many different aspects of PFM and
therefore only selected key aspects of it are described here. Other publicly available
documents, such as the MitisNE 2F CAYylIyO0SQa {dGNFGS3AAO t (I
program in more detail.

Among the abovenentioned PFM refons, the recent reforms includ#hree major iems

Firstyl yS¢ YR dzyAljdzS LI NFRAIY T2 Ndtraduec&linda! yy dzl
2013. This consists of a consensus between Gowernmentand the opposition. As the

result, a commission that comprised representatives of committees from the National
Parliament was established to discuss the proposed budget wittGinernmentand the

proposed 20B General State Budget was unanimously approved by the National
Parliament. This unique situation is representative of Tinda i SQa adeft S | yR
democracy for development, as the country is still in the initial stage of development. The

LI N RAIY Aa y2i O2yGNIRAOG2NE (2 GKS yI {dzN
Governmentand the Parliamentbecause there remains debate at the committee level
Secondiym Ay Gl AyAy3a (GKS OdzZ G§dzNE 2F aO2yaSyadza T2
the first time theGovernmentinvited members of National Parliament, including members

2T (KS hLILRaAGA2y S (G2 LINIAOALIGS Ay (GKS dHJ
and opportunities, and define national priorities and the fiscal envelopaiformn @ ¢ KS G H n
Stt26 w2l R 22N)] akKz2L¥ 61 & +taz2 SELIYRSR (2
entities. ThirdlytK S S &Gl 6t AAKYSy G 2 Bovérnmentprojdei with / 2 dzNJi
contract values exceeaag $5.0 million.
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2.3. Economi®verview

2.3.1: International Economy

2.3.1.1 Trends in International Growth

After growing by 5.2%nd 3.9%in 2010and 2011 respective)yglobal growth in 2012

continued to slowincreasing by.1% (Figure 2.3.1.1.1). This was due mainly to a reduction

in growth from the countries that ha beenleading the tpbal reovery from the financial

crisis;i.e. the WSYSNEAGB I R2YR YR SO2y2YASaQoewophg i K Ay
economies fell below%in 2012, the lowest rate since 2001 pne excludes the year of ¢h

global recession (2009). This reduction was due mainly to lower demand from key importing
advanced economies and to domestic policy tightening (e.g. credit tightening in China due

to fears of a real estate bubble amtterest ratehikesto control rising inflation in India and

Brazil).

Global growth is projected to remain sluggish in 2013 and 2014, &0 aid 3.806
respectively. These low rates reflect continuedpectedunderperformance ofemerging
and ckveloping economies due to bothxernal (e.g. low demand from advanced
economies, low commodity prices) and internal (e.g. policy tighteniragdfsas well as the
prolonged Hrozonerecession and weaker than expected growth in the US.

Figure 23.1.1.1 Real Economic Growth 202014

12%
10%% H Global
8% -
W Advanced
6% i
Emerging
4% and
Develaping
2% W Developing
Asia
0%
2010 2011 2012 2012 2014

SourceNational Directorateof Economic Policgnd IMF WEO July 2013

Table 2.3.1.11 illustrates GDP growth rates of theajor economies in Asiand TimotLeste
This area includes economies thate growing at very high ratesnd TimorLeste is no
exception Indeed TimoiLeste hadhe highest growth rate ithe region in 2011For most
of these countriesprojections for 20132014 are in line with 2022012 and thudelow the
rates in 2010 and before thignancial crisis. Themain reasons are similar to those reported
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above fo the emerging and eveloping regionthat is a combination of domestic factors

(policy tightening) and external ones (lewdemand from importers; loer commodity

prices).

Table 2.3.1.1.1: Real Regior@DP Growth Rates (%)

Country Actual Projection
2010 2011 2012 2013 2014
China 10.4% 9.3% 7.8% 8.0% 8.2%
Australia 2.6% 2.4% 3.6% 3.0% 3.3%
Singapore 14.8% 5.2% 1.3% 2.0% 5.1%
ASEAM 7.0% 4.5% 6.1% 5.9% 5.5%
Indonesia 6.2% 6.5% 6.2% 6.3% 6.4%
Vietham 6.8% 5.9% 5.0% 5.2% 5.2%
Philippines 7.6% 3.9% 6.6% 6.0% 5.5%
Thailand 7.8% 0.1% 6.4% 5.9% 4.2%
Malaysia 7.2% 5.1% 5.6% 5.1% 5.2%
Timor-Leste* 9.5% 12.0% 8.2%** 8.0%** 8.8%***

Source: National Directorate of Economic Policy, Ministiiyiméince 2003 and IMF WEO April 2013
* Timor-Leste GDP refers to the ngetroleumsector only

** Preliminary forecast

*** Target

2.3.1.2: Trends in International Prices

Global inflation has been subdued during 2012 and is expected to remain bé&ow 4
throughout 2013 and 2014n 2012,the rate of increase otonsumer prices in advanced
and emerging and developing economiesdecreased to D%and 6.Porespectivelyfrom
2.7%and 7.%6in 2011 IMF projectionSindicate thatthis rate isexpected to further decline

in emerging and developing economies in 2013 and 20ddching 5.5 in 2014, mainly
because ofdecreass in both food and energy pricesHowever,consumer pricesare
expected to starincreasing in 2014 in advanced economiadjed up by the expected rise

in prices in Japan due to increases in the consumption tax.

Qil Prices
After increasing by 31% in 2011, international oil prices rose by only.Q% in 2012.

Neverthelessprices remained highat $105.Q mostly because ofeppolitical instability in

the Middle East and Northern Africa regi@s well asembargoes and sanctions from
Western countries towards Iran and Syria. Prices in 2013 and 2014 are expected to
moderate due to increased production in @PEC countries andraduction in demand

from advanced ecories. Futures markets indicateductiors of almost 36for both 2013

and 2014. By 2014, oil prices should therefore fall back below the $100tn$&€6.36.

*IMF WEO April and July 2013
® For a description of howetroleumprices affect revenues in Timbese seesection 2.5.3Petroleum
Revenues and Investmeifls
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Agricultural Commodity Prices

After the June 2012 dip and the subsequent rise in July 2012 of international agricultural
commodity prices, which alerted markets worldwitkethe possibility of a food price crisis
prices stabilied at the end of 2012 andt the start of 2013. After in@asing in the months

of March and April 2013 because iotreaseddairy prices due to low production in New
Zealand, the FAO food price index declined in May and June @@8re 2.3.1.1.3,
reflecting bwer prices of cereals such as maize arngeat. Gldbal production of these
commodities is forecast to be strong this year. Rice prices have been etabi|since the
beginning of the yearthough prices havevaried depending on the origirBy the end of
2013, global productionspurred by favourable weather conditions in key producing

countries in Asia, is forecasted to rise bY% This should exert downward pressure on
prices.

Figure2.3.1.1.2 Food Price Index June 20d@ne 2013
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2.3.2. Domestt Economy

In May 2013, the 200@011 National Account$or TimorLeste were published This
publication reflects the strong effotby the Government through the Ministry of Finance
and the General Directorate of Statistics (DGt6)provide a consistent the series of data
from 20002011. The 200@011 National Accounts present three important additions to the
previous publication irR012. First, they extend the 20010 series back to 2000, thus
offering to the public four additional years of data for the three approaches to GDP
measurement (production, expenditure and income). Second, the availability of new source
statistics enaldd DGE to update the 202D10 series and thus provide a more accurate
depiction of the economy during these years. Finally, the publication offers the first official

® GeneralDirectorate of Statistics (BE), 2013.
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national accounts data for the year 2011. This section therefore provides informatieqd bas
primarily on the 2002011 National Accounts release.

2.3.2.1 Total Gross Domestic Product

The National Accounts 20@&D11 reinforce the fact that Timgr S& 1 SQa SO2y2Ye
very reliant on thepetroleum sector. Table 2.3.2.1.1 shows that more th&of Gross
Domestic Product (GDP) originated from fietroleumsector in 2011.

Table 2.3.2.1.1: GDP by Sector, Tirt@ste 2011

GDP, $ millions Percent of Whole
Whole Economy 4,525.1 100.0%
Petroleum Sector 3,478.4 76.9%
Nonpetroleum Sector 1,046.7 23.1%

SourceNational Directorate of Economic Policy and Petroleum Fund Administration Unit

This is further depicted in Figure 2.3.2.1.1., which shows the evolution of GDP at constant
prices by overall sectorpétroleum and norpetroleum) between 2003 and 2011. During
2004, the year in which production in thpetroleumsector came orstream, thepetroleum

sector overtook the nofpetroleum sector in termsof contribution to total GDP. The
dominance of thepetroleum sector became more marked in 2005 and reached its peak in
2006. The contraction of nepetroleum GDP during that year and the further expansion of
the petroleumsector made the latter reach a share &#.4% of total GDP. Since then it has
stabilized at asund 80% of total GDP.

Figure 2.3.2.1.1: Real GDP 2002011, $ millions
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2.3.2.2: NorOil GDP

Figure 2.3.2.2 illustrates the evolution of actual GDP (Roetroleum sector) from 2005 to
2011 and the preliminary projections for 2012. As seen in the cHastgtowth rate of GDP
(non-petroleum) haseen impressive, averaging 12.1% between 2007 and 2011.

The latest actual data available reveal that the spmtroleum sector of GDP reached $1.1
billion, having grown 12.0% in real terms since 2010. This growth compares positively to the
preliminary estimates for norpetroleum GDP growth in 2011 published in Budget Book 1
2013, which projected a 10.8% real growth ratheTevision was mainly due to an increase

in the level of capital expenditures from th@overnmentwhich had previously been
underestimated and, to a lesser extent, a reduction in the trade deficit.

2012 saw a substantial reduction in the growth rate@dvernmentexpenditures, and in
particular negative growth in capital and development expenditures because of low
execution rates. This hasonsequentlyexerted downward pressure on economic growth
(via a decline in construction activities in the produntiside of the economy). Moreover,
other activities within the formal private sector have not been especgihgng with low
growth rates expected for manufacturing, retail and wholesale trade. The strong rebound in
the agriculture sector seen in 2012 @fta dramatic decrease in 2011, however, along with
the continued high growth oGovernmentrecurrent expenditures and of consumption of
fixed capital are expected to have led to a high rate of growth in 2012 of just over 8%.

Figure 2.3.2.1: GDPNon-Petroleum 20052012
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Sources: General Directorate of Statistics (DGE) and National Directorate of Economic Policy (DNPE)
2012 Preliminary forecast
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The three broad sectors presented in Table 2.3.2.2.1. are the primary sector, which
comprises the activities related to the goods obtained from the earth (e.g. subsistence and
commercial agriculture, forestry, fishing, mining and quarrying), the secondary sector, which
includes construction activities and the production of manufactured goadd,the tertiary
sector, which is composed of the service industry (both private and public).

Table 2.3.2.2.1: Real GDP, Sector Shares inRemoleumEconomy (%), 2008011

2005 | 2006 | 2007 | 2008 | 2000 | 2010 | 2011

Real NorPetroleum GDP 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%]| 100.0%
Primary 30.0%| 32.5%| 285%| 25.1%| 24.1%| 216%| 15.9%
Secondary 8.2%| 6.5%| 9.2%| 155%| 19.9%| 19.5%| 23.3%
Tertiary 60.7%| 62.5%| 61.3%| 58.4%| 588%| 59.6%| 59.4%
EI!EZJCE':)S@S less Subsidies| 4 10] 1506  1.0%| 1.0%| -28%| -07%| 1.4%

Sourca: National Directorate of Economic Police and Statistics Directorate, Ministry of Finance.

This table shows that the tertiary sector still dominates the 4p@troleum economy, with a

share ofaboutc /&2 @ ¢ KS LINA YI NB & Spétiveuis dackned\dBring ¥ D5 t
the past five years to the benefit of the secondary sector, which has seen its share increase

from 6.5% in 2006 to over 23% in 2011. Although declining slightly in 2010, the aegond
aSO002NDa &K kpdtBleud)Febdiided spegtaylarly in 2011 and surpassed the
LINARYFNE &aSO02NRa &aKFNBE FT2NJ 6KS FANRG GAYSO ¢
[ SaiSQa SO2y2Yeées |a | Y2@S | ¢l d@oriFNd®v¥mod KS LIN
characteristic of economies on the pathway to higirrome status. However, two caveats

must be made concerning this evolution in TiRiloS 4 1 $ Q& O2y G SEG @

¢KS FANRG O2yOSNya (KS NBlFIazya dzRa&GMihe Ay3a i
d4S02yR NBIIFINRaA (GKS ylIidaNBE 2F GKS AYyONBIaSsS 2
petroleum). In Timoteste, the primary sector is dominated by agriculture, which
represents over 90% of this sectorh& usual way adecline in theshare of the primary

sector to the benefit of secondary or tertiary sectors can be seen as a positive development

is if anthere has been almncreasein the levelsof the secondary or tertiary sectors above

the increasein the levelsof the primary sector. This does heeemto have occurred in
TimorLeste: there has indeed been a buoyant expansion oflévelsof the secondary

sector in the last five years but this has been accompanied by a poor performance of
agriculture activity. Between 2006 and 2011, agricultwi¢h also encompasses forestry

and fishery activities) declined in absolute terms (and at constant pgaasvolumes) by

more than 184 with only one year in this time period registering significant growth (2009

with approximately 8% growth). Moreover,this declinehas been dueto bad weather

conditions. Therefore, theelative growthof the secondary sector in 2011 seems to be due

in large part to the poor agriculture activityver the past five years. Iother words had

agriculture growthkept pace wih the growth of GDP (nepetroleum) the primary sector

would havemaintained its previous dominancever the secondary sector.
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The second caveat pertains to the nature of the growth within the secondary sector. As
mentioned above, this sector groups thomanufacturing and construction activities. Many
developing countries, and notably several Asian developing countrigscent decades
have seen an increase in their GDP with the expansion of manufacturing activities. In Timor
Leste, however, manufactung represents a small portion of economic actiwtich has
actually decreased in real terms between 2009 and 2011. The growth of the secondary
sector is therefore the result of the increase in construction activities. This distinction is
important becaise, on the one hand, growth originating from manufacturing can be
sustained in the medium to long run (as long as the industries remain competitive, or as
long as new industries emerge&yhile on the other hand growth from construction activity,
particulaly in a small country such as Tirdagste and if financed largely I&overnment
expenditures, will eventually slow down. This implies that for growth to remain strong in the
future, a transition to other growth drivers is necessary. In particular, theapgisector will

need to become the leading force behind economic activity.

Figure 2.3.2.2.2: Sectoral Contribution to Real GDP growth rates {@rsector) 20041
2011
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Sourca: National Directorate of Economic Police and Statistics Directorate, Ministry of Finance.

Figure 2.3.2.2.2 shows that the two main drivers of growth in the last five years have in fact

0SSY WtdzwfAO I RYAYAAUNI A2y Q | y@Rvenment2 v & (i Nz
expenditures. Other categories have been inconsistent in their contribution to economic
ANPGGKDP ¢K2dZAK W! ANKOdzZ G dzNBEQ LINRPYJARSR | 02

O2YUNROdzGO2NI AY (KS (g2 &dz0aSljdzSysQ G2 yWikMNR g ded
positively in 2008, 2010 and 2011 but negatively in 2007 and 2009. The only other category
gAGK |+ O2yaAraidSyd LRaArAdAgdS NBO2NR Ay (KS
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to the liberalizationof the telecommunicationsectorin 2012.

Figure2.3.2.23 presents the contribution of the main categories in 2010 and 2011 GDP
(MonLJISGNR f SdzY 0@ Ly HammI W 2y aidNHzO0A éryvith 2 @S NI +
a share rising from 16.6% to close to 21% of GDP-getmoleum). In fact, due to bad

weather leading to a dramatic decrease in production during 2011 (notably of maize),
agriculture was only the third largest category in 2011 with its sharerdeglio 14.6%. The

other categories appear to have remained relatively in line with the previous year, with only

the WLY F2NXI A2y | faregolyiBcrexsinytshsOdre(gAR? yut NI v & LJ2 NI | G 7
{ G2NF 3SQ RS dbstlyyécalise ohighfidtibdfledding to higher transport costs

during 2011.

Figure 2.3.2.23: 2010 & 2011 GDP, NePetroleum Sector by Category (%)
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2010 2011
m Construction m Public administration and defence; compulsory social security
u Agriculture, forestry and fishing m Wholesale and retail trade; repair of motor vehicles and motorcycles
M Real estate activities # Information and communication
i Accommodation and food services B Manufacturing
i Transportation and storage B Others

Sources: General Directorate of Statistics (DGE) and National Directorate of Economic Policy (DNPE)

In condusion,in recent yearSimor] Sa4S Kl a FFOKASYSR 2yS 2F (KS
growth rates. The year 2011 was no exception with a 12.0% growth (natthe non-

petroleum sector). However, most of this growth was du&Smvernmentexpenditure. This

is justifable given the need to kiestart the economy and is in lingith the Governmen'ts

frontloading policy, reflected in investments for infrastructure improvements and human

capital development, both fundamental conditions for letegm development. However,

very high rates of economic growth cannot be sustainably upheld Goyernment
expendituresalone, as this would impaon one hand longerm fiscal sustainability and, on

the other hand, rates of inflation in line with the SDP target range (iGepdrcent).

2.3.2.3: DomesticInflation

Recently, Inflation in Timeteste has consistently been above th€é% target range set in
the Strategic Development Plan. For the last two yesmftation has always been double
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digits, even though the inflation rateow is considerably lower than it was at its peak.
December 2012 yeawn-year inflation in Timoteste was 10.9% compared to an inflation
rate of 15.4% in December 2011 (Figure 2.3.2.3.1). High inflation rates negatively impact the
competitiveness of theauntry as well as the purchasing power of the population of the
country. Hence, low inflation is likely to be in line with sustained, inclusive growth.

Hgure 2.3.23.1: Change in CPI Dili Yeam-Year by Category (%)
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The overall increasérom December 2011 to December 2012 was in double digits in both

the districts and Dili, though slightly higher in DHowever, not all categories which
contribute to the overall inflatiolNJ S KI @S 3INB gy G GKS &l YS NI
nonk £ O2K2t A0 0SOSNI3IS&aé¢d OFGSA2NE KIFa gAlGySaacs
between December 201R012 is worrying, as this is composed of a number of essential

goods and is likely todve a broad impact on average consumers.

Ub-OF 6§SAZ2NARSE GAUGKAVI fIORK2UDFC2RSOFRI HS2aE (I KI
substantial increases in their price levels have been the subcategofié® 5 #lfoholic
0SOSNI 3Saé¢s aFNHAGAE YR a@S3SiloftSasod

LI NI FNRY F22R3I 20KSNJ OF G4S32NRASa OKIFG KI @S
GOt 20 KAY3a |YyR F2206SINE OF0S3TI2NASaDd ¢KS F2N
increase of 10.6% for the whole of Tirdogste vihich nevertheless reflects davdown of

the rate of increase compared to 15.5% increase between December 2010 and December
HAaMM® 2 A0K NBIFNRa (2 (GKS aOf20KAy3a IyR ¥
differences in the rate of increase of prices between Dili and the Districtde\Wie overall
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inflation rate in this category has been moderate (6.0% from December 2011 to December
2012), it has been much higher in Dili (16.3% over the same period), largely driven by the
increase in prices in garments for men. However, this alsoesgmts a lower rate of
increase than that witnessed from December 2010 to December 2011 (19.8%).

Therefore, in general, while most categories have witnessed a slowdown in the rate of
inflation compared to that witnessed over the course of 2011, the fheit thigh food
inflation persists is worrying, especially given that, despite efforts to control inflation in the
prices of some of these goods, they continue to increase at very high rates. It would perhaps
be advisable to further investigate factors uniyémg this increase.

These trends are likely to be explained by the joint effects of domestic and international
factors, although it is likely that inflation in 2012 was mostly caused by domestic factors as
international factors have, overall, been reasbhafavorable (compared to 2011), such as
the (mostly) appreciating dollar and declining international food prices.

In the course of 2012, while international food prices were quite volatile, they remained by
and large below their 2011 or 2010 peaks, whstould imply lower food price increases in
2012 (even though some of the high price levels from 2011 may have fed into 2012).

Additionally, overall, the dollar appreciated over the course of 2012, especially in the first six
months, which would also bexpected to relieve the inflationary pressure, especially for
imported goods.

International oil prices spiked in the first quarter of 2012 but on the whole remained below
their 2011 levels.

It is thus very likely that domestic supply and domestic demanek tariven inflation in
2012. HighGovernmentexpenditure in 2011 and throughout 2012, especially in recurrent
expenditures, may explain part of the inflation by stimulating domestic demand.

Yearon-year inflation has consistently remained in double digi¥ioreover, a number of
AGSYa KI @S O2yiGAYydzZSR (2 AYONBFaS® C2N Ayaidl
Ff O2K2f A O sarfsreeSab.a@/Esinée D&cemBed2. It is also noteworthy that the

CPlwas revised at the start of 2013, in terms ofadging some of the weights and
classification of certain goodShese alterations are likely to lead to a more accurate
consumption baskethus portrayinginflation better.

2.3.2.4: Employment

Together, the 2004 and 2010 Censsi®nd the 2010 Labour Force Survey suggest an
interesting pattern in terms of agricultural employment. In 2004, the census estimated that
76.2% of the population was dependent on agriculture. However, in 2010, the estimates
ranged from 512% (2010 Labour Foe Survey) to 8.1% (2010 Census). This implies that,
despite diverging estimates, both studies seemaggeethat there has been a shift out of
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increase in prodctivity in the agricultural sector.

In terms ofGovernmentemployment, the 2010 Census suggests that 15% of the population
is now employed bysovernment as opposed t®% in 2004 which also seems to highlight
the increasing importance of the Public Sector in the Economy. The €ehBusalso
estimatesan increase in the proportion of the population employed by privately owned
firms at 11.5% {s. 3% in 2004) andlecreasesn the proportion of selemployed non
agriculture at6.1% s.10% in 2004). Finally, the Labour Force Survey suggests.?8at 5
and 177% of the labour force are employéddy” (1 KS W/ 2y & G NHzO( %&ilRQ | y R
sectoisrespectively. These stushb suggest two important trends. First, the public sector has
become more prominent in terms of employment since 208econdly, the private sector
seems to be increasing in importance as the share of employment (as % of the labour force)
in the private setor is estimated to almost have quadrupled in six years. Therefore, these
studies also seem to corroborate the fact that Tirh@ste has witnessed a diversification in
terms of the sectoral composition of its employment between 2004 and 2010 and that the
private sector is becoming an increasingly important sector of employment in Tiesbe.

In terms of the private sector, the recent publications of the General Directorate of
{GFrGAradAadas ylrySte GKS aG.dzaAiySaa WyGurewaAide |
HaMMéE SyFrofS dza 2 FdzNIKSNI Ay@gSadaAaaris G4KS
Leste. These studies suggested the creation of almost 10,000 jobs hpetrabeum
businesses between 2010 and 2011. However, employmenhenprivate setor is still

skewed towardghe Construction and Wholesale and Resaittors which, in 2010 together
employed42.1% of the populationworking in businesses. This was further reinforced in

2011 due to a marked increase in employment in construction. Il 20 Gnstruction

sector alone employed 3B% of all the people employed in ngretroleum producing
businesses, wheredhe percentage employed in the Retail andhdlesale sector remained

fairly constant @&pproximately 23%). Therefore, while the numberf gobs created is
encouraging, employment in the private sector seems to be driven by two seatuts

fuelledby Governmentspending.

Moreover, while data seems to suggest that employment in Tibeste has improved both

in terms of size and structure, aBa U A Yl GSR wmtpZnnn LIS2LI S NX
SYLX 28YSyGé o[ I 02 ds Wad Mg divelzMisdidualsiemplayeel

AY T 3IANROdzt §dzNBE FyR Aa tA1Ste G2 RSONBIFasS |-
agriculturedependency.

Regarding ie medium and longerm prospects in terms of employment in Tiroeste, a

number of challenges are apparent. Firstly, according to the Labour Force Survey 2010,
GKSNBE NS OdzZNNByidfe occInnn AYRAGARdzZ fta 2080

" These figures include public administration, education, health, social services, community services and
defence.
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a large portion of them being students. Secondly, according to the same document, there
are 458,000 peoplediow the age of 14 years of age, implying that within the nex2@0
years, TimoiLeste will have a very substantial inflow of jobseekers

The stimuléion of economic activity througkeovernmentexpenditures will translatéo job
creation in TimoiLeste. Th 2014 State budget guaranteesifficient funding for the
financing of theGovernmentwage bill. This includes a number of additional civil servants
that will be hired and/orbecome permanent staff in 2014, as detailed in the expenditure
section.

The State budget also contains a substantial amount for infrastructure development
throughoutthe country. These projects have the potential to create, overall, an estimated
16,000 direct jobsn 2014. In addition, a number of indirect jobs will be createtthough
estimating these becomes very complicaigisien the unpredictable nature of the salts of

new infrastructure and a scarcity of data available at this point.

2.3.2.5: Millennium Development Goals

The Millennium Development GoalsIDGs)consist ofseveral broadgoals measured by a

series of economic and social indicatonghich roughly®lld O1 | 3IA GBSy 0O2dzy (i NE ¢
path. This section will provide an overview, using the latest available data of each of the
MDGs and relate statistics.

Eradicate Extreme Poverty and Hunger
In terms of poverty, the 2007 Timdweste Living Standds Surey indicated that49.9% of

Timoresepeople lived under the national poverty line of $0.88 per day. The incidence of
poverty, as measured by the World Bank in 2010, decreasedaond41%. This decrease
was largely attributed to pos2007 growth. Efforts are underway to obtain a more recent
estimation of poverty in TimekLeste which can be directly compared to the figure derived
from the 2007 TLSLS.

With regards to hunger, th&GovernmaeitQa 202SOGA GBS gl a G2 | OKAS
sustainability by 2014. A pronounced increase in both the production and productivity of

both rice and maize occurred in 2012 compared to 2011. This number, however, remained
below the production and produatity levels of 2010.

Regarding the prevalence of hunger (not enough food) and malnutrition (deficiency of
appropriate nutrients) in TimekLeste, the 2002010 Demographic Health Survey indicated
that 53% of all the children under 5 were stunted and 33%ewseverely stunted. It also
stated that 52% of the children under five were underweight. More recent data is not
available. This is likely to be highly correlated with the production, distribution and price of
food - all issues that th&overnmentviews & highpriority. Other likely contributing factors

® NDPE Estimation (based on both country case studies andnpratiy figures from Timeteste Data
Collection Survey on Pragmatic Framework Study of Labour Force RI2A).
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are poor education regarding the benefits of nutrition, as well as cultural attitudes, such as
the overemphasis on staples.

Universal Primary Enrolment

In terms of the goal of universal primary schoasir@ment, there has been a marked
improvement in primary enrolment rates. In 2007, the Tirheste Standard of Living Survey
estimated a net enrolment rate of 65.6%. In 2009, the Ministry of Education estimated a net
primary enrolment rate of 82.7% with girlsto-boys ratio of 0.92. The 2011 Household
Incomeand Expenditure Survey gatlee net enrolment rate to be 84.7%. Additionally, it is
noteworthy that, according to the Household Income and Expenditure Survey 2011, the net
enrolment rates are higher fofemale than for male in both primary and (especially)
secondary education.

Promote Gender Equality and Empower Women

Furthermore, in terms of gender equality, the percentage of seats occupied by women in
Parliament now exceeds th€overnmenQ & (i df BESat 38.5%) and currently ranks

McliK Ay GKS @g2NIR® LYy GSN¥a 2F R2YSAGAO0 QOAz2f
show a decrease ireporteddomestic violence cases, decreasing from 629 cases in 2010 to

530 in 2012.

Reduce Child Mortaty

TimorLeste has already achieved its goal of reducing the ufidermortality rateby two
thirds. According to the DHS 20@®10 the infant mortality rate decreased to 64 per 1000
live births, below the target of 96 per 1000 live births.

Improve Maternal Health

Maternal health, however, remains a serious issue with the DHS-2000 indicating 557
deaths per 100,000 live birthyq. the goalof 252 deaths per Q0,000 live births). More
worryingly, the DHS highlighted that roughly 40% of all women agetPlthat had died in
the seven years preceding the survey died from pregnancy or preg#atatged

complications. Nevertheless the current scenario is a slight impnewt compared to the
estimates in 2000which had maternal mortality at 660 deaths per 100,000 live births.

Combat HIV/AIDS, Malaria and other diseases
Malaria is the one of the chief public health concerns as more than 80% of the population is
at high risk and a high percentage of the cases concern children.

In terms of HIV/AIDS while the infection rate is still quite low, there has been a substantial
increase in the number of HIV reported cases, from 1 case in 2001 to 317 in 2012.
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Ensure Environmental Sustainability
With regards to environmental sustainabilitgccording to a WHEUNICEF JMP study in
2011, 69% of the population had access to an impdoskenking source.

Also, according to the JMP update, only 39% of the population has access to an improved
sanitationfacility.

The 2010 Census suggests that close to 96% of households use wood as source of energy for
cooking which might be contributintp the slight loss of forest cover witnessed between
2001 and 2009, from 51% to 50%. This implies that it is unlikely that -Liesbe will reach

the 55% land covered by foresy B015.

Develop a Global &tnership for Development

In terms of access toew information and communication technology, Tiraeste has
witnessed dramatic improvements with approximately half of the population now enjoying
access to a mobile phone. There are also similar improvements in terms ofahemroess
where currently agproximately25%of the population are able to get online

2.3.3: Short to MediunTerm Prospects (2013018)

The rates of economic growth presented in Table 2.3.3.1 revedbthernmena S O2y 2 YA O
growth targets for the medium term.

Table 2.3.3.1Economic Targets and Forecasts 2eABL8

2013 2014 2015 2016 2017 2018

Real Economic Growth, Nétetroleum Sector (% 8.0% 8.8% 9.4%| 10.0%| 10.2%| 10.3%

Inflation (rolling year, %) 7.6% 7.7% 7.7% 7.7% 7.7% 6.0%

Domestic Revenues ($ millions) 146.3] 166.1| 181.0| 196.1| 211.2| 226.4

Source: National Directorate of Economic Policy, Petroleum Fund Administration Unit and Statistics Directorate

Strong growth is targeted in the next five years, averaging 9.3% per year. The milder rates
reported for 2013 and 2014 are a consequence of BmernmenQa Ay iSy A2y (2
the effectiveness and efficiency of public spending, to budget expendituoes gffectively,

and to return to a sustainable fiscal path. The higher growth rates of-2018 reflect the

planned scenario where strong policy reforms and effective investments in both human and
physical capital by th&overnmentwould foster private sctor led growth.
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Focus Box: Household Income and Expenditure
Survey 2011

This focus box will highlight some of the most
important aspects of the Household Income and
Expenditure Survey 2011 recently made available
by the General Directorate of Statistics. This
publication sheds some light on important

consumption, income and expenditure decisions
and patterns in TimoLeste.

The survey highlights a number of expendiur
patterns, some of which seem to stress a non
yS3atA3aAaofS G Odzt G dzNJ £ ¢
illustrated by the proportion of expenditures
(excluding rent) allocated to festivities and other
ceremonies which amounts to an estimated
21.2% in urban areas ar2b.9% in rural areas.
These numbers indicate a sizeable economic cost
which is induced by socitultural phenomena
and the implicit social rules underpinning them. It
is also noteworthy that about 46% of this
expenditure is spent on funeralghe timing of
which are usually uncertain and unpredictable,
leaving the household in a vulnerable position.
Moreover, since this expenditure is an average, it
is therefore likely that this amount is much higher
in the households that have actually suffered a
recent beeavement.

Apart from this, the survey also provides an idea
of the food basket of the average Timorese
citizen, which is by far the largest recurrent
expenditure undergone by Timorese households.
It shows that the main expenditure categories for
the averge household are cereals and
vegetables and also highlights that, even in tura
areas, the main expenditure isn foreign rice,

possibly as a result of the high price of local rice.
However, surprisingly, Timorese people seem to
spend very little on maize, in comparison to rice,

despite large parts of the country being suited to
maize production.

In terms of educton, the household survey also
showsquite a high correlation between income
and education. Those with a university education
earn, on average close to twice that of those
who have only attended primary school,
suggesting that there might be a wage premi
arising from education.

Another interesting factor highlighted by the
report is that if the head of a householdpeaks

go@t@ghfe%e\(& %ngliQL2 tﬁéﬂ/ Rarn ¢Slﬁ)§t£1tially
more on aerage than households that do not
This is likely to reflect the high demanior

individuals having these language skills relative tg
the (relatively) scarce supply.

Finally, the survey also indicates a large disparity
between urban and rural areas in terms of
expenditure on certain items. The value of the
durable goods owned by avage urban

household is more than seven times higher than
that held by rural households. This is notakle

all the categories used in the study but is

LI NI A Odzf I NI @ alrtASyd
GAYTF2NXI GA2Y YR Sy SN]
forcooky 3> f I dzy RNE | yR &S¢

of the durable goods held by the urban
householdis at least six times higher than the
value of that held by the rural household.

The Government has actively attempted to
reduce the urbarrural disparities as well athe
development of rural areas through programs
including, but not limited to, the PNDS, the PDID,
the rice subsidy program and the PDD which ain
to support the targets of sustainable and
inclusive growth.
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A)¢

A
[ |

34



2.4: Expenditureand Development Partnef
Commitments

2.4.1 Expenditures by Fund

Table 2.4.1.1 shows expenditure by funthe CFTL, Infrastructure Fund and HGRF
account for72.8%, 24.6% and 27% of totalGovernmentexpenditure in 2014respectively.
Overall expenditure is set to fall, driven primarily by reductions in the Iniregire Fund
This corresponds tthe selection of the best projects arideir spacing out across years, in
order to make surerojectsare carried outat the highest standard and responding to low
execution capacity in past years. Thisll thus promote high quality execution at a
reasonable cost. By means of these adjustmetiis, Governmentpursues policies whh
will leadto high qualityeconomic growththat is inclusive, balanced and sustainablée
downward trend in development partner commitments is set to continue.

Table 2.4.11: Expenditure by Fund, $ fions

2002 17200 [ 200 T 010 | 006 | 207 | 2ot

Combined Sources Budget 1,451.2| 1,892.3| 1,684.9( 1,969.1| 2,060.7| 1,715.8| 1,576.8
GovernmentExpenditures by Fund | 1,197.6| 1,647.5| 1,500.0( 1,893.5| 2,009.9| 1,714.2| 1,575.2
CFTL 789.3| 1,000.7| 1,091.4| 1,135.1| 1,180.5( 1,227.7| 1,276.8
HCDF 32.2 42.4 40.0 45.0 45.0 49.0 49.0
Infrastructure Fund 376.1 604.4 368.6| 713.4| 784.4| 4375 2494
gg‘r’r‘i‘n"i‘i’nr?;:‘épart”er 2536| 2448 1849 756| 508| 16| 16

Sources: National Directorate of the Budget and Development Partnership Management Unit

2.4.2 CFTL Expenditures

The CFTprovides the funding for the running of th@overnmentof TimorLeste. All line
YAYAGUONRSEQ o6dzRISGaAa INB AyOfdzZRSR Ay GKAa&
divided between recurrent and capital expenditure. Tlgslaid out in Table 2.4.2.1.
Although overall CFTL expenditure has iasexl from 2013 to 201éby 9.1%), the individual
categories are more variable, with recurrent expenditure increasind®$% and capital
expenditure decreasing b§1.3%. Individualappropriation categories will be discussed in
the following sections.

The Governmentrecognizes thatncreased CFTL expenditure, especially the recurrent part,
could be seen as irreversible increasts the size of the civil service andovernment
contrary to thepolicy of fiscal sustainabilityHoweverthe Governmentconsiders thata
significant amount of this expenditure be classified as investment, with either so@at
physical characteristic his investment is in line with the goal lmfh, balanced, inclusive
and sustainablgrowth; asit will contribute to increased productivity and help those sectors
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of the population which are more marginalizethis is discussed in detail in the following
sections.

Table 2.42.1: CFTL ExpenditureylAppropriation Category, $ millions

2012 1 5h13p1 | 2014 2015 2016 2017 2018
Actual Budget
Viaffell ST 789.3| 1,0007| 1001.4| 11351| 11805| 12277 12768
Expenditure
Recurrent 659.0 798.6 9525 990.6| 1,030.3| 1,071.5| 1,114.3
Salary and Wages 130.9 160.5 176.8 183.8 191.2 198.8 206.8
Goods and Services 309.7 399.1 4403| 4579 4762| 4953| 5151
Public Transfers 218.5 239.0 3355 348.9| 36209 3774 3925
Capital 130.3 202.1 138.9| 1445 1503| 156.3| 1625
Minor Capital 42.0 49.6 52.1 54.2 56.4 58.6 61.0
Capital and 88.3 152.5 86.8 90.3 93.9 97.6| 1015
Development

SourceNational Directorate of the Budget
2.4.2.1: Salaries and Wages

Salaries and Wages are set to gnowdestlyto $176.8million in 2014 an increase 0£0.1%

compared to the 2013 BudgeThis isin line with theGovernmenQa LJ32f A 0& 2F RSYJ
dynamic, effective and efficient civil servjceithout letting the Salaries and Wages bill

become unsustainabl@he main measures are outlined below.

1 $9.5 millionto the Ministry of Education to pay salaries to 4,220 voluntary teachers
throughout the entire country. A welcompensated workforce in the education
sector will help to encourage and motivate teachers to create an educated
population who can help Timdreste grow and develop in future generations.

1 $4.7 million to the Ministry of Health for the special career regime for medical
professionals. As in the education sector, tBevernmentconsidersit is important
to motivate staff in this crucial sector in order to rapidly develop healthcare
standards in the country.

1 $1.0 million to the Ministry of Foreign Affairs to staff new embassies in Laos,
Cambodia, Brunei and Myanmar. TBevernmentconsides that the establishment
of these embassies is essential to increase WM& & 1 SQ& NBLIzi F GA 2y |
the region, especially at a time where itcisnsideringoining ASEAN.
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2.4.2.2: Goods and Services

Goods and Services expenditure is setinorease to $40.3 million in 2014, a10.3%
AYONBI A4S 2y wnmoQa G201t 2F bPoddpdm YA{{A2Yy D
main measures and investment details are laid out below.

Policy Measures

1 $100.8 million to the Ministry of Public W and EDTL for the power plants in Hera
and Betano, which was recently opened. This expenditure will be on operational and
maintenance costs, as well as to provide fuel for the generators.Gdernment
prioritizes consistent electrical power as a key component in the development of the
country, in terms of raising the standard of living of citizens and attracting foreign
investment.

1 $25.8 million to the Ministry of Education for the schdeéding progam. This is a
reflection of the fact that malnutrition is a serious problem in Tirheste, especially
for younger citizens. As such, the amount spent on this program is increasing from
$0.15 to $0.25 per student per day.

1 $19.0 million for the Contingendyund, which is used by th@overnmentif urgent
expenditures occur during the year.

1 $13.0 million to the Ministry of Health in order to purchase essential medicine and
drugs. TheGovernmentsees this as essential expenditure in order to improve
healthcareand improve conditions for its sick and disabled citizens.

f $11.0 million to the Ministry of Justice for land comper@afi Yy R (KS WL{l
O WHdzNORQUO LINBINT YO

1 $10.0 million for the Gener&overnmentowards legal services.

1 $8.5 million to the Minigy of Commerce, Industry and Environment in order to
import rice and buy local produce from domestic sources. This expenditure
contributes to the food security of Timdreste, as well as providing an essential link
between local farmers and sellers. Thi#l encourage agricultural development and
the growth of a domestic private sector.

1 $5.0 million for the Counterpart Fund. This expenditure will help make work with the
Governmentand Donors smoother and more effective.

1 $3.9 million to fund a high levelummit for the working group and for Ministerial
Prograns for the CPLP (Comunidade dos Paises de Lingua Portuguesa/Community of
Portuguese Language Countries). This is a prestigious honour forOasterand will
give it the opportunity to promote itselbn the international stage.
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1 $3.5 million in the Ministry of Justice for the Prison Farm Working Scheme. This
scheme will allow prisoners to support their families and gain useful skills which will
assist their social reintegration.

1 $3.5 million to the Nhistry of Agriculture in order to purchase seeds. This is essential
for the development of the agricultural sector, to provide nutrition and for food
security.

f Podn YAftA2Yy G2 (GKS aAyAadNB 2F | INAOdzZ |
VillageOne Poduct) program. This seeks to encourage villages to specialise in the
production of a particular good, which ti@overnmentwill then purchase.

7 $3.0 million to the Ministry of Health in order to provide food for patients in
hospitals. This is important iterms of providing adequate nutrition to sick citizens
as well as improving standards of care in hospitals.

 $2.5 million towardsTimorLestQd Y S Y 60§ iNgitétiansJand international
organizations. This expenditure will helpmorLestepromote itself internationally
and to continue working closely with international organizations to promote
economic development.

T pmdy YAftA2y G2 GKS tNAYS aAyAadSNDRDa h¥Fi
these expenses thé&overnmentis reactig to face growing threats relating to
terrorism, sabotage, organized crime and espionage.

1 $1.0 million in order to conduct statistical surveys as part of a pilot scheme for the
2015 census.

1 $1.0 million in the Ministry of State Administration for the cefaion of National
Independence and Heroes in Aileu. TBevernmentwishes to commemorate this
important day in Timof SaiSQad KAAU2NE |yR K2y2dz2NJ
independence.

1 $1.0 million in the Ministry of Justice for Biometric Passports. Thisrehfure will
ensure TimoiLeste passports meet international standards and will make it easier for
our citizens to travel abroad.

Investments

The Governmentconsidergthat it is important to provide context to the large figures being
presented in the CFTL, amtbnsidersthat a significant amountcan be classified as
investment, rather than increases in the size of the civil servicEamrernmentsector. In
terms of Gods and Service$179.6 million, or40.8% of totalGoods and Servicepending
can be classified as eithdmuman capital investmentsocial investment or physical
investment. Broadly speaking, the former refers to programs designednpwove the
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quality o education both directly and indirectly; the second item refers to projects which
RANBOGte AYLNROS OAGAT SyaQ adlyRIFENR&A 2F fAQJ)
tangible objects which are essential for the smooth running of the countryacge and

small scales.

Human Capital Investments

$761,000 (or 0.2% of total Goods and Services expenditure) can be consiiérenan

calA Gt Ay@SaidySyidad 1a | O2NYySNRAG2YS 2F GKA:
provide a better prepared and productive population, which will contribute to future better

and higher economic growthHuman capital investments under Goods andviessare

composed solely alirect scholarshipby UNTL

Social Investments

$66.5 million (or 15.1% of total Goods and Services expendituoan be considered social
investments. Thisomprises othe school feeding pgram, purchase of medicine, purckeas

of rice and local produceand food for hospital patients all discussed in theprevious
sections.There is also $750,000 towards control of crocodiles, $500,000 to the Ministry of
Health to fight against cancend $520,000 to the Ministry of Agricultur®wards research

at Charles Darwin University and projects for Karau milk.

Physical Investments

A further $1124 million (or 25.5% of total) can be classified as physical investment. This is

mostly comprised of the large payments to the power plants, but also includes the seeds
YR YaBrpddRI Q LINPINI Ya Ay GKS aAyAaldNBere2F | 3N
are alsoadditional paymens for the Governmentmembership feesand the Counterpart
Fund($7.5million) and $91,000 to SEAPRI to support the bamboo centre.

2.4.2.3: Public Transfexr

The Public Transfers budget is increadimg335.5million in 2014 from $239.0 million in
2013, or by404%; the largesincrease in any CFTL appropriation categdtyis is driven
primarily byvarious projects including payment to social programs, rehabilitation of schools,
development of the Special Zerior Social Market Economy in Oecussi and recapitalization
of the Central Bank ofimor-Leste

Policy Measures

1 $136.8 million to the Ministry of Social Solidarity for payments to veterans, the
St RSNI &z GKS WwW.2fal RS al SturhlNi@Eddd THe T2 NJ 3
Governmentbelieves it is important to reward those citizens who have served
Timor-Leste in the past, and to provide support for those who may need it today.

1 $25.0 millionto rehabilitate all schools in all 13 districts. This idelsinew furniture,
water and sanitation facilities and electricity.
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$20.5 million towards the Special Zone for Social Market Economy. This will
contribute to efforts for economic diversification and national market development.
Moreover it will promote inclusiveness and help reduce poverty, by providing
market development for those sectors of the population who are most marginalized.

$20.0 million towards the recapitalization dimorLest@a / SY G NI € . Iy ®
contribute to a facilitating credit athprivate sector development.

$15.4 million to the Office of the Prime Ministers to support the various NGOs
carrying out essential work in Timbaeste.

$13.6 million to the Ministry of State Administration to fund the PNDS village
assistance program. Priong local assistance is part of tlovernmenQa LJ2f A O@
encouraging sustainable growth and development.

$10.0 million to provide loans for local private sector businesses.Gdwernment
sees this as part of its development strategy in order to fostegh-quality,
sustainable growth into the future.

$10.0 million to SEFOPE for the rural roads program. This is an initiative to improve
transport links between villages constructed by local labor.

$7.5 million for the Timoteste Development Cooperation agency to support
demobilization and modernization of the army in Guinea Bissau.Gdwernmentis
committed to assisting other countries achieve peace and stability. We know from
our own history tha developing an effective, disciplined and efficient army is key to
reducing instability. This expenditure will assist Guinea Bissau develop effective
armed forces.

$7.2 millionto the Ministry of State Administration to subsidize the Council for the
admnistration of Sucos. Helping promote accountability and administration will help
Sucos have a more unified and stronger voice to determine what they need to
promote development across the whole country.

$6.0 million towards supportingANP, Timor Gap anéetroleum and Geology
Institute (IPG)Contributing towards the development of the private sector is part of
the Governmena & GNJ 6S38&8 FT2NJ 0oSUGSNI FdzidzNBE 3INR 4

$5.9 million in order to fund the pensions of former Prime Ministers, Presidents of
the Republicand Presidents of ParliamerGovernmentMinisters and Members of
Parliament.

$5.0 million in donations to other countries for humanitarian and development
reasons and disaster relief.
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$5.0 million to assist other G7+ members. T@®vernment as head of th
secretariat, is committed to supporting the economic and social development of
other G7+ members. This expenditure will also strengthen the G7+ as a global actor;
allowing Timo#Leste to increase its influence on world affairs.

$4.7 million to the Seetary of State for Youth and Sport for community sports
activities. TheGovernmentrecognizes the importance of sporting events on a local
level in order to foster community spirit and to provide activities for the youth, as
well as on a countryise levelo create a sense of national pride and unity

$4.5 million to the Ministry of Health to support health treatments abroad. This
expense is necessary to improve medical care despite constrains on treatment
options inTimorLeste

$3.7 million to the Minigy of Health in order to subsidise the various health clinics
throughout TimorLeste as well as to send ill citizens abroad for treatment. This
reinforces theGovernmena O2YYAUYSy(d (2 AYLINROSR KSI f

$3.6 million to MCIAto fund cooperative groups and support the development of
small industries.

$3.1 million to the Ministry of Education in order to support private universities. This
invesiment will improve the quality of education and contribute to a better prepared
workforce in the future.

$2.2 to UNTL towards scholarships &tudentsin universities abroad. This is a
necessary expense to ensure the youtfTimorLesteachieve the highest education
standard possible, which will translate into greater future productiatypongst
workers.

$2.0 million to SEPFOPE towards development of Tejolu industry. Promoting local
industries and market is essential to build new markets and diversification of the
economy.

$1.8 million to the Ministry of Tourism towards national and int@tional events.
These events include the Tour de Timor and othemowned events, which will
promote the positive image ofimorLesteinternationally. They will also enhance a
feeling of union by the promotion of citizen participation.

$1.5 million to puchase solar panels for communities that do not have access to the
national electricity grid.

$1.0 million in the Secretary of State of Gender Equality for the empowerment of
women. TheGovernmentis strongly committed to ensuring there is equality in
socety and empowering women so they can takeaative part in the development.
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1 $1.0 million for the Timot.este Football Federation. Ti@&overnmentis committed
to the development of football iTimorLestefor two main reasons. Firshational
sports teamscontribute to an overall sense of nationhood and national pride and
therefore indirectly contribute to peace and stability. Secpndports
facilities/activities provide alternative activities for underemployed youth which
reduces the likelihood of them lseming involved in antisocial or aggressive
activities.

Investments

TheGovernmentconsidesthe majority of spending (#08.9million, or92.1% of total) in the
Public Transfers appropriation categdoybe investment with eithehuman capital social

or physical characteristics. This follows from the fact that a lot of the expenditure in this
category strives to improve the standard of living of many of the most disadvantaged
citizens in Timoteste.

Human Capital Investments

$31.8 million 9.5% of total Public Transfers) can be classified as Human Capital Investments.
These investments include subsidies to universities, scholarships to study abnohd
rehabilitationand acquisition of furniture for schools.

Socialnvestment

$197.1million (68.7% of total) from this categorgan beclassified as social investment, with
most of that total coming from the large amount allocated to payments to veterans, the
elderly, single mothers and disaster relief. The rest comprisssigiort to NGG, subsdies

to health clinics, sporting activitiesational and international eventand foreign support
(including to Guinedissauand G73}which have all already been discussed.

Physicalnvestments

A further $80.1 million 23.9% of total) is considered to be expenditure on physical
infrastructure. Thisincorporates PNDS support for the rural roads and local factory
programs loans to the private sectorgcapitalization of the Central Bank @fmorLeste
and support to the coogrativesand small industries

2.4.2.4: Minor Capital

In 2014, Minor Capital is set facreaseto $52.1 million from $49.6million in 2013, or by
5.1%.This is in line with th6&overnmen© & | AY (2 O2y (iNRt SELISYRA I dz

Policy Measures

1 $6.8 million to purchase CCTV system for the Betano and Hera power plants.
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1 $5.0 million to MTC to purchase a new ferry for Tirheste in order to supplement
0KS &ASNIAOS OdzNNBy (thel | NERYPRORSR 4208 ST KS I &
operational and maitenance costs for both ferries.

1 $2.8 million to the Secretary of State for the Council of Ministers to fund national
printing.

1 $1.5 million for the Ministry of Education to invest in furniture for schools.
Investments in education require both better quglibut also more and better
material to learn.

1 $1.2 million to the Ministry of Health to purchase important medical equipment. This
once again reinforces theGovernmenQd RSOGSNXAYIFGA2Y G2 N
healthcare in Timoteste.

1 $1.0 million to buy velsles for the UPF, PNTL and cars for the-gistvicts and
Wadzl dzaQd ¢KAA Aa I ySOSaalNeE AygSadaySyid ¢
assets available for these institutions to carry out their functions correctly.

1 $1.0 million for emergency cafsr the airport. This expenditure will contribute to
improving the increasing activity level at the airport.

Investments

Obviously all of the Minor Capital expenditure is on physical gdadestmentstotal $17.5
million for 2014,which is 3.6% of total budgeted Minor Capital for the yeatowever
some of hese investments can be broken down into human capital and social investments.

Human Capital Investments

$1.5 million (2.9% of total Minor Capital expenditure) can be considered human capital
investment. This corresponds tacquisition offurniture for schools by the Ministry of
Education.

Social Investments

$16.0 million of Minor Capitalexpenditure 80.7%6) has social characteristics. The new ferry
and CCTV cameras for the electrical power plans of HeraBat@nomake up the majority

of this expenditure, as discussed. There is &l&8b,000allocated to the Ministry of Health
for 13 new ambulances$350,000 to the Secretary of State of Security for new fire trucks
and $160,000to the Ministry of Social Solidarity for funeral cars.

2.4.2.5: Capital and Development

The next table shows CFTL Capital and Development expenditures, which have shrunk by
43.1% from 2013 to 2014. The majority of expenditure is on district development programs.
These programs build on the success of previous district development projects by
continuing to finance the development of small scale infrastructure according to the needs
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of local communities. Roads, education facilities, health facilities, water supply and
sanitation and irrigation systems will be constructed under these programs. Projects in
these programs are tendered to Timorese owned construction companies; boosting loca
development and keeping profits within Timbeste. These programs also provide
employment opportunities to many Timorese workers and are contributing to development,
economic growth and poverty reduction in all thists throughout Timoileste.

PolicyMeasures

1 $1.3 million to the Ministry of Social Solidarity$0.8 million towards the 12th
November Memoriabnd $0.5 millionthe Heroes GardenTheGovernmentwishes
to promote the memory and honour of those who died in the Massacre of the 12th
November. This Memorial will also contribute to the historical record of the events
that took place inTimorLesteas well as help promote a strong feeling of national
pride.

Table 2.42.5.1: PDID and Other Capital and Development Expendityfesillions

2012 2013 2014
Actual BB1 Budget

2015 2016 2017 2018

Total Capital and Development 88.3| 1525 86.8 90.3 93.9 97.6| 101.5
District Development Programs 45.2 87.0 39.4 40.9 42.6 44.3 46.0
Ministries / Agencies 43.1 65.5 47.4 49.3 51.3 53.4 55.5

Note: For 2011 and 2012, this value includes PDD1 and PDD2. From 2012 PDD1
PDD2 are mostly budgeted under PDID.
SourceNational Directorate of Budget

TheGovernmentis committed to a fair and transparent distribution Bfstrict Development
Programshroughout TimorLeste. In this regard, meetings are organized with Suco chiefs,
citizens and community leaders to identify the demand for different projedies& projects

are then collated and reviewed by the Ministry of State Administration to ensure that
spending on thesgrogransis in line withset budget ceilings and with the fair distribution

of programs between districtsThe Ministry of State Administration also determines the
distribution of the5 A & G NA Ol 5 S @S thadydvietyveen diffsBnddiktridftsiusing

a formula that partly depends on population per district. The Budget Review Committee
makes the final dasion regarding the inclusion of projects in the State Budget proposed to
Parliament. Th&overnmentis committed to transparently and clearly showing expenditure
in different districts. Budget Book 3 shows total spending and spending per capita for PDID
and ongoing PDD1 and PDD2 projects in each district.

aAYyAAGNARSAE |yR | 3Sy okldiment ekpentlifure Cohtindiad bef I YR
relatively small. This matches with ti@overnmen©a L2t A0& 2F Yl Ayfte& O
infrastructure through large mulyear projects which are included in the Infrastructure

Fund.

44



2.4.3: Infrastructure Fund

Infrastructure is extremely important for Timef Sa G SQa R R, 2eliavls v
electricity supply and telecommunications systems are necessary to develop aparsap

modern, productive economy. TmgrSa i SQa OdzZNNBy i Ay FNI & G NHzO G d
be constraining private sector growth. Tl&overnmentis committed to improving this

situation by building the core infrastructure necessary for high levelsaifauic growth. In

order to construct these facilities, th@overnmentestablished the Infrastructure Fund in

2011. The Major Projects Secretariat (MPS), the National Procurement Commission (NPC)

and National Development Agency (ADN) were also establishexValuate, procure and

monitor projects in the Fund.

Table 2.4.3.1 shows the distribution of the Infrastructure Fund budgegirbgram Column

A shows the 2013 original budgeZolumn B shows the original 2013 budget aitetuding

the 2012rollover. The rollover from 2013 to 2014 is shown in column C and additional
appropriations regarding continuing and new projects are shown in columihB.2014
final budget for eaclprogramis shown in columiand is equal to the rollover from 2013 to
2014 (columm Q) plus the additional appropriations (columnD). Table 2.4.3.2 shows
forecasts for outgoing years.
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Table 2.4.31: Calculation ofinfrastructure Fund Expenditure by Program 2014 $
millions

A B C D E
Budget
Budget 3v?t1hs Rollover Apﬁ?g:rli(;r:iaolns Budget
2013 2012 2013 2014 2014
Rollover (e
Total (including loans) 604.4 659.1 221.0 147.6| 368.6
Total (excluding loans) 560.8 615.5 202.9 134.6| 337.5
Agriculture and Fisheries 8.0 8.5 3.3 25 5.8
Water and Sanitation 10.1 12.1 3.8 2.9 6.7
Urban and Rural Development 6.6 6.6 2.3 3.2 5.5
Public Buildings 20.7 22.2 12.3 3.8 16.1
Financing and Supporting Infrastructure 24.0 27.1 8.9 41.2| 501
Youth and Sport 2.5 2.5 0.7 1.2 1.8
Education 8.4 8.4 5.8 1.4 7.2
Electricity 121.7 126.4 40.3 16.0 56.4
Information Technology 4.0 4.0 3.8 0.4 4.2
MDGs 46.3 47.3 27.0 -120| 15.0
Health 2.0 4.8 2.7 2.0 4.7
Security and Defense 17.6 18.7 8.7 8.2 17.0
Social Solidarity 1.7 24 0.3 0.5 0.8
Tasi Mane Project 1394 152.2 33.1 13.2 46.3
Roads 80.2 96.0 19.2 30.7| 499
Bridges 21.4 26.9 3.9 14.8 18.7
Airports 7.0 7.0 6.0 -0.4 5.6
Ports 11.0 11.0 4.2 5.0 9.2
Oecussi Development 9.0 12.1 5.2 1.6 6.8
Tourism Sector 0.0 0.0 0.0 2.0 2.0
Preparation, Design and Supervision of New 19.4 19.4 11.6 38 78
Projects
Loans Program 43.6 43.6 18.1 129| 311

SourceNational Directorate of Budget and Major Projects Secretariat

Every effort has been made to forecast end of year 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 reviewl@fant contracts

and an evaluation of when payments to contractors were likely to fall @wegrans may,
however, under or overspend due to factors which are impossible to forecast and which
are outside of theGovernmenQ a O 2 y GX@riméntmiay 8 example, predict that a
section of a road will be completed in November; with payment to a contractor falling due
in December. Higher than normal rains in October and November may delay construction
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and mean the contractor is no longer entitled to pagnt in December. This in turn would
result in the forecast being higher than actual expenditure.

¢CKS NRffAYy3a 20SN) 2F (GKS LY TFNI adNUHzOG dzZNBE  Cdzy
international best practice and th&overnmena LJ2f A OA S debInfrasting Y I y &
Fund projects multyear contracts are signed between ti&vernmentand private sector
contractors. These contracts normally specify multiple payments; with each payment
depending on a component of the construction/project being finishedDelays in
construction due to weather conditions or other events beyond @evernmend 0O2 y (i NP €
can cause payments to be delayed. This can result in the budget for one year not being fully
utilised because it initially covered payments which have nasnbdelayed to the next

financial year. Th&overnmenE o6& NRffAy3d 2@0SNJ GKS LYyFNIadN
project, is ensuring that money to pay contractors on my#ar projects is effectively ring

fenced. This simplifies budgeting because projécQ 0 dzRdl Bavedo bRréalculated

each year. It can also increase execution because the budget after rollover should be large
enough to cover payments which may become due. By securing budgets over many years,

this system also provides a degreesefcurity to contractors and reduces their perceptions

of the risk of nopayment. Companies are often prepared to accept lower profit margins on
projects where they consider that the risk of not being paid for work is low. In the long term

roling over tt§ LYy FNJ & 4 NHzOG dzNBE Cdzy RQ& o0dzR3ISG Yl & (K
costs and more efficient expenditure.

Table 2.4.3.1 also shows the distribution of Infrastructure Fund expenditure across different
prograns. The largest threprograns (excluding lans) in terms of budgeted expenditure
are Electricity,Roadsand the Tasi Mane project which account d¥.3%,135%and 12.6%

of total expenditure respectively. This distribution of expenditure is in line with the
GovernmenQ 4 LJa$ dtafedl Bithe SDP angrogram of Governmentwhich strongly
emphasizehe importance of these sectors to the development of Tirheste.

Finally Tables 2.4.3.1 and Table 2.4.3.2 preseéqB$nillion for infrastructure development

in OecussiThe Governmentbelieves that he Special Economic Zone should lead to an
increase in exports and industrial production. It should also promote economic
development in one of the most marginalised districtTimorLeste as well as creating
significant employment oppounities for the local population.
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Table 2.4.2: Infrastructure Fund Expenditures lgrogram20132018, $ millions

Budget | Budget | Budget| Budget| Budget

2014 2015 2016 2017 2018
Total (including loans) 368.6 713.4 784.4 437.5 249.4
Total (excluding loans) 337.5 596.1 625.9 270.0 212.4
Agriculture and Fisheries 5.8 16.1 26.6 19.2 2.3
Water and Sanitation 6.7 20.0 24.0 15.0 15.0
Urban and Rural Development 5.5 9.3 5.0 0.0 0.0
Public Buildings 16.1 68.4 80.7 22.4 3.0
Financing an&upporting Infrastructure 50.1 16.6 7.5 4.3 4.3
Youth and Sport 1.8 6.0 8.1 6.0 11
Education 7.2 49.9 51.8 30.7 4.5
Electricity 56.4 48.4 37.4 5.7 3.5
Information Technology 4.2 0.7 0.0 0.0 0.0
MDGs 15.0 54.6 55.5 22.0 22.0
Health 4.7 4.4 04 0.0 0.0
Security and Defence 17.0 16.5 10.6 1.9 0.0
Social Solidarity 0.8 5.7 1.7 0.5 0.0
Tasi Mane Project 46.3 101.6 92.5 82.0 42.8
Roads 49.9 49.5 10.6 4.0 4.0
Bridges 18.7 114 0.9 0.0 0.0
Airports 5.6 60.0 71.1 30.8| 100.0
Ports 9.2 21.9| 112.2 10.2 0.0
Oecussi Development 6.8 22.0 17.0 55 0.0
Tourism Sector 2.0 3.4 2.5 0.0 0.0
Preparation, Design and Supervision of New Projec] 7.8 9.9 9.9 9.9 9.9
Loans Program 31.1| 117.3| 158.5| 167.5 37.0

Source: National Directorate of Budget and Mdpoojects Secretariat

2.4.4 Human Capital Development Fund

Table 2.4.4.1 shows the Human Capital Development Fund for.ZDiié number is
obtained by addinga small rollover from 2013with forecasted actual and new
appropriations. Although the total amount in this fund is similar to last year, with a
relatively small 3.1 million reduction, the relative amounts given to the various programs
have changed considerably. Although scholarships remain dominant, wethhalf the total
budget, the amount allocated to vocational training has more than doubled, while the
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Governmenf) a
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#fadpifiaincreasing human capiial TimorLeste.

The Governmentconsiders the entire Human Capital Development fund to be social
investment. Moreover greater expenditure on human capital now is in line with the

Wh G KSNJ ¢ NhiskalfokagfoB @ liielwih the S Of A y S

Governmenf) a

Ll2f A 08

2 FpreFeIhyestrhedtlinRelluéadidh aridaining will
increase productivity in the future and result in higher future growth.

Table2.4.4.1: Human Capal Development Fund byrogram $ millions

2014
2013 2013 Rollover | Addition Final
Budaet FRasted | 2013 to al 2014 2015 | 2016 2017 | 2018
g Actual 2014 Appropri | Budget
ations
UEENHCRIE(R 4 39.4 3.1 36.9 400| 450| 450| 49.0| 490
Program)
Vocational 48 47 0.1 10.0 101| 99| 99| 108| 108
Training
Technical 3.1 3.0 0.1 4.4 45| 41| 41| 44| 44
Training
Scholarships] 23.3 21.2 2.1 20.1 22.2 23.0 23.0 25.0 25.0
Other 11.2 10.5 0.7 2.4 31| 81| 81| 88| 88
Training

Source: National Directorate of Budget and Major Projects Secretariat
2.4.5 Development Partners

Development partners are set to contribute &9 million in 2014 continuing therecent
downward trend in this categoryThe details of these commitments are set out in Budget
Book 5. It should be noted that this figure does not include loans.
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SourceDevelopment Partnership Management Unit

2.5: Revenues

2.5.1: Overview of Revenue Projections

Table 2.5.1.1 shows projections for total revenue, which is the sum of domestic revenues
and petroleum revenues, up to 2018. Projected total revenu@0d4 is significantly less
than 2013 (and indeed significantly less than the projection made for 2014 in that year). This
decline is due primarily to the reduction in petroleum revenues for various reasons which
are outlined in section 2.5.3. This overddicline is despite the fact that domestic revenues
are projected to continue their upward trajectory, although their contribution to total
revenue is still set to be dwarfed by petroleum for some time to come.

Table 2.5.11: Total Revenue012 ¢ 2018, $millions

:(S[iil 2013 BB1 ?’2314 2015 2016 2017 2018
Total Revenues 3,696.8( 2,839.6| 1,609.2( 1,876.9| 1,936.8| 1,627.8| 1,324.2
Domestic Revenues 137.7 146.3 166.1 181.0 196.1 211.2 226.4
Petroleum Revenues| 3,559.1 2,693.3 1,443.1] 1,695.9 1,740.7 1,416.6| 1,097.8

Source: National Directorate of Economic Policy and the Petroleum Fund Administration Unit
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2.5.2: Domestic Revenue

2.5.2.1 Overview

Table 2.5.2.1.1Domestic Revenue 2@Ig 2018, $ millions

A?cotﬁil ZBOé f Prc?jzggon 2015 2016 2017 2018
Total Domestic Revenue 137.7 146.3 166.1 181.0 196.1 211.2 226.4
Direct Taxes 37.2 41.8 45.1 50.7 56.4 62.0 67.7
Indirect Tax 61.3 64.0 74.6 80.6 86.7 92.8 98.8
Other Tax Revenue 0.1 0.0 0.3 0.3 0.3 0.3 0.3
Fees and Charges 14.8 145 15.5 16.4 17.3 18.2 19.2
Social Game Receipts 0.2 0.3 0.2 0.2 0.2 0.2 0.2
Rice Sales 4.4 25 6.4 7.4 8.5 9.5 10.5
gﬂgi;fs"oca' Produce & 0.2 0.3 0.1 0.1 0.1 0.1 0.1
Interest 0.2 0.1 0.2 0.2 0.2 0.2 0.2
Electricity Revenue 0.0 0.0 19.0 20.0 21.0 22.0 23.0
Autonomous Agencies 194 22.8 4.8 5.0 54 5.9 6.3

SourceNational Directorate of Economic Policy

Domestic revenues make up the largest source of funding for Ge@ernment after
petroleum. Primarily composed of taxes, fees and charges and autonomous agencies, there
has been robust growth in most major categories in recent yebotal domestic revenue

set to continue in 2014, as shown in Table 2.5.2.1.1, which is projézted 13.6% higher
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importance of increased domestic revenue in order to finance future expenditure as
petroleum revenues decline and efforts continue to eliminaieess withdrawals from the

petroleum fund.

2.52.2 Taxes

¢ ESa | NB
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exception, with total taxes comprisirtlL.6% of total domestic revenue in 2012, a share that
is projected to grow grdually over coming year$able 2.5.2.2.1 lays out tax projections.
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Table 2.5.2.2.1: Total Tax Revenue 2@12018, $ millions

2012 2013 2014

Actual BB1 Projection 2015 2016 2017 2018
Total Tax 98.6 105.8 120.0 131.7 143.4 155.1 166.8
Direct Taxes 37.2 41.8 45.1 50.7 56.4 62.0 67.7
Income Tax 7.4 8.9 9.4 10.2 11.0 11.8 12.6
Individual Income 0.8 1.1 3.7 4.0 4.3 4.6 4.9
Individual Inc Othe 6.6 7.8 5.7 6.2 6.7 7.2 7.6
Corporate Tax 6.5 7.6 13.5 14.0 14.6 15.2 15.8
Withholding Tax 234 25.3 22.2 26.5 30.8 35.0 39.3
Indirect Taxes 61.3 64.0 74.6 80.6 86.7 92.8 98.8
Service Tax 4.4 5.2 4.1 4.2 4.3 44 4.5
Sales Tax 16.3 15.9 17.8 18.6 19.3 20.1 20.8
Excise Tax 27.1 31.7 37.3 42.3 47.2 52.2 57.1
Import Duties 134 11.2 15.3 15.6 15.9 16.1 16.4
Other Tax Revenue 0.1 0.0 0.3 0.3 0.3 0.3 0.3

Source: National Directorate of Economic Policy

Tax revenue as a percentage of (qoetroleum) GDP is quite low, at 7.1% in 2012. This is
typical of a country at Timegr SadSQa adl 3S
producing countries). However, given TijorS & 1 SQa | Y0 A G A 2 -tin pkarts 2 NJi
for infrastructure and other development initiatives, such as joiniAGEAN, the
Governmentis focugd on faster growth and refornin the areas oftax revenue and
collection.

In terms of projections, every effort has been made to use all dveildata and past trends

in order to create the most realistic picture of revenues goingvéod. But with major shifts

in Governmentexpenditures, new tax reforms and updating of tax accounting methods
happening on a regular basis in Timaste, the figtes presented should bapproached
with caution. This is particularly true in outer years, which are often an extrapolation of
recent trends applied to the014 forecast.

In 2014 taxes are projected to increase to $120.0 million, a 13.5% increase on the 2013
figure. This is driven largely by increases in indirect taxes, particularly excise and import
taxes, as well as corporatecometax.

Indirect taxes are increasing due to ieased levels of imports, reflecting TirorS & G S Q &
dependence on goods and services from abroad. The increases in the levels of these taxes
do not necessarily reflect increasing purchasing power on the part of the average citizen,
but more likely the increse in imported material for large infrastructure projects already
under development and also improved efforts by customs officials to increase compliance
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with these taxes. Large infrastructure projects are also likely to expienincreases in
corporatetax.

The decline in withholding tax is due to the fact that the execution of the Infrastructure
Fund and the Budget have been lower than expected.

The overall level of income tax is set to continue its steady increase, though due to
strengthening of applici A2y 2F (GKS flFga>x (GKS NIdGA2 06Sis
WLYRADGARdzEf Ay O2YS hiGKSNIRD OFG0S3I2NASa KIFa OKI

The slight decline projected in service taxem 2014 is due to low projection®r actual
collections in 2013. lhough it is projected to pdually recoverit emphastes the fragile
state of the private sector in Timdreste, as discussed pnevious sections and also possibly
the withdrawal of the UN at the end of 2012.

2.5.2.3: Fees and Charges

Fees and charges refer @ wide seleagbn of categories which contribute to domestic
revenue from norAax sources. Thesmclude administrative fees utility paymentsand
endowments to theGovernmentfrom natural resources other than petroleyras shown in
Table 2.5.2.3.1Most of the categaes provide a negligible amount, perhaps a few thousand
dollars which is why the projections are rounded down to zero in some cases. However the
list, which is updated with new categories regularly, reflects the work being done by various
line ministriesin terms of increasing administrative efficiendypcreased efficiency in the
collection of these fees alsnsules thatcitizens of Timot_este are complianwith various
chargedor Governmentservicesand make a contribution to domestic revenues.

Where possible, information was collected from the various line ministries responsible for
each category and used to make projections. It should be emphasized that many of these
categories are very small and highly variable and that the overall focus shouwd te

trend: slow but steady growth.
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Table 25.2.3.1: Fees and Charges Projections 2012018, $ millions

Aztgiil ZBoéf i?;f' 2015 2016 2017 2018
Total Fees and Charges 14.8 145 155 16.4 17.3 18.2 19.2
Business Registratidrees 1.4 2.2 15 1.6 1.6 1.7 1.8
Postage Fees 0.0 0.0 0.0 0.1 0.1 0.1 0.1
Property Rentals 2.7 2.9 3.1 3.3 3.4 3.5 3.7
Water Fees 0.0 0.0 0.0 0.0 0.0 0.1 0.1
National University Fees 0.5 0.7 0.6 0.6 0.7 0.7 0.8
Vehicle Registration Fees 0.7 0.7 1.3 15 1.8 2.0 2.3
Vehicle Inspection Fees 0.3 0.3 0.4 0.5 0.6 0.7 0.8
Vehicle Inspection Imported 0.0 0.0 0.0 0.0 0.0 0.0 0.1
5NA @S N®Rees[ A OSy 3 0.2 0.1 0.2 0.3 0.3 0.3 0.3
Franchising Public Transport Fej 0.1 0.1 0.1 0.1 0.1 0.1 0.1
TransportPenalties 0.1 0.1 0.1 0.2 0.2 0.2 0.2
Other Transport Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ID and Passport 0.6 0.6 0.9 1.0 1.1 1.2 1.3
Visa Fees 1.0 1.0 1.2 1.2 1.2 1.2 1.3
Hospital and Medical Fees 0.2 0.3 0.1 0.1 0.1 0.1 0.1
Fines- Health professionals 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Court Fees 0.0 0.0 0.1 0.1 0.1 0.1 0.1
Dividends, Profits, and Gains 5.1 4.3 45 4.6 4.8 5.0 5.2
Fines and Forfeits 0.0 0.0 0.0 0.1 0.1 0.1 0.1
Mining and Quarrying 0.1 0.0 0.1 0.1 0.1 0.1 0.1
Radio and Television Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.1
Bid Document Receipts 0.0 0.0 0.1 0.1 0.1 0.1 0.1
Auctions 0.5 0.4 0.1 0.2 0.2 0.2 0.2
Embassy Fees 0.0 0.0 0.0 0.0 0.0 0.0 0.0
lllegalLoggingrines 0.1 0.2 0.0 0.0 0.0 0.0 0.0
RentalGovernmentProperty 0.1 0.1 0.1 0.1 0.1 0.1 0.1
EAIP 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Investment Registration Fee 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Other NonTax Revenue 1.0 0.2 0.5 0.5 0.4 0.4 0.4

SourceNational Directorate of Economic Policy
2.5.2.4 Other Revenue Streams

There are a few other categories of particular interest in terms of their contribution to
domestic revenuesThe major category here is revenue from electricity, which is now being
collected the Ministry of Public Works, having formerly been under theraartmus agency
EDTL. Using their internal projections shows steady growth in coming years due to the
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second major power plant in Betano recently coming online and increasing numbers of
meters ensuring more of their growing customer base is paying for plosver.

Rice sales vary from year to year based oGovernmentpolicy andthe size of various
subsidied food programs. The sale of locafoduce and products is based on the
Governmentpurchasing and subsequently selling on goods from small farmers to tearke
Obviously this category will vary in responsetie number of participants in the program
and other factors such as climate.

Social Games Receipts are based on games of chance, which are forecast to increase in
coming years due to the introduction af new lottery. Finally, the total intereshcomeis
forecast to increase modestly, though is subject to changing international financial
conditions.

2.5.2.5. Autonomous Agencies

The Autonomous Agencies have independent budgets from their line ministnésare
partially funded by their own revenues, as laid out in Table 2.5.2.5.1.

Table 25.2.5.1 Autonomous Agencie® w S @2912 2918, $ millions

2012 2013 2014
ACtuaI BB1 PrOjeCtion 2015 2016 2017 2018
Total Autonomous 19.4 22.8 48 50 54 5.9 6.3
Agencies
Equipment 0.1 0.0 03 03 04 0.4 05
Management
Aviation 15 1.4 1.4 15 16 17 18
Port 27 33 3.1 3.2 35 37 40
EDTL 14.9 17.9 0.0 0.0 0.0 0.0 0.0
SAMES 0.2 03 0.0 0.0 0.0 0.0 0.0

SourceNational Directorate of Economic Policy

Anew port is set to open in Oecussi which should lead to increased growtrimevenues

in outer years. An increase in airport charges should lead to a recovery in revenue gnowth
this category especially if increasingates of passenger numbers can be maintained.
Equipment Management continuesstw yet steady growth in its contribution as in recent
years. After a restructuring in its functions, future revenues from SAMES are expected to be
negligible in outer yearsAs discussd in the previous section, from 2014 EDTL is no longer
an autonomous agency.

2.5.3: Petroleum Revenuesnd Investments

Petroleum revenues currently finance most of the state budget. The Petroleum Fund
contributesto the wise management of petroleum resaas for the benefit of both current
and future generations.

55



2.5.3.1Inflows of Petroleum &enues

Overview
The factors driving the inflow of petroleum revenues are prices, production and costs.

Compared with the 2013 General State Budget, the new oil price forecast is somewhat
lower throughout the forecasting period. Costs are slightly higher, while thersigndicant

drop in production. Petroleum revenues from Bayundan and Kitan are likely to have
peaked at $3,559.1 million in 2012 and are now forecasted to decline, slowly at first in 2013,
then more significantly to $1,443.1 million in 2014 (see Tabhle82.1 and 2.5.3.1.2).

Table2.5.3.1.1 Estimated Petroleum Revenues 2Pt 2018, $ millions

2013
2012 2014
Estimate 2015 2016 2017 2018
Actual* Budget

*%

Total Petroleum Revenue 3,959.9 3,070.2| 2,213.4| 2,50.7 | 2,6829| 24238 | 2,156.4

PetroleumFund Interest

. 400.8 376.9 770.3 874.8 94221 1,007.2 | 1,0686
received

Total Petroleum Revenue

. 3,559.1| 2,693.3| 1443.1| 1,695.9| 1,740.7| 1,416.6| 1,097.8
Excluding Interest

BU*** FTP/Royalties 196.9 168.6 115.1 118.6 108.6 100.1 84.7
BU Profit oil 1,594.9 1,282.9 681.1 760.3 798.9 733.6 557.3
BU Income Tax 508.0 444.8 303.2 296.2 276.7 254.3 189.7
BU Additional Profit Tax 533.9 436.5 204.5 335.8 304.7 286.2 217.2
BU Value Added Tax 6.5 21.3 28.0 19.4 17.8 17.9 24.1
BU Wages Tax 11.7 17.0 17.9 18.7 15.6 16.0 16.4
BU Pipeline Payments 8.6 8.4 8.4 8.4 8.4 8.4 8.4
BU Other Payments 240.5 141.8 0.0 0.0 0.0 0.0 0.0
BU Withholding Tax 15.2 0.0 0.0 0.0 0.0 0.0 0.0
Kitan 443.0 172.0 84.9 138.4 210.0 0.0 0.0

SourcePetroleum Fund Administration Unit
* Actual Cash flow for 2012
** Estimated 2013 as of June 2013. From 2013 onwards BU Withholding Tax is included in BU Value Added Tax
**BU: Bayu Undan

PetroleumPrices
In recent years the Brent benchmark has proved a better indicator of the price on Bayu

Undan and Kitan liquid products (condensate and LPG) than the WTI benchmark used in
previous years. F&014, the benchmark oil price used in the petroleum wealth calculations
has therefore been changed to BrehSection 2.5.3.2 on the Petroleum WealthdagSl|
Calculation discusses this change further.

°The future prices on Bayundan and Kitan liquids products (condensate and LPG) are estimated based on
historical relationships with a behmark price and the benchmark’s forecast. Liquefied Natural Gas (LNG)
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The Petroleum revenue forecasts in the 2014 General State Budget are based on a
benchmark oil price (Brent) of $107.5 per barrel in 2013, compared with (WTI) $86.6 per
barrel in the 2013 Budget. However,time years after 2014, the current oil price forecast is
somewhat lower than previously forecasted (see Figure 2.5.3.1.1).

Figure2.5.3.1.1:Historical Changes and Future Projections in the WTI Oil Price, $ per
barrel
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SourcePetroleum Fundddministration Unit, data from Energy Information Administration (EIA)

Qil Production
The production forecast of liquids (condensate and LPG) for -Bagian has been

significantly revised down compared with the 2013 Budget. Total petroleum production
from BayuUndan (also including LNG) is estimated to have peaked in 2011 at 59 million
barrels of oil equivalents and is now set to decline before ceasing in 2020. This is four years
earlier than its projected end in 2013 (see Figure 2.5.3.1.2). Accorditigetimformation
provided by the BU Operator in June 2013, the worsening of the production outlook is
caused by higher than previously expected lean gas breakthrough, pressure depletion and
water production.

Figure 2.5.3.1.2 shows Bajuy Rl y Q& { &tiprdzhdRdas prad®EtivulAorecast for
2014 compared with 2013. The liquids production (charts a and b) is forecasted to be about
13% lower in the 2014 Budget than in 2013. While the 2014 forecast of gas production

prices are forecasted using the provisional price formula negotiated between sellers and buyers. The price
formula is renegotiated every three years.
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(charts C and D) projects a significanOde A y S =

forecast.
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Figure 2.5.3.1.2 BU Productions Forecasts for 2014 Budget

Figure 2.5.3.1.2a BU Liquids Forecast for Budget 2014 Figure 2.5.3.1.2b BU Liquids Budget 2013 vs Budget 2014
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The Field Development Plan for the Kitan field was approved in 2010 and production
commenced in the final quarter of 2011. The topabduction is modest compared to the

Bayul YRIFY FASEtR® ¢KS
oil over the life time of the project until 2016. The total revenue stream based on the Low

HAaMDN

dzR3I S @

Production Case is estimated at $18.8 million, or some 5% of Bayu Undan.
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Table 2.5.3.1.2: Sustainable Income Calculatigr@il Price Assumptions, Production and
Revenue Forecasts 20@2025

Total Discounted Total
Average oil Rrpduction ) Petroleum Undiscounted
. million barrels Revenues Petroleum
price, $/Barrel oil equivalent | (Factor of 5.7%), Revenues, $
$ millions millions

Total 0.0 779.7 7,017.8 26,050.5
Total f“;rglfa”“ary 0.0 249.7 7,017.8 8,096.0
to 2002 0.0 0.0 0.0 14.8
2003 0.0 0.0 0.0 10.2
2004 41.5 16.9 0.0 172.4
2005 56.6 29.0 0.0 332.6
2006 66.1 57.1 0.0 611.9
2007 72.3 57.7 0.0 1,258.5
2008 99.7 64.2 0.0 2,284.2
2009 62.0 61.8 0.0 1,660.2
2010 79.5 57.3 0.0 2,117.2
2011 94.9 61.7 0.0 3,240.1
2012 111.6 68.0 0.0 3,559.1
2013 107.5 56.4 0.0 2,693.3
2014 95.3 45.9 1,405.8 1,443.1
2015 93.0 51.6 1,563.3 1,695.9
2016 92.3 48.5 1,517.5 1,740.7
2017 92.3 39.7 1,167.4 1,416.6
2018 94.9 34.2 855.3 1,097.8
2019 97.6 20.2 393.5 534.0
2020 100.7 9.6 77.5 111.1
2021 104.0 0.0 375 56.8
2022 107.5 0.0 0.0 0.0
2023 111.1 0.0 0.0 0.0
2024 114.8 0.0 0.0 0.0
2025 118.7 0.0 0.0 0.0

Source: Petroleum Fund Administration Unit

Costs

The estimated costs for the Bayindan and Kitan projects are forecasted slightly higher in
the 2014 Budget than in 2013. The change in the cost projections between the two years is
primarily from the capital expenditures related to corrosion, new drillprggrams and
other operational issues.
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2.5.3.2Petroleum Wealth and EShklculation

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 which
still leaves sufficient resources in the Petroleum Fund for an amount of equal real value to
be appropriated in all later years. The ESI is set to be 3.0% of total Petroleum Wealth.
However, theGovernmentcan withdraw an amount from the Petroleum Fundeixcess of

ESI if a justification that it is in the long term interest of Titheste is provided to and
approved by the National Parliament.

Petroleum Wealth, which comprises the balance of the Fund and the Net Present Value of
future petroleum revenue, s estimated to be $21,076.3 milion as of

1 January 2014. Therefore, the ESI is estimated at $632.3 million for 2014. This is a decrease
2T Pmcpdc YAfTEA2Y O2YLI NBR gA0GK GKS Hamn 9{
assumptions behind the cal@tlons are listed in Table 2.5.3.2.1.
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Table2.5.3.2.1:Key Assumption®ehind ESI

Asset recognition

Forecast petroleum revenues are included only for projects wit
approved development plans. This includes Baywlan and
Kitan.

Petroleum Reserves
and Production
Forecasts

Production estimates are provided by project operators. Low ¢
production is used, consistent with a 90 percent probability tha|
actual will exceed the forecast.

Oil price forecast

ESI for Budget 2014 psepared using the average of Energy
Information Agency (EIA) low case and reference case for Bre

Prices for specific
petroleum products

Bayu Undan produces condensate, Liquefied Petroleum Gas (|
and Liquefied Natural Gas (LNG) while Kitgoraslucing only

condensate. Forecast assumptions for each product are derive
from historic differentials observed with Brent. Liquefied Naturd
Gas (LNG) prices are forecast using the provisional price form
negotiated between the Darwin LNG (DLNG) ifg@ind Japanese
LNG buyers. The price formula is renegotiated every three yeg

Production costs

Central estimate of future capital and operating costs as provic
by project operators.

Discount rate

Under Schedule 1 of the Petroleum Fund Law, ther@gerate
used to discount future petroleum revenue is the expected rate
return on the portfolio of financial assets held in the Fund.

SourcePetroleum Fund Administration Unit
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Table 2.5.3.2.2 shows the estimated Petroleum Wealth and the ESI from 2013 onwards,
assuming that withdrawals from the Fund are in line with the budget projection in Table

2.1.1.2.

Tale 2.53.2.2: Petroleum Wealth and the Estimated Sustainable Income (ESI), $ millions

2013BB1| 2914 2015 2016 2017 2018
Budget
Estimated Sustainable
787.0 632.3 638.7 625.8 610.8 604.9

Income (PWx3%)

Total Petroleum Wealth (PW)| 26,231.7| 21,076.3| 21,291.0| 20,860.7| 20.358.4] 201623
Opening PF Balance 10,776.7| 14,0585| 15369.0] 16,344.4] 17,372.0] 18,4603
Net Present Value of Futurd 15 4550l 7.017.8| 59220| 45163 29864 17020
Revenues

SourcePetroleum Fund Administration Unit

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 income. The extraction path of a
non-renewable resource is typically bshaped with significant shiter-term swings. The

ESI is meant to shield against this volatility and safeguard a sustainablef public

finances.
Figure 2.5.3.2.1: Timef Sa(iSQa t SGNRf Sdzy wS@SydzSa
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Changes in ESI from 2013 to 2014

Overview

Figure 2.5.3.2.2 shows the key incremental changes in 2014 ESI since the 2013 Budget. The
main driving factors include oil price, price differentials, petroleum production and costs.
ActualData 2012

The current ESI for 2014 incorporates the actual development in 2012, which increases the
2014 ESI b$34.0 million. The change is mostly due to higher than expected oil prices.

Actual 2013 withdrawals from the Petroleum Fund

For 2013, theGovernmentintends to withdraw from the Petroleum Fund an amount equal

to the 2013 ESI which was $787.0 million as approved by the Parliament. Therefore, this has
no impact on the 2014 ESI.

Liquids and Gas Production

As discussed and shown in Figure 2.5.3.1.2 in the quevsection, liquids and gas
production is forecasted lower ithe 2014 Budget than ithe 2013 Budget. The Operator
has also indicated that production will end in 2020, which is 4 years earlier than previously
assumed. These significant downward revisicduce the ESI for 2014 by $160.0 million.

The main causes for the downward revision in the production forecasts are lean gas
breakthrough, low pressures and water production in the reservoir. A major shutdown is
also scheduled for in 2014.

Oil Prices

The current ESI for 2014 assumes a benchmark oil price of $107.5 per barrel in 2013, based
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The 2013 Budget assumed a benchmark oil price of $86.6 per barrel for 2BGugh the

oil price trajectory onwards is now forecasted somewhat lower than last year, the net effect
involves a $5.0 million upward revision of the 2014 ESI.

Liquids Price Differentialsd@ensate and LPG)

The price for BayWwndan condensate products is forecasted based on the historical
relationship with a benchmark price. This historical relationship, thecadled price
differential, is then projected forward on the back of the benchmark’s forecast (as
determined by EIA) to give an estimate of the future price on the products sold in the Timor
Sea. The change of the benchmark from WTI to Brent has impacted the price differentials
and reduced the 2014 ESI by $20.0 million.

Cost

% These forecasts are reported by the EIA and also available from Annual Energy Outlék 201
http://www.eia.doe.gov/oiaf/aeo/index.html
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Production costs from théwo operators (COP and ENI) are forecasted slightly higher in
2014 Budget than in the 2013 Budget. The increase in the cost forecasts reduces the 2014
ESI by $14.0 million.

Discount rate

Under TimosfLeste law, the discount rate used in the Net Present&@NPV) calculation of
future petroleum revenues must equal the expected rate of return of the Petroleum Fund
portfolio. The expected lonterm nominal return is 5% The slight change in the NPV
discount rate results in a decrease in 2014 ESI of $6li@mi

Other Taxes

WhiKSNJ ¢ ESaQ AyOfdzRS 6138 GlFrES&as Gl E O2¢tt
drilling. These taxes are forecast for the 2014 Budget based on an analysis of recent
collections and taking into account exploration work commitmeagsadvised by Autoridade

Nacional do Petroléu (ANP). The change in the forecast of other taxes increases 2013 ESI by
$5.0million.

Figure 2.5.3.2.3: Changes in the 2014 ESI (from Budget 2013 to Budget $0hillions

SourcePetroleum Fund Administtean Unit
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