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V. CONCLUSIONS AND OPINION

This document produced by Committee “C” primarilghas a general analysis of the Draft General
State Budget Law (GSB) submitted by the Governrf@m2016, which takes as its starting point the
fulfillment of the Government’s Strategic Developm@lan.

Upon the completion of the public hearings with rhens of Government and the heads of the
various relevant areas of public administrationyall as with national and international entitiasd
attentive to the Opinions of the other Speciali3&éahding Committees, written contributions received
by the Committee and analyses and submissions gedduy the technical services, the Committee
conducted a general discussion, which resulteligréport and formulation of competent opinion in
procedural terms, which concluded that the follap@oenclusions of this Report and its annexes
should be considered, in place of review of theopsal by the Government.

a) Are the provisions on monitoring and supervisioboéiget execution on behalf of Parliament
(Article 7 of the proposed law);

b) Keep the same standards with regard to authorizéirots for carrying out public spending
through exceptional mechanisms of direct award;

c) The proposed 2016 State Budget makes no referereedls of compliance with the 2011-2030
National Strategic Development Plan, not considgtivat the end of this year will be the end of
the first of three cycles of this Strategic Pla@1(?-2015; 2015-2020; 2020-2030) or new
measures that address the integration and coomhnaitthe various planning and management
systems;

d) The draft 2016 State Budget does not considen peavious years, the “non-financial debt”
(State debts to suppliers of goods and servica),ne references to the values and amounts of
these obligations, as does not include informatibating to payments to suppliers and providers
of goods and services to the state.

e) There are no new measures to improve or contriblémegister of cash income or initiatives to
regulate payments of expenditures, in particuleough the use of its execution by electronic
banking - thus avoiding fraud, misuse of funds altalving greater control of budget execution.

f) The draft 2016 state budget provides for an ovesglenditure of $1,562,233,000, to be financed
by revenues of the same amount. It estimates hdéatmost the same expense as the current
2015 Budget, with a slight reduction of about $8iom. The total amounts of expenditure remain
well in line with the 2015 State Budget, so it does appear that there is a gradual approach in
the level of spending toward initial projectionsvadced in the 2016 State Budget “Jornadas
Orcamentais”, or in the joint March 2015 repornfrthe Ministry of Finance and the World Bank
on “Public Expenditure Review on Infrastructure”;

g) Although the expectations were to reduce the nedgbt, the Government maintains a
frontloading policy to achieve its long-term godb@coming a medium-high income country by
2030, and it announced that it would give priot@yexpenditures in infrastructure and key
economic sectors including tourism, agriculture pattoleum, and promote investment in the
social sectors of health and education.
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The new Government strives to reduce non-essemanses and this is visible in “cuts” to
“Travel abroad” and the category of goods and ses/{(-8.8%) and Minor Capital (-46.5%),
regardless of a prediction by Committee “C” that thinistries will come back, as usual,
distorting their budgets and exceeding allocationit$ the items to be monitored, jeopardizing
the execution of others that have been programmed.

In general the budgets of line ministries have lreduiced to increase the budget of ZEESM
(+63%) which now represents 13% of the 2016 StaidgBt in which the main component is
infrastructure, and infrastructure investment tigtothe Infrastructure Fund (IF) (+18.7%).

The economic and social sectors will be greatlyapeed by the next State Budget, with “cuts” of
26.3% and 15.2% respectively.

Revenues that must finance this spending are peitro[82.2%) and non-oil (17.8%), but the
activity of the Government of Timor-Leste and tlo@istry’s economy continues to rely
excessively on oil revenues, at a time which thami gas production is declining faster. The
total exhaustion of oil production is announcedZ021. At the end of the 3rd quarter of 2015,
the capital of the Petroleum Fund was lower thathénprevious quarter.

The 2016 State Budget proposal includes a reqoe8tdrliament to authorize withdrawals from
the Petroleum Fund above the Estimated Sustaihatdene (ESI), translated in Article 4 of the
proposed law approving the state budget of 2016.bLluget calculates ESI for 2016 at $544.8
million, but, the government still asks the NatibRarliament for permission to transfer $1,284
million from the Petroleum Fund by the end of ngsar.

Public debt is expected to contribute $107 milkioriinance development capital expenditures,
conforming to agreements with international finasder multilateral programs through the
Infrastructure Fund.

Article 5 of the proposed 2016 State Budget Law setv limits on borrowing, with concessional
debt authorization changed to $850 million in respé costs of concessions (PPP), with a term
of 40 years. This debt value neither harms no aisflith the loans of $170 million reported in
the previous paragraph.

The amounts in previous years’ state budgets viraret to $500 million, although the first
Public-Private Partnership (PPP) contract, reladdtie construction and management of Tibar
Port, had not yet been concluded. Since this burglgresents more than double the estimated
costs of the Tibar Port PPP, we expect that themowent, which is already preparing to make
new PPP commitments next year, and the Governmientiget proposal is included in
“Appropriations for whole of government,” a prowasi of $1.487 million for Public-Private
Partnerships and Loans.

The Executive does not intend to carry over thea3uey cash balances (CFET) and Special
Funds (IF and HCDF) to finance expenditures of20&6 State Budget, explaining that they have
no expression. The low level of budget executioBdmh5 contradicts the statements of the
Government.

Recurring expenses should absorb $1,130 milliofa(@2 GSB) while capital expenses will
absorb $435.94 million (28% of GSB).

The proposed State Budget submitted by Governmdpatliament keeps the budget structure in
place and organizes the budget in line with chabhg#ése organizational structure of the VI
Government, following the approved 2015 rectifioatbudget. The Committee’s support services
identified inconsistencies in the description aftai integrated services in line ministries in
relation to the respective organic laws passedeysixth Constitutional Government and they
should be standardized by the National Parliamerihg the specialty consideration phase in
plenary.

Increased investment in Oecusse region, by tramsjeiunds to the Region and ZEESM,
amounts to a total of $217.9 million;
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The increase in budgetary allocations for the biftecture Fund of $275.869 million (IF
execution estimated in 2015) to $376.709m in 20ddy(ding loans), representing an increase of
26.76%;

The importance and the amounts involved in the Magie Program suggest the need for a
comprehensive and strategic evaluation of its warjarojects, without which it will be hard to
understand all the investment in associated infresire, which are also included in this program,
particularly to allow an actual knowledge of theimarojects which model the Program (LNG
Plant and Supply Base);

The 2016 State Budget proposal provides for a fsogmt increase in resource allocation to the
Oecusse/Atalro Regional Authority (RAEOA), predigtan overall budget of $217.9389 million
(compared to $133.429 million in the 2015 Stated®t}l corresponding to an increase of 63.3%
(of which $23 million should be withdrawn from Déepment and Contingency Funds).

Revenues from RAEOA include taxes on income (wagaesing the question of whether there is
already a legal basis to do so, given that theectitin and tax collection is up to the Government
of RDTL, recommending a clarification on this siioa.

Aware of the conclusions of the Technical Note2162015/DIPLEN, the Committee on Public
Finance considers that draft Law no. 33/l (4g)raping the State Budget for 2016 legally
qualifies to ascend to the Plenary of the Natidtaliament for consideration in generality.

RECOMMENDATIONS FROM COMMITTEE C

To the Government:

1.

The draft 2016 State Budget does not considen psevious years, the “non-financial debt”
(State debts to suppliers of goods and service#),ne references to the values and amounts of
these obligations, as does not include informatébating to payments to suppliers and providers
of goods and services to the state.

The importance and the amounts involved in the Magie Program suggest the need for a
comprehensive and strategic evaluation of its warjgrojects, without which it will be hard to
understand all the investment in associated infresire, which are also included in this program,
particularly to allow an actual knowledge of theimeomponents of the project;

Revenues from RAEOA include taxes on income (waga®ing the question of whether there is
already a legal basis to do so, given that theecbtin and tax collection is up to the Government
of RDTL. To rectify the situation we recommend ttteg Regional Authority urgently adopt its
own tax regime as provided by paragraph 11.1(lbe®f no. 3/2014 of 18 June.

The Executive does not intend to carry over thea3uey cash balances (CFET) and Special
Funds (IF and HCDF) to finance expenditures of20&6 State Budget, explaining that they have
no expression. The low level of budget executioB0@5 contradicts the statements of the
Government. It is recommended that the Governmeniigie current information to Parliament
during the generality plenary debate of the buggeposal.

The names of some ministries and services alsceapp¢he FreeBalance system and the
Ministry of Finance Transparency Portal - in Englisreating additional reading difficulties for
Members and the general public. It is recommentatthe Ministry of Finance attend to this
situation.

That in future international tendering proceduiidss National Procurement Commission (CNA)
use stricter selection criteria in order to avdid tecurrence of situations like the recent one
caused by hiring a Korean company for a South Quagéct, and welcomes the
recommendations of the Audit Chamber of the ColLi&ppeal.

That the process of drawing up State Budgets liewed, so that the spending the define begins
to be more in line with the actual execution cafyaand begins to respect the fiscal envelope set
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in May of each year in “Jornadas Orsamentais” @lRoad), avoiding the waste of increasingly
scarce petroleum resources.

To review the current legal standard that allovesftee transfer of funds between expenditure
items in the same category as a way to preverduthsequent distortion of the state budget
approved by National Parliament. This recommenddiis been successively taken into account
in earlier reports and opinions of the Committe@s&nd “D".

The Government has been focusing on investmemarious productive sectors, including
petrochemical, agriculture and tourism. The Conesittrongly recommends that the
Government also addresses the need for suppoiitto and small businesses.

That future budget proposals match the allocatfoesources to the priorities set out in the
program and seek to invest more actively in hunzgoital, rebalancing the investment in
“people” and in infrastructure.

That an “Integrated Gender Approach” is appliettolucing a budgeting approach to greater
transparency in the budget process and plannitigedtighest level of planning and coordination
of the Government to ensure that all ministries iastitutions the State have adequate capacity
on gender equality and that the Government can torotfiieir commitment to gender equality,
with the greatest possible efficiency.

The Ministry of Education continue efforts to colidate teaching in Tetum and Portuguese in
place of unofficial languages in Timor-Leste’s edli@n system, through ongoing training and
capacitation of primary and secondary school taache

The Committee notes with concern a reduction of 22%e 2016 budget allocated to Socio-
economic Promotion of Women. It recommends morerefd increase the success rate and
overall impact of the activities of SEAPSEM adoptthe strengthening of monitoring
mechanisms and monitoring of ongoing projects erathan the mere award of funds and
transfers. The projects cannot summarize the digtan of monetary support and
entrepreneurship without rigor that in many casesashandoned by the beneficiary, for lack of
monitoring of the promoted entity.

The general system of social security and pensgongt yet a reality for the people of Timor-
Leste; the Committee recommends the implementatiohpresentation in 2016 of the plan and
proposed law for a universal and contributory dasggurity system to ensure the economic
sustainability of pensions for the elderly and otfisadvantaged groups for future generations.

Reiterates the Ministry of Finance to register FET in “Appropriations for the entire
government,” a budget next year to cover the aafstsaintaining the infrastructure already
completed, particularly roads, and this is acknogyal in relation the purpose for which it is
intended.

Take the necessary steps to publish the Decregéaerning the Autonomous Service SNI;

Take steps to accelerate the approval of the $tafithe Diplomatic Career and respective
Remuneration Statute.

That the Office to Support the Activities of theeBidential Spouse present a report of activities
and a report of budget execution. This Committealditike to highlight the fact that, according
to the Organic Law of the Presidency of the RemBlrticle 7, and the budget allocation for this
office is only intended for secretarial support @notocol representation and cannot be used for
another purpose.

That the President of the Republic cease carryiridpodgetary expenditures to finance activities
in the fights against poverty, hunger and malnuotritas these areas of activity are reserved to the
executive. In this regard, the Court of Appeal dukest on the unconstitutionality of the financing
of such activities when carried out by the Prediden



20. The Government must determine the intended purfposrants awarded to the Church through
the Office of Support for Civil Society integratedthe Prime Minister’s Office, linking the use
of these financial resources with the social anatetional activity of the Church.

21. In the face of what appears to be a practice tatradicts the legislation and the potential rigk o
creating organic dysfunctions, should be claritsdsoon as possible, in strict compliance with
applicable law, the hierarchical and functionalagimation of civil servants and directors of the
various ministries and other public institutionggofzernment in service of RAEOA.

22. That it approve the career and pay scale of thd@mes of Radio and Television of Timor-Leste
(RTTL, EP) under Article 8 of the Statute of Raditd Television of Timor-Leste and that the
company produces multiannual plans and financiaic as provided for in Article 22 of the
Statute of RTTL, approved by Decree-Law No. 42/2@&6 November. This strategic
document is the basis for planning the necessaitig to the institutional development of the
company. The existence of this plan to be drawmgzcordance imposed by Decree-Law above,
should be a prerequisite for funding from the shatdget.

23. That the Ministry of Petroleum and Mineral ResosrddPRM) and the Institute of Petroleum
Geology give attention to the situation that haggoewith the employees of the latter of which
have been recently laid off without justificatiand create mechanisms to prevent future leakage
and the dismissal of qualified employees whose tigihing costs have been borne by the State.

24. Some accredited higher education institutions irddlLnot deliver proper quality education. For
this reason, their accredited graduates cannob&ertaed by the labor market. It is recommended
to the Ministry of Education to urgently reformwddhe education system so that the HR training
provided by these institutions answers the staffiseof the labor market.

25. Despite extensive spending on school infrastruatarestruction in recent years, the Committee
notes that there continues to be poor quality ofesprojects, often carried out in non-integrated
form and requiring second and third interventiansdnstruct facilities and basic access (Water,
Electricity, Fences, Landscaping, access roadg,that were not foreseen in the initial designs.
In this context it is recommended that the Minigify\education give greater concern to quality
and accuracy of new and ongoing projects, espgérathe Designs and Terms of Reference of
the various forms of projects ensuring the inclnsidall essential facilities for the immediate
operation of the new school installations.

26. That each ministry identifies its concrete stratagg goals in its plan of action to achieve the
commitments to gender equality and ensuring prbpdget execution for all commitments made
by the Prime Minister in the Maubisse StatemenDotober 15, 2015.

27. That the investments scheduled for the SpecialdRegfi Oecusse and Special Zone of Social
Market Economy of Oecusse-Ambeno and Atadro, asugéh its own program, begin to be
included in the IF program, although in a sepasatgprogram;

28. The power plants of the country have been using diglsel fuel instead of replacing this fuel
with heavy oil or gas to reduce the energy biliheff country and consumers. There is an old
commitment of the Government to carry out suchaeginent, and generators are now even
adapted to this solution. It is therefore recomnaehithat the Government implement this step to a
most economical solution, if proven safe for health

29. The Government acquired in 2015, 5,000 prepaidrédég meters that have been installed.
However revenue from electricity sales continueseaawery much less than the costs of
production. It is important that the Governmentéase surveillance on illegal consumers and
purchase and install more prepaid meters to inereas-oil domestic revenues.

30. Vehicles from Timor-Leste which cross the bordemtonesia have to pay a visa, but the same
does not apply to vehicles from Indonesia enteitingcountry. It is recommended that the
Government urgently regulate the situation.
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As economic diversification is considered stratdniche Government, it is important to balance,
for example, diversification of petroleum investrhenith other financial instruments, such as the
capitalization of state-owned businesses, as isake with Timor Telecom, to increase its
profitability and ensure returns for the state.

Given that there is still an obvious lack of quelif human resources in the country and that the
government only allocates 2% of the state budgetyear to the Human Capital Development
Fund (HCDF) (34 million dollars), it is recommendéet the Government strengthen this Special
Fund in fiscal year 2017, given that the qualifimatof human resources is still a major challenge
for the country, despite being one of the pricsitid the Sixth Constitutional Government.

The vast majority of public companies, such as TRIMGAP, EDTL or RTTL, receiving almost
all of their budgets annually through the stategaidcontinue after several years without
increasing their creativity to be able to produesviees and be profitable, so that they can
gradually become self-financing in the medium tefime problem may be related to the lack of
training of their employees, but the Governmenttbagive urgent attention to this situation and
limit financing this “lost money” from the State 8get.

The execution of Special Funds benefits from sdmefdility in terms of management. However
this broad flexibility could jeopardize the implemation of projects which are listed and whose
budgets have been approved by the PN. It is negethsd the respective Board of Directors
safeguard the flexibility of IF and HCDF, but witlne caution.

Severe global climate change has also affecteddheultural production of Timor-Leste and the
continuing drought is proof of that. Although thevdlopment of the agricultural sector is a

priority for the VI Government, it is recommendéat the Government legislate urgently on the
management of water, like Brazil and others whdéesdfom similar problems have already done.

The total amounts of expenditure remain in linehwfite 2015 State Budget, so we do not see a
gradual approach to the level of state budget edipge, the fiscal envelope, recommended by
the Government in the “Jornadas Orsamentais 2Q#61(.3 billion), as well as in the March
2015Joint Review of the Ministry of Finance and ¥ierld Bank on “Public Expenditure on
Infrastructure”, exceeding the earlier fiscal eope by $262 million. It is recommended that in
the future, the Government be more consistensiddtisions.

That ensures a strong increase in resources atbtathe Department of Decentralized
Procurement of the Ministry of Health, to ensure prerformance and adequacy of procedures for
procurement of essential materials and servicethi®oNational Health System in a timely manner
during the budget execution cycles. The Committgeswith concern the substantial reduction
in the budget for Health (-24.9%). Some of the otidns are related to poor execution of the
budget in 2015, justified by difficulties in thepply of goods and technically complex equipment
which require International Tenders.

To the National Parliament

38.

39.

40.

The Government did not provide the National Paréiahwith data on social and economic
benefits that reverted to the people of Timor-Lestd especially for state institutions, from
investment in human resources since the creatitmsgpecial fund, success rates, weaknesses
and challenges of the respective management atigefuecommendations for the future. These
issues should be taken into consideration by tieha Parliament when approving the
proposed budget allocation for the HCDF.

The Committee’s support services identified nonoamities in the description of certain
integrated services in line ministries in relatiorthe respective organic laws passed by the Sixth
Constitutional Government, which should be madéoum by the National Parliament in the
plenary consideration by the specialty.

BCTL is in a capitalization phase that will take share capital from the current $50 million to
$100 million expected in 2017. Recognizing as viiel reasons given by the Central Bank of
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Timor-Leste for the increase in its capital, Contesdtendorses Committee’s “D” concerns and
strongly suggests reinforcing the capital of itsitta Bank, not the five million in the 2016 State
Budget, but to the $10 million that was committedier.

That there is an urgent need to strengthen thslédiyie framework and the law of the land that
still need to be completed and that are essentiflet economic development of the country.

The Committee reiterates its recommendation to\itgonal Parliament to review and articulate
in the 2016 State Budget Law a 10% limit of “diraetards” so that it will report exclusively to
the budget that each ministry has the categoryGdflF‘goods and services” and remove from
the bill the possibility of unlimited use of diremivards through the ministerial line
“Appropriations for Whole of Government.”

COMMITTEE D RECOMMENDATIONS

1.

“It has been the subject of much criticism the taett the rate of State Budget execution is
normally well below 100% [...]. The repetition &iig fact over the years the main problem refers
more to thdDRAFTING of GSBs --- which causes them to be systematicaigyrsized lhig
budgets] relative to the capacity for executiorthan for theEXECUTION process itselflittle
execution]lt is recommended, therefore, that the drafting praess of the State Budget be
reviewed so that the amounts contained therein am@ore in keeping with the actual capacity
for execution. There are, for example, many cases where statei@gewhile having a low
execution rate, continue to be appropriated higbuats relative to the last budget execution.”

The Government, when drawing up the fiscal envefopéhis year in the 2106 “yellow road”
pointed to an expense in 2016 of $1,300 million @n2017 about $1,200 million. Committee

“D”, considering the current and future availatdsaurces and in the near future due to the
expected developments in the country’s petroleuramees and the Petroleum Fund, regrets that
this amount indicated for 2016 has been exceededeiterates its suggestion to the Government
(and the Plenary of the National Parliament) tadryeorganize the state budget to a maximum of
about $1200-1300 million, if not in GSB 2016 atdeim the GSB 2017. This must be seen as part
of a medium-term strategy to transition to a tinfeew public spending should be further reduced
to comply with the financial resources that thertopwill have in the coming years, until
revenues from Greater Sunrise begin to enter ttrelPem Fund --- which is an uncertain date at
this point, which can only occur in an extendedetimorizon.

An integral part of a strategy of gradual correttid the amount of GSB appropriated --- and we
encourage the government to do it with the urgeaquired --- that an essential step ise@ew
the budgeting procesavhich will avoid, we are certain, many resourcest@a that currently
occur. A component of the review of the budget prafion process and its execution should be,
we believe the revision of the current rule whittbvas funds from free transfer between lines in
the same category and the same, albeit with réstr&; from one expense category to another.
What we consider to be “excessive” freedom of mdnaysfer discourages the accuracy of
budgeting which is then echoed in its executionteNbat this “freedom” of transfer of resources
ends up often detracting from the State Budgeppsoaed by the National Parliament, making
the Deputies adopt one budget and the governmentgérforms “another”, which does not seem
to be the best solution in the relationship betwsmrereign bodies which respects their specific
mandates.

Without questioning the need to correct the viratzindonment that has historically been
inflicted on the development and inhabitants of @@se and the Tasi Mane development effort
and the capital region of the country, CommitteeeBommends to the Government and to the
Plenary of the National Parliament that the allmrabf resources in GSB 2016 and future
budgets should take into account tieed to ensure a better balance in regional develo@nt

of our country, not “leaving behind” areas such as the munidigealiof Manatuto up to Jaco and
also Aileu, Ermera, Ainaro and Bobonaro. The recpeé postponing development of these vast
areas will inevitably be more difficult than a mdr@monious development process from the very
beginning of the country’s development process.



5. Allow us to finish with two interrelated commentdating specifically to GSB16. The first to
point out that thectual allocation of resources does not corresponh reality, with the
priorities stated as government policyln fact and contrary to what is stated in the text
Budget which refers to as priority not only physicdrastructure but also sectors such as
education, health, tourism and agriculture, thpeetve Ministries and allocations for these
sectors in current expenditure and the Infrastrecund dropped, in some cases very
significantly, from GSB15 to GSB16. The Committeeleconomy and Development of the
National Parliament and with it, Committee C, stlgrsuggest that government which proposed
the budget consider changes which aim to matcprbeaimed options with the resource
allocation in the State Budget;

6. The second point which refers to a broader viethefprevious point is that the Governmeilt
seek to invest more in the “people,” in the humanapital of Timor-Leste --- i.e., the
Timorese --- and a little less on “things”, lookingfor a rebalancing between these and other
investmentsthat will improve human development of our courangd reduce the gap that exists
between it and the neighboring ASEAN countries thathave the right to belong to.



