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2 Description and Analysis of the 2020 State Budget

2.1 Executive Summary

Government Policy

The Government of Timor-Leste’s policies as guided by Strategic Development Plan are laid out in
the Annual State Budget, with the long-term objective to become an upper middle income country
by 2030. To help in achieving this goal, the Government is investing in infrastructure and key
economic and social sectors including health, education and agriculture. Budget Book 1 for 2020
summarizes the plans on pursuing these policies for the current fiscal year.

Table 1: Combined Source Budget 2018-2024, Smillion

2018 2019 2020 2021 2022 2023 2024
Actual Budget Budget Proj. Proj. Proj. Proj.
Combined Source 1,366.7 | 1,681.2 | 1,681.0 | 2,200.4 | 2,140.0 | 1,857.5 | 1,739.2
Budget
Government 1,195.5 | 1,482.0 | 1,497.0 | 2,083.0 | 2,080.3 1,845.5 | 1,730.5
Expenditures by Fund
CFTL (excl. loans) 1,141.8 1,375.0 1,426.3 1,991.6 2,014.8 1,787.6 1,684.1
HCDF 14.5 20.0 10.7 11.2 11.6 12.1 12.6
Borrowing/Loans 39.2 87.0 60.0 70.7 63.1 64.0 27.0
(disbursements)
European Union & - - 10.6 9.1 9.0 5.0 2.8
ILO* (Budget
Support)
Development Partner 171.2 199.2 184.0 117.4 59.7 12.0 8.7
Commitments

Source: General Directorate of Planning and Budgeting, and General Directorate of External Resource
Management and Mobilization, Ministry of Finance, 2020.* International Labour Organization (ILO) contribution
one-off payment of $0.7m for 2020.

COVID-19 and State of Emergency

Timor-Leste recorded its first COVID-19 case on 21st March 2020. There has since been a total of
26 recorded cases in the country, all of which have so far recovered with no deaths. There has
been no evidence of community transmission and the last active case was announced on 20%
August.

Following the first confirmed case, Parliament declared a State of Emergency to run from 28th
March to 27th April 2020. This was subsequently extended twice, firstly to 27th May and the 27th
June. The country’s first new case since 15" May was recorded on 3™ August and a new State of
Emergency was reinstated on 6™ August to run for another 30 days. The State of Emergency
aimed to limit public movement through the suspension of public transport and banned large
group meet-ups (5 or more people) including religious services, festivals, sporting events, cultural
activities and the running of schools/universities. Non-resident foreigners were banned from
entry and all returning Timorese had to complete a mandatory 14-day quarantine upon arrival in
a government funded quarantine centre. Anyone experiencing COVID symptoms had to self-
isolate and submit for testing. On 13th April, it was announced that the borders would close to all
citizens, including Timorese, until further notice. International commercial flights were
suspended.
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The National Parliament approved a total amount of $536.3 million extra-ordinary withdrawal
from the Petroleum Fund, with $219.5 million to be set aside for an autonomous COVID-19 Fund
where its planning and allocation is coordinated by the Integrated Crisis Management Centre
(CIGC), while the Inter-ministerial Committee approved the measures to prevent and combat
COVID-19 before it’s proceed to final execution approval by the Council of Management for
COVID-19. The bill set out broad spending programs and sub-programs level, including $198.3
million for prevention and combating COVID-19. This was focused on the acquisition of essential
medical equipment and goods, the creation and maintenance of isolation centres and training for
key staff. $4.95 million was used to improve sustainable production and productivity and $17.0
million to provide access to food and non-food services. The remainder of the extra-ordinary
withdrawal totalled $316.8 million is used to reinforce the Treasury account during the duo-
decimal.

On 17 April, the government announced a 19-measure economic stimulus and response package,
including deferral tax payments; a universal cash transfer provided a monthly basic income of
$100 to households earning less than $500/month for up to 2 months. So far, 298,495
families have been supported by the scheme; Private sector employees unable to work owing to
the state of emergency still received 60% of their salary provided by the government; All electricity
consumers (over 160,000 individuals) received a $15 credit per month during the state of
emergency; Payment of water bills; social security contributions (workers and employers) and
rent of government properties was be suspended; over 4,200 Timorese students currently abroad,
unable to return to the country, received a stipend and students unable to attend school in Timor
received an internet subsidy to allow them to study online; a 3-month emergency supply of rice
was be purchased; and movement of food supplies across the country was subsidized, especially
to more remote areas. The package also included the creation of new credit opportunities and a
reduction in interest payments. Businesses were provided access to emergency loans to prevent
bankruptcy and those importing essential goods were given credit guarantees.

After parliamentary discussion and budget approval, the final allocation to the COVID-19 Fund is
$333.2 million. This includes measures for health sector as well as economic recovery.

Impact on the Petroleum Fund

During the global economic downturn due to COVID-19 outbreak, the Petroleum Fund saw a
significant fall in its valuation, with an estimated loss of $844 million (-4.7%) in Q1. This was mainly
due to the global developed market equities falling by over 21% and a decline in the global oil
price of over 65%. However the losses were partly offset by the positive return posted by the fixed
income portfolio (3.95%) as global investors moved from emerging markets and risky assets to
safe-haven assets such as US Treasuries and other USD-denominated instruments. The yield of
sovereign bonds fell across the globe as major Central Banks cut interest rates and reintroduced
guantitative easing in response to global economic contraction. The Fund currently invests 35 %
in equity and 55% in US government bonds, with the rest kept in cash and
private debt placement in Timor GAP E.P. A fall in the Fund will lower the Estimated Sustainable
Income — the amount that can be withdrawn from the Fund without lowering its asset value. This
is a key component of total government revenue — usually double the size of domestic revenue.
The Fund posted 7.3% (equivalent to $1,230 million) in Q2, bringing the year-to-date return to
+2.2%. The global developed market equities bounced back as economic activity started to
improve with the easing of coronavirus lockdown restrictions. Sovereign bond yields saw little
change.

There is still a high degree of uncertainty due to fear of second wave of COVID-19 as countries
relaxing the lockdown measures and a bleak global economic outlook. The rapid decline in oil
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prices in March 2020 impacted expected 2020 Petroleum Revenues which are revised down to
$268.7million from the previous estimate of $595.0, a fall of 55%. The internal studies in the
Ministry of Finance show the calculated ESI is sensitive to changes in the oil price. However those
impacts are minimal as it only affects to less than 2% of the Petroleum Wealth which is now mostly
in the form of financial assets.

Economic Growth

Becoming an upper middle income country by 2030 requires strong, high-quality non-oil economic
growth. Public investment seen from 2008 to 2018 through the frontloading fiscal policy has
driven growth in the non-oil economy, averaging at 4.7% per year. This was aimed at providing
necessary foundations for long-term sustainable private sector led development. The real non-oil
GDP growth was -0.8% in 2018, improving from -3.8% in 2017. Despite Timor-Leste experiencing
negative growth, household consumption continued to increase, suggesting that living standards
were improving. Preliminary GDP projections for 2019 indicate that GDP was positive, recovering
from the recent previous 2 years of contraction, indicating growth at around 2.7%. The combined
effect of a delayed budget and political uncertainty with the COVID-19 pandemic and the State of
Emergency will result in negative growth of around -6.0% in 2020.

Expenditure

Total expenditure in the 2020 budget is $1,497.0 million (excluding donor funded activities of
$184.0 million). The total 2020 State Budget (excluding donor funded activities) is 1.0% higher
than that allocated for 2019.

The effect of the duo-decimal regime on 2020 State Budget

Timor-Leste has been under duo-decimal DOT regime for the majority of 2020 as the budget was
not passed on a regular schedule. Only up to 1/12 of the previous year’s original budget can be
distributed per month. This system means that the core functions of government can continue
although some policies outside of normal annual activity will not be able to take place or restrict
significant infrastructure projects. Allocations to Minor Capital and Capital Development will
increase in the last few months of the non-DOT 2020 budget, after it is passed by Parliament.
Timor-Leste has also instituted a $220.2 million COVID-19 health response and economic recovery
fund which is included in the 2020 State Budget.

Table 2: Fiscal Table, Smillions

2018 2019 2020
Actual Budget Budget 2021 2022 2023 2024
Total Expenditure (incl. 1,195.5 1,482.0 1,497.0 2,083.0 2,080.3 1,845.5 1,730.5
loans)
Total Expenditure (excl. 1,156.3 1,395.0 1,437.0 2,002.8 2,026.4 1,799.6 1,696.7
loans)
812.4 1,049.8 1,274.5 1,325.4 1,378.4 1,433.6 1,490.9
Recurrent
197.2 214.2 207.2 215.5 224.1 233.0 242.4
Salary and Wages
Goods and Services (incl. 302.7 472.9 563.0 585.5 608.9 633.3 658.6
HCDF)
. 312.5 362.7 504.3 524.5 545.5 567.3 590.0
Public Transfers
. 383.1 432.2 222.6 757.6 701.9 412.0 239.5
Capital
Minor Capital 7.8 315 9.2 9.6 9.9 10.3 10.8
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2018 2019 2020

2021 2022 202 202

Actual Budget Budget g g e L
Capital and 375.3 400.7 213.4 748.0 691.9 401.6 228.8
Development (including
loans)

741.1 727.6 716.7 719.0 691.1 662.6 639.7
Revenue

. 190.8 198.6 172.3 183.5 190.8 198.8 206.6

Domestic Revenue
Estimated Sustainable 550.4 529.0 544.4 535.6 500.3 463.7 433.1

Income (ESI)

Fiscal Balance (454.4) (754.4) (780.3) (1,364.0) | (1,389.2) | (1,183.0) | (1,090.8)

. . 454.4 754.4 780.3 1,364.0 1,389.2 1,183.0 1,090.8
Financing
Excess Withdrawals 432.1 667.4 419.5 1,284.2 1,317.1 1,114.0 1,061.0
from the PF
Use of Cash Balance (16.9) ) e ) ) ) )
Cash Balance of (16.9) - 214.1 - - - -
Treasury
Cash Balance of - - 76.0 - - - -
RAEOA/ZEESM
Borrowing/Loans 39.2 87.0 60.0 70.7 63.1 64.0 27.0
(disbursements)
European Union & ILO* - - 10.6 9.1 9.0 5.0 2.8
(DBS)

Sources: Ministry of Finance, 2020.*ILO contribution one-off payment of S0.7m for 2020.

Fiscal Rules

Government wants to ensure fiscal sustainability and macroeconomic stability over the long run.
Thereby the Ministry of Finance has undertaken a comprehensive study on fiscal rules and the
study recommends numbers of fiscal rules for the Government to be adopted.

The existing fiscal guidance are 3% ESI and the cost of borrowing should be lower than the long-
term Petroleum Fund investment return (average 3%). New fiscal rules that the Government could
consider include: limiting total expenditure to GDP, limiting the growth of budget categories,
limiting fiscal deficit, increasing domestic revenue to GDP to 15%, and limiting public debt to GDP.!

Fiscal Sustainability

Government expenditure is currently highly dependent on the Petroleum Fund. The current
government policy is one of front-loading expenditure, running high government budgets in the
short run to finance human resource development and capital spending for key infrastructure,
with the aim to encourage development of the private sector, increase diversification and grow
the overall economy. A stronger non-government Timorese economy would require less funding
from the Petroleum Fund in the future as the fiscal deficit would be smaller due to higher non-oil
domestic revenues and a lower need for government spending to boost the economy in normal
times.

The Ministry of Finance conducts a fiscal sustainability analysis for the budget ceiling chosen each
budget cycle. Through the use of modelling, the impact of the selected budget ceiling on the long
term sustainability of Timor-Leste can be estimated, specifically the overall balance of the

1 Fiscal rules paper is accessible in the Ministry of Finance website.
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Petroleum Fund. The model used mainly focuses on the impact of capital spending on longer-term
GDP and domestic revenues and their bearing on the Petroleum Fund reserves.

Due to uncertainty of future variables in the model, e.g. the budget of future years, the model
uses a number of assumptions. Firstly, it makes assumptions about the growth rates of the ceilings
for all appropriation categories, while the growth of Capital and Development is estimated to
follow the requested amounts set out by the Infrastructure Fund in the years 2021-2024 and a
long term growth rate. This includes nearly $700m to the Tasi Mane project by 2023. Short term
GDP and inflation figures are based on forecasts by the National Directorate of Economic Policy
in the Ministry of Finance. The long run growth rate of GDP, inflation and domestic revenue
growth and the long term return on the Petroleum Fund are constructed using set base line levels.
Changes to any of these assumptions will have significant changes on the forecasted end date of
the Petroleum Fund. For example, if the rate of expenditure growth were to increase more than
that assumed in the model, then the Petroleum Fund would finish quicker than forecasted.

Figure 1: Expenditures, Revenues and Petroleum Fund Balance Forecasts 2020-2053, Smillions
1 PF Balance (only positive), $ Millions e Total Revenue, $ Millions

==@==Expenditure (adjusted for PF=0), $ Millions
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Source: National Directorate of Economic Policy, Ministry of Finance, 2020.

Under this fiscal ceiling, as well as the selected assumptions , the model estimates that the
Petroleum Fund would run out in 2035, 15 years away.

As the Fund begins to get close to zero, expenditure would have to fall rapidly in order to match
domestic revenues as that would be the only source of income (excluding public debt). The model
estimates this would be mean a 71% fall in expenditure in two years (2033-2035), falling from $2.3
billion to $659 million (when expenditure must equal domestic revenue). If revenues do not rise
as quickly as the model forecasts, the fall in expenditure would have to be even greater. Therefore
domestic resource mobilization is a key priority of the Government through the implementation
of Fiscal and Public Financial Management Reform.

Domestic revenues

In 2020, domestic revenues are forecasted to be $172.3 million including RAEOA-ZEESM taxes and
$169.2 million excluding RAEOA-ZEESM taxes. This is around a 9.5% fall compared to collections
in 2019. The fall is due contraction in public spending and the impact of COVID-19 to the economy.
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The Estimated Sustainable Income (ESI) is the sustainable amount of petroleum revenue which
can be withdrawn from the Petroleum Fund each year. Since spending only up to non-oil revenue
and the ESI allows the maintenance of fiscal sustainability, ESI is considered a component of total
revenue. The ESI for 2020 is calculated at $544.4 million.

Financing

The fiscal deficit is equal to revenue minus expenditure. The Government uses excess withdrawals
from the Petroleum Fund (PF), loans, the cash balance of Treasury and RAEOA/ZEESM and Budget
Support for European Union to finance the deficit in 2020. The total amount of excess withdrawals
to be taken from the PF (i.e. the amount withdrawn exceeding the ESI) in 2020 is $419.5 million.

Loans are becoming an increasingly important tool for financing in the Government of Timor-
Leste. The current loans contracted by the Government of Timor-Leste are used to finance key
infrastructure projects and have relatively low rates of interest and significant grace periods. Total
loan financing for 2020 is $60.0 million.

The total use of the cash balance for 2020 State Budget is $290.1 million, of which from the
Consolidated Fund of Timor-Leste (CFTL) is $214.1 million and from RAEOA/ZEESM is $76.0
million.

Total Budget Support from European Union for 2020 State Budget is $9.9 million. This is a new
source of financing that is introduced in 2020 budget. It is included in this budget as its own line
item as the support will be used directly by Government’s institutions. An additional $0.7 million
in has been given by the International Labour Organization (ILO) as a one-off payment to support
the operational costs associated with the payment of the family subsides during the State of
Emergency.

2.2 Economic Overview

2.2.1 Summary

Table 3: Economic Indicators, 2019-2021, (%)

Summary Forecast
2019 2020 2021
Real GDP (non-oil) 2.7% -6.0% 3.2%
Inflation CPI 0.9% 0.9% 2.1%

Source: National Directorate of Economic Policy, Ministry of Finance, 2020.

e Real non-oil GDP growth is expected to contract by 6% in 2020 due the combined effect of
the Budget being delayed, political uncertainty, COVID -19 and the State of Emergency.

e Inflation is expected to remain low and stable at 0.9% in 2020. This will positively contribute
to increasing Timor-Leste competiveness, with inflation expected to be lower than the
regional average.

e Between May 2019 and May 2020 the US dollar appreciated by 4.6% against a weighted
basket of currencies of Timor-Leste’s trading partners (the nominal effective exchange rate,
NEER). There has been a small overall appreciation in the last few years which has reduced
the price of imports, placing downward pressure on domestic inflation, benefiting Timorese
consumers. However, this appreciation also makes Timorese non-oil exports more expensive
in international markets constraining the development of the country’s exports.
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2.2.2 Macroeconomic Trends
2.2.2.1 Growth

Table 4: Real GDP 2010 - 2019
2010 2011 2012 2013 2014 2015 2016 2017 2018 | 2019*

Real GDP 1,294. | 1,370. | 1,452. | 1,483. | 1,549. | 1,596. | 1,653. | 1,590. | 1,578. | 1,620.
(Sm) 8 0 4 3 3 7 3 5 1 0
Real GDP 9.5 5.8 6.0 2.1 4.5 31 3.6 -3.8 -0.8 2.7

Growth (%)
Source: General Directorate of Statistics, Ministry of Finance, 2020. * Represents a preliminary forecast.

Timor-Leste

Timor-Leste experienced GDP growth, averaging 4.7% per year over 2008-2018. These strong
growth rates have been driven by increases in government expenditure associated with the
government’s economic strategy to ensure that Timor-Leste has the necessary infrastructure to
allow the private sector to flourish in the long-run. The Government’s economic strategy uses loan
financing and excess withdrawals from the Petroleum Fund to finance high quality investment in
infrastructure and human capital development. As outlined in Timor-Leste’s Strategic
Development Plan, the Government’s high return investments will provide the necessary
foundations for long-term sustainable private sector led development. Government investment
has enabled a significant upgrade to road and electricity coverage throughout Timor-Leste, which
has helped to improve both living standards and the business environment.

Non-oil GDP growth in 2019 shows signs of recovery from the recent episodes of negative growth
(-3.8% in 2017 and -0.8% in 2018). The contraction was a consequence of declines in government
expenditure, private sector investment, and lower exports. The preliminary forecast for 2019
indicates a return to growth of around 2.7%. This is largely due to political stability, boosting
business activity and household consumption.

International

Table 5: Economic Growth, 2018-2021, %

Country Actual Forecast
2018 2019 2020 2021
World 3.6% 2.9% -3.0% 5.8%
Advanced Economies 2.2% 1.7% -6.1% 4.5%
Emerging and Developing Economies 4.5% 3.7% -1.1% 6.6%
Emerging and Developing Asia 6.3% 5.5% 1.0% 8.5%
China 6.8% 6.1% 1.2% 9.2%

Source: IMF World Economic Outlook, April 2020.

Global growth outlook is projected to contract by —3.0% in 2020. Advanced economies are
forecast to shrink the most by -6.1%, while growth for emerging markets and developing
economies is forecast to fall -1.1%. The fall in global growth was driven mostly by the outbreak of
COVID-19. The U.S. economy is projected to contract this year by 5.9%. However, China will
maintain positive growth of 1.2% in 2020.

Global growth is expected to rebound to 5.8% in 2021, the advanced economy group is forecast
to grow at 4.5%, while growth for the emerging market and developing economy group is forecast
at 6.6%. However, the rebound in 2021 is uncertain and depends on how fast the pandemic will
fade. A lot of effort have been done in accommodating the public health requirements around the
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world to prevent the spread of the virus, nonetheless this policy limited the economic activity and
the financial system which is contributed to the decline in growth in 2020. Nevertheless high levels
of growth, especially in Asia, still provides a solid foundation for Timorese exporters and economic
development. The international environment provides favourable conditions for Timor-Leste to
take advantage of in 2020 and beyond.

2.2.2.2 Prices and Inflation

Table 6: Global and Regional Inflation Rates (%)

Country Actual Forecast
2018 2019 2020 2021
World 3.6% 3.6% 3.0% 3.3%
Advanced Economies 2.0% 1.4% 0.5% 1.5%
Emerging and Developing Economies 4.8% 5.0% 4.6% 4.5%
Emerging and Developing Asia 2.6% 3.2% 3.0% 2.9%
Timor-Leste* 2.3% 0.9% 0.9% 2.1%

Source: IMF World Economic Outlook April 2020. *Ministry of Finance forecast.
Timor-Leste

With average inflation in 2019 of 0.9%, Timor-Leste still enjoys a low level of inflation. Due to the
significant weight of food and non-alcoholic beverages in the CPI basket and the high proportion
of food imported into Timor-Leste every year, international food prices remain one of the key
drivers of the overall CPI rate, and the MoF continues to monitor price levels. The World Bank
(WB) food price index has remained stable between May 2019 and May 2020 increasing just 0.5%.
Domestic food prices have also been muted seeing a small increase of just 0.8% in the same
timeframe. It is expected that the current world food prices will fall slightly in 2020 and then
experience a small uptick in 2021 but remain stable. Rice specifically is a staple part of the
Timorese diet. The benchmark Thai 5% rice is expected to increase 8% in between 2019 and 2020,
this will have a negative effect on poorer households where basic foods make up the majority of
their spending and this will leave them with less disposable income. Coffee prices (both Arabica
and Robusta) are expected to decrease 3% and 7% respectively in 2020. This will negatively affect
those families who rely on coffee production in Timor-Leste.

Figure 2: Change in Consumer Price Index Timor-Leste 2014-2019 (%)
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Source: National Directorate of Economic Policy and General Directorate of Statistics, Ministry of Finance,
2020.
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International

Global inflation forecast at 3.0% by the IMF in 2020. The decline in the commaodity prices especially
lower oil prices have contributed to the sharp falls in consumer price inflation in the advanced
economies. However, the inflation is projected to soften in the coming years. For the emerging
market economies, inflation has been rising reflecting the impact of currency depreciation and
higher commodity prices, but it is projected to moderate as the impact of tighter monetary policy

and recent declines in oil prices. Low inflation in Timor-Leste in this context will tend to help
improve competitiveness.

QOil prices

Oil prices are important to Timor-Leste both for consumers, through consumer prices, and as an
oil exporting country. The average international price of crude oil has witnessed dramatic declines
since June 2014 from highs of $108.4 per barrel to lows of $29.8 per barrel in January 2016. The
decline in oil prices was driven by the increased global supply during a period of low global
demand. Following this prices had started to recover with oil prices for 2019 averaging at $64 per
barrel. However, global demand for oil has drastically declined since the onset of the COVID-19
pandemic. Since the beginning of January 2020, many governments’ around the world imposed
restrictions on travel and temporary business closures to stem outbreak. Oil prices fell to
S21/barrel in April 2020, however, the average is expected to be slightly above $40/barrel for
2020, down 33% from 2019. Prices are expected to rise to $50/b in 2021.

Agricultural Commodity Prices

A significant portion of the food consumed in Timor-Leste is imported and thus changes in
international food prices can have a significant impact on both the rate of inflation and standard
of living. According to the World Bank Commodities Price Index (2011=100), international food
prices have continued to decline from a high of 105.8 in August 2012, though prices had been
stable averaging at 73 and 70 in 2018 and 2019 respectively. The World Bank is forecasting that
food prices will fall marginally in 2020 and then recover in 2021 and 2022, however the increase
is small, and overall food prices are expected to remain stable. Rice specifically is a staple part of
the Timorese diet. The benchmark Thai 5% rice is expected to increase 8% in between 2019 and
2020, this will have a negative effect on poorer households where basic foods make up the
majority of their spending and this will leave them with less disposable income. Coffee prices
(both Arabica and Robusta) are expected to decrease 3% and 7% respectively in 2020. This will
negatively affect those families who rely on coffee production in Timor-Leste.

Figure 3: Commodity Price Indices 2011-2022
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2.2.2.3 Exchange Rates and Competitiveness

Between May 2019 and May 2020 the US dollar appreciated by 4.6% against a weighted basket
of currencies of Timor-Leste’s trading partners (the nominal effective exchange rate, NEER). There
has been a small overall appreciation in the last few years which has reduced the price of imports,
placing downward pressure on domestic inflation, benefiting Timorese consumers. However, this
appreciation makes Timorese non-oil exports more expensive in international markets
constraining the development of the country’s exports sector.

An inflation-adjusted measure of the exchange rate, the real effective exchange rate (REER), is a
better measure of competitiveness. If inflation in Timor-Leste is lower than in other countries, this
can help mitigate exchange rate appreciation. The REER has appreciated slightly less than the
NEER, the former appreciated by 2.8% between (May) 2019 and (May) 2020, this difference is
driven by the exchange rate changes captured in the NEER and lower inflation in Timor-Leste
compared to its neighbours over the last year.

The inflation rate in Timor-Leste is expected to be lower than its neighbours in the near future as
Southeast Asia is expected to have an average inflation rate of 1.8% in 2020, and so Timor-Leste
can expect an improvement in competitiveness. This will help the Timorese export market be well-
placed in the international market. While this is to be welcomed, the government is not
complacent about the issue of competitiveness. A key priority is improving the business
environment to encourage improved competitiveness, and the inflation target policy is a part of
meeting the priority.

Figure 4: Exchange Rate Indices 2013-2020 (%)
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Source: National Directorate of Economic Policy & General Directorate of Statistics, Ministry of Finance,
2020

2.2.3 Financial Sector Trends

Commercial Interest Rates and Credit

The amount and cost of credit to the private sector is an important indicator for private sector
development. Loans to the private sector were at an average interest rate of 16% in May 2020,
these have been stable with a slight increase over the last year (15.36% in May 2019). Total
domestic credit, excluding general government, was $592 million in May 2020, with an average
of $458 million over the prior 12 months.
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Figure 5: Commercial Interest Rates (RHS, %), and Credit (LHS, $m)
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Source: Banco Central de Timor-Leste, 2020.

2.2.4 Economic Outlook

The Ministry of Finance is forecasting non-oil GDP growth to be 2.7% for 2019. Given the delayed
Budget approval which restrains public spending and political uncertainty which has a negative

impact on the private sector along with the impact of the COVID crisis and associated state of
emergency, the forecast for 2020 is -6.0%.

Over the medium term, Ministry of Finance expects return to positive sustainable growth based
on political stability and private sector investment.

Figure 6: Real non-oil GDP growth ($m & %)
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Source: Timor-Leste National Accounts 2000-2018, Economic forecast, General Directorate of Statistics and
National Directorate of Economic Policy, Ministry of Finance, 2020.

The negative impact of COVID-19 and the state of emergency on living standards will be lessened
due to the various Government policies aimed at assisting the most vulnerable during the crisis
including the payment of 60% for the employment salary and stabilising credit line to maintain
the purchase power and capacity of the private sector. Consumption is likely to fall during 2020
particularly during the months of the State of Emergency. A low inflationary environment due to
the fall in world oil prices will ease consumption to some extent, but the increase in the cost of
rice and fall in the price of coffee will hit the poorest and rural households the most.

Page 16 of 60



Public sector investment in 2020 was somewhat constrained by the duo-decimal system. Public
expenditure constraint should be addressed for providing greater investment in public
infrastructure projects, especially in education, health, and water and sanitation. These projects
will also provide jobs for Timorese people. The infrastructure assets resulting from this public
investment as well as legal reform will create an environment conducive to strong growth in the
private sector, boosting growth into the future.

Figure 7: Components of GDP, 2016-2020
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Directorate of Economic Policy, Ministry of Finance, 2020. *indicates forecast

Table 7: Real GDP, 2016-2022, Smillion

COMPONENTS 2016 2017 2018 2019p 2020f 2021f 2022f
Private Consumption 976 1,011 1,037 1,040 981 1,026 1,021
Public Consumption 927 873 864 946 948 1,055 1,090
Total Consumption 1,903 1,884 1,901 1,986 1,929 2,081 2,111
Private Investment 126 143 70 115 100 135 140
Public Investment 527 401 465 398 334 281 252
Total Investment 653 544 535 513 434 416 391
Other 26 26 23 12 6 3 1
Total National Expenditure 2,582 2,454 2,459 2,511 2,369 2,500 2,504
Exports 53 32 35 41 30 41 a4
Imports (981) (896) (916) (932) (875) (968) (922)
Non-oil GDP 1,654 1,590 1,578 1,620 1,523 1,572 1,626

Source: Timor-Leste National Accounts 2000-2018 and Economic Forecasts, General Directorate of Statistics
and National Directorate of Economic Policy, p (preliminary), f (forecast), Ministry of Finance, 2020.

Risk, Uncertainty and Assumptions

Economic forecasts or projections aim to predict annual GDP growth rates and high level
macroeconomic figures. Making forecasts about what macroeconomic variables may be in the
future is important to help governments and businesses make decisions with regard to policies,
planning and investment. However, it is important to understand that in order to make these
predictions we have to make some assumptions about future conditions. Therefore all projections
always include an element of uncertainty. The main uncertainties in the forecast come from
imports and government budget execution. If government spending is particularly import-
dependent, meaning that much of the new spending goes to goods and services from outside
Timor-Leste, the GDP forecasts for future years may be reduced downwards as imports have a
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negative effect on final GDP. In addition, if there is a large change in execution rates this may have
a noticeable impact on the economy, especially given that the state budget makes up a large
portion of Timor’s GDP. Execution rates differ each year for different reasons and also depend on
the absorptive capacity of the Timor-Leste economy.

2.3 National Development and Priorities

In June 2019, the VIII Government set the objectives and priorities for 2020 through to 2023.
These objectives and priorities are aligned with the Government five-year programme, the
Strategic Development Plan, and take into consideration the findings from the UN Voluntary
National Review (VNR) on Sustainable Development Goals implementation in Timor-Leste. The
full set of priorities can be found in the “Guidelines for the preparation of the Budgeting Proposals
2020-2023 of His Excellency, The Prime Minister, June 2019”. The Government has set overarching
objectives for 2020-2023 focussing on increasing economic growth, reducing poverty and
improving employment opportunities for all. These objectives will be adjusted each year based on
immediate needs of the country, Section 2.3.2 describes government priorities for 2020.

2.3.1 Analysis of the 2020 Proposed General State Budget by Sector

Timor-Leste’s Strategic Development Plan is organized around four pillars: Institutional
Framework, Social Capital, Economic Development and Infrastructure Development, where the
last three have been designed as priority in the VIII Constitutional Government’s mandate. The
proposed 2020 Budget allocates the largest share to the Social Capital Sector, followed by
Economic Development, Infrastructure Development, and Institutional Framework. However this
is excluding loan disbursements. Social Capital and Economic Development sectors get a boost in
the 2020 State budget due to the creation of a COVID-19 $333.2 million economic recovery and
health response fund.

Following instead the international sectorial and more detailed classification COFOG (see Figure
8), it can be observed that the Economic Affairs sector remains the largest, in line with previous
year, followed by Social Protection, Health, General Public Services, Education and Public Order
and Safety. However it should be noted that the COFOG classification breaks down the SDP Social
Capital sector into Social Protection, Health, Education and Recreation, Culture and Religion.
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Figure 8: Comparison of 2018 Expenditure, 2019 Budget and proposed 2020 Budget by Sector
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and development partner planned disbursements, but it includes all capital development measures,
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2.3.2 Government Priorities for 2020

The approved draft General State Budget aims to finance the VIII Constitutional Government’s
Program for the 2020 fiscal year. Three sectors are defined as priority for the 2020 Budget:

Table 8: Priorities of the VIl Government, 2020

No. Priority
1 Stabilisation of the Social Sector
2 Stabilisation of the Economic Sector

Reform of important pillars: Pubic Administration, Economic Reform, Judicial Reform and Fiscal

3 & Public Finance Management Reform

The proposed General State Budget allocations aim to reflect such priorities. The respective new
measures for each priority are described below:

Stabilisation of the Social Sector
e Continue to prepare the health sector in terms of quality and service delivery especially in
response to the COVID-19 pandemic.

e Create education and training opportunities which are of quality, inclusive and which respond
to the needs of the economy.

e Improve drinking water and sanitation infrastructure to ensure quality of life, health and
prevention of disease.
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31.0% of the proposed 2020 proposed budget will be allocated to the Social Capital Sector’s
Ministries and Agencies, with 7% going to Education, 13% to Social Protection and 10% to Health.

Highlight Information: Allocation to the Covid-19 health response ($81.7 million), Acquisition
of medicines by SAMES ($5.5 million), allocation to Ministry of Public Works for water and
sanitation ($3.0 million), allocation to Ministry of Public Works for design of water and
sanitation master plan ($10.0 million), allocation to Ministry of Education, Youth and Sport for
private, public and CAFE schools ($4.0 million).

Stabilisation of the Economic Sector

e Facilitate investment in the private sector and prioritise small and medium size enterprises.

e Create employment opportunities to increase national productivity and opportunity for all.

e Increase agricultural productivity and food security by improving and creating new
infrastructure, distribution channels and storage of agricultural products.

o Diversify the economy and increase the growth rate in an inclusive and sustainable manner,
following government priorities.

52% of the proposed 2020 proposed budget will be allocated to the Economic Affairs sector, with
29.3% going to Economic Development and 22.7% going to Infrastructure Development.

Highlight Information: Allocation to the Covid-19 for health response and economic recoveries
(5251.5 million), allocation to the Secretary State for Cooperatives for subsidy to cooperative
groups ($0.8 million).

Reform of important pillars

e Make improvements in the following sectors: Pubic Administration, Economic Reform,
Judicial Reform and Public Finance Management Reform.

Highlight Information: Allocation the Ministry of Justice for cadastral reform, passport and
identity card programme ($3.8 million), pay scale reform for civil servants ($730,000).

2.3.3 Sustainable Development Goals Voluntary National Review

The Sustainable Development Goals are a collection of 17 global goals set by the United Nations
General Assembly in 2015 with the aim of achievement by the year 2030. These goals relate to
improving a country’s poverty, inequality, climate, environmental conditions, prosperity, and
peace and justice. In 2019, Timor-Leste conducted a Voluntary National Review to determine its
progress against these goals and recommendations for next steps. The below conclusions were
published in June 2019:

e Timor-Leste’s achievements as the newest country in Asia are underpinned by its
commitment to reconciliation, inclusion and democracy. The country has made the journey
from a period of conflict to become a democratic nation focused on state-building and
accelerating progress on sustainable development.
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e More effort is now required to tackle health and education disparities between municipalities,
focus on quality education, and ensure vulnerable women and persons with disabilities are
not left behind.

e With one of the youngest populations in the world, and a nascent private sector, making sure
there are enough jobs for the large number of young people entering the labour market will
require investment in education, skills and the generation of decent jobs. Economic
diversification and creating jobs in productive sectors, such as labour-intensive
manufacturing, tourism and agriculture, will help grow the non-oil economy.

e Tackling high rates of child malnutrition and food insecurity and improving access to clean
water and sanitation are vital and require sustained investment. While the number of stunted
children (low height for age) is declining, it’s still very high. Accelerating improvements in
nutrition will make a huge difference to child learning outcomes and productivity. Progress in
improving water and sanitation, a key driver of malnutrition, has been made, however more
needs to be done to sustain and scale up these efforts.

e Securing improvements in the justice sector is important for maintaining and achieving
progress on all SDGs. Like many countries emerging from conflict, the country is still grappling
with how to strengthen the justice sector. The importance of ensuring access for all vulnerable
citizens and addressing capacity gaps within the sector was identified as a key priority in all
the consultations organised to feed into this VNR report.

o With low levels of public revenue, new forms of financing, technology and technical support
are required. One of the key recommendations of the assessment is for the country to develop
an integrated financing strategy. This would involve estimating the scale of investments
required in public and private financing and form a basis for targets for mobilising resources
for the SDP.

2.4 Revenue

2.4.1 Overview of Revenue Projections

Non-oil domestic revenues are expected to fall significantly in 2020, largely due to the State of
Emergency during the second quarter of the year enacted to prevent the spread of COVID-19. The
state of emergency aimed to limit the movement of people within the country, as well as the
movement of goods and services across the border. This has a significant knock-on effect on
consumer and private sector spending, creating a significant downward pressure to revenues. A
number of government revenue streams were affected directly. Many were suspended during the
state of emergency, including deferral tax payment, all social security contributions for both
employers and employees, rent on government buildings and the payment of water fees. All
electricity consumers in the country received a $15 per month electricity credit, therefore
reducing collections on electricity during that period. In 2019, electricity fees and charges made
up nearly a fifth of total domestic revenues (17%). The political uncertainty surrounding the
delayed passing of the national budget at the end of 2019 also reduced private sector confidence
in the economy, further reducing overall spending. Due to these factors, non-oil revenues in 2020
are forecast to fall by 10.1% compared to those in 2019.

Domestic revenues had been expected to recover in 2019, following periods of stagnation in 2017
and 2018 driven by constrained budgetary spending and a weak macroeconomic performance.
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However overall 2019 revenues failed to exceed those in collected in 2018, seeing a slight fall of
around 0.1%. A fall in tax collections was the main factor in the overall decline.

Future projections of non-oil domestic revenues are expected to grow positively year-on-year
from 2021. 2021 is expected to see a larger increase of 6.5% as the economy bounces back from
the COVID-19 induced recession. Greater private sector activity, political stability and the
continuation of government capital projects will also help to promote revenue growth. The
positive trend is expected to continue until 2024, given current macro-economic growth
expectations.

Timor-Leste is highly dependent on oil revenue which represents over 80% of total revenue.
However, petroleum revenues are expected to decline as production from existing field draws to
a close. This makes Fiscal and Public Financial Management reforms a priority for the country
going forward. Overcoming the tax base issue, improving revenue collection capacity, introducing
new fiscal instruments as well as reviewing the existing ones, revisiting tax policies and legislation
that promotes investments could help lead to increased revenue collection, considerably
improving both fiscal and non-fiscal revenues. It is important to note that the forecasts do not
include additional revenue from the aforementioned reforms, as these are still to receive
Parliamentary approval and the implementation of Fiscal and Public Financial Management
reform agenda.

Table 9: Total Revenue, 2018 — 2024, Smillion

2018 2019 2020 2021 2022 2023 2024
Actual Actual Proj. Proj. Proj. Proj. Proj.
Total Revenues 637.5 947.9 441.1 251.4 223.6 307.5 206.6
Domestic Revenues 190.8 191.7 172.3 183.5 190.8 198.8 206.6
(including RAEOA-ZEESM)
Petroleum Revenues (excl 446.7 756.3 268.7 68.0 32.7 108.7 -
investment return)

Source: National Directorate of Economic Policy and Petroleum Fund Policy and Management Office,
Ministry of Finance, 2020. Due to rounding, totals may not match the sum of the amounts listed.

2.4.1.1 Domestic Revenues

Domestic revenues in Timor-Leste are composed of tax revenues in both RAEOA-ZEESM and the
rest of the country, fees and charges, interest on cash balances and revenues from autonomous
agencies and special administrative regions. Table 10 breaks down domestic revenues into these
categories showing actual and forecasted amounts between 2018 and 2024.

Table 10: Domestic Revenue 2018 — 2024, Smillion

2018 2019 2020 2021 2022 2023 2024

Actual | Actual | Proj. Proj. Proj. Proj. Proj.

Total Domestic Revenue 190.8 | 191.7 | 172.3 | 183.5 | 190.8 | 198.9 | 206.6

Taxes (excluding RAEOA-ZEESM) 124.7 1223 110.5 117.8 121.7 126.4 131.2
RAEOA-ZEESM Taxes 3.0 3.9 3.2 3.3 4.2 4.2 4.5
Fees and Charges 54.7 56.4 51.3 53.8 56.1 59.1 61.4
Interest 0.6 0.6 0.5 0.6 0.6 0.6 0.6
Autonomous Agencies and Special 7.7 8.4 6.8 8.0 8.2 8.6 8.9

Administrative Regions

Source: National Directorate of Economic Policy, Ministry of Finance, 2020. Due to rounding, totals may not
match the sum of the amounts listed.
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2.4.1.2 Tax Revenues

Tax revenues consistently comprise the largest source of domestic revenues in Timor-Leste,
totalling 65% of total domestic revenues in 2019. This is estimated to continue in 2020, with total
tax revenues (including RAEOA-ZEESM taxes) making up 66% of total domestic revenues based on
the current forecasts. Tax projections are summarized in Table 11 and are divided into Direct
Taxes and Indirect Taxes. The table does not include RAEOA-ZEESM taxes as those have not been
forecast at the line item level.

2019 tax collection fell with respect to 2018. This trend is mainly driven by lower expected
withholding tax. However, it should be noted however that 2018 was an exceptionally high year
in for withholding tax, as several pending payments from the Government to private contractors
were settled. The delay in payments was partly due to duo-decimal budgetary constraintsin 2017.
Considering this, 2019 performance of withholding tax is less negative than it first appears. Import
duties fell by nearly a third, due to low levels of imports of goods and services in the first half on
2019. Other category of taxes remained almost flat with respect to 2018, or with small increases.

Forecasts for 2020 see a significant fall in tax revenues, largely due to the State of Emergency to
prevent the spread to COVID-19. Tax revenues for Q2 2020 were down 30% compared to the same
quarter in 2019. This is likely to be lost revenues as those payments will not be postponed to later
in the year. Indirect taxes, those levied on goods and services, are effected the most. Excise tax,
the largest single contributor to domestic revenues, is estimated to fall by around a fifth compared
to collections in 2019. Sales tax and import duties are expected to fall by 13% and 10%
respectively. Withholding tax, the second largest tax contribution, is forecast to rise slightly in
comparison to 2019. This is due to an extremely high collection in January 2020, 2.5 times
collections in January 2019, due to delayed payments at the end of 2019. Corporate taxes are
also forecast to increase due to high collections during the first half of the year, particularly in Q1.

Future years are expected to see a rise in tax revenues, driven by a stable macroeconomic and
political environment. Additionally reforms in the tax collection systems, with the shift to SIGTAS
(Standard Integrated Government Tax Administration System) 3.0, should enhance the Tax
Authority’s capacity to enforce greater tax compliance. The positive trend is expected to continue
through 2024. However it is important that other tax instruments are explored during this time
period, to increase the tax base of the country and help ensure fiscal sustainability in the medium
and long term.

Table 11: Total Tax Revenue, Actuals and Projections 2018 — 2024, Smiillion

2018 2019 2020 2021 2022 2023 2024

Actual Actual Proj. Proj. Proj. Proj. Proj.

Total Tax (excluding RAEOA- | 1517 | 1223 | 1105 | 117.8 | 1217 | 1264 | 1312
ZEESM)

Direct Taxes 52.8 51.2 50.7 50.5 52.0 54.1 56.1

Income Tax 17.4 20.5 18.6 20.1 20.7 21.5 22.3

Individual Income (Public 59 79 24 79 75 77 8.0

Sector)

Individual Income Other 12.2 13.2 11.2 12.9 13.2 13.8 14.3
Corporate Tax 9.1 8.7 9.7 8.9 9.1 9.5 9.8
Withholding Tax 26.3 22.0 22.4 21.5 22.2 23.1 23.9

Indirect Taxes 71.9 71.1 59.8 67.3 69.7 72.3 75.1
Service Tax 3.8 3.7 3.6 3.6 3.7 3.9 4.0
Sales Tax 14.3 15.3 13.4 14.9 15.3 15.9 16.5
Excise Tax 34.3 38.3 30.3 35.3 36.8 38.1 39.6
Import Duties 19.5 13.9 12,5 135 13.9 14.4 15.0

Page 23 of 60



Source: National Directorate of Economic Policy, Ministry of Finance, 2020. Due to rounding, totals may not
match the sum of the amounts listed.

24.13

Fees and Charges

Fees and charges include a wide selection of categories from non-tax sources that contribute to
domestic revenue. These comprise administrative fees, utility payments and royalty payments to
the Government from natural resources other than petroleum. Fees and charges historically make
up around 30% of total non-oil domestic revenues. In 2020, they are forecast to make up 30%

exactly.

Total fees and charges for 2019 were 4% higher than those collected to 2018. This increase was
largely due to a significant dividend from BCTL. Mining and quarrying revenues also nearly
doubled between 2018 and 2019. This trend is likely to continue from 2021, following
infrastructural developments on the south coast and in land. These forecasts only account for
existing agreements. Any new developments would be likely push revenue expectations higher.

Fees and Charges in 2020 are estimated to fall 10% compared to those collected in 2019. This is
because of the impact on electricity payments, the largest contributor to Fees and charges
revenues and often making up around 60% of the total. Electricity collections were heavily hit
during Q2 2020, the introduction of the subsidy during the state of emergency, deceasing 30%
compared to the previous year. Due to this overall collections for electricity are expected to fall
around a quarter in 2020 compared to the total for 2019. Other significant drivers, such as
property rentals, visa fees and social games receipts, are also expected to fall. A large dividend
from BCTL is one of the few line items expected to rise, with a 50% increase from the amount

collected

in 2019.

Projections for outer years are expected to see a positive trend given the current forecasts of GDP
growth in 2021 and beyond. Growing decentralization of collections has also seen the introduction
of non-fiscal instruments in the municipalities through advertising and parking services. Further
decentralization, improvements and reinforcement of collection mechanisms in line ministries
and the introduction of new non-tax instruments are expected to boost collections. Electricity
collections, as well as other significant contributors from transport, property rentals, dividends
and social games fees and charges are forecast to return to a stable growth path from 2021.

Table 12: Fees and Charges, Actuals and Projections 2018 — 2024, Sthousands

2018 2019 Proj Proj Proj Proj Proj
Actual | Actual 2020 2021 2022 2023 2024
Collecting | Total Feesand | o/ ;555 | 56443.0 | 51,307.9 | 53,803.4 | 56,1303 | 59,126.1 | 61,406.9
Ministries Charges
Other Non-Tax
MoF Revenues of 481.8 479.3 717.0 497.7 513.0 532.7 553.3
Customs
MoF Customs service - 4.4 3.3 2.8 2.9 3.0 3.1
Fees
MoF Customs - 5.3 3.9 3.3 3.4 3.6 3.7
Penalties
MoF Late Payment - 5.2 3.9 33 3.4 35 3.7
Interest Sales
MTCI Commercial 91.9 2238 5.0 211 22.8 237 24.6
License Fees
MTC Postage Fees 38.9 25.8 21.6 25.1 25.8 26.8 27.8
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2018 2019 Proj Proj Proj Proj Proj
Actual | Actual 2020 2021 2022 2023 2024
M) Property rentals | 3,361.2 | 4,249.3 | 2,691.2 | 3,751.8 | 42793 | 44435 | 4,614.2
MOP Water Fees 135.5 145.8 135.1 141.7 146.1 151.7 157.5
MTC Vehicle
Registration 12152 | 1,4083 | 1,178.8 | 1,369.4 | 1,411.4 | 14657 | 1,522.0
Fees
MTC :
Vehicle 925.2 781.7 648.7 760.1 783.4 813.5 844.8
Inspection fees
MTC ver Li
FDerLVSer License 379.7 523.4 288.0 508.9 5245 544.7 565.6
MTC Franchising
Public
. 264.5 227.4 190.3 2212 227.9 236.7 245.8
Transportation
Fees
MTC Transport
Penalties/Trajec | 143.0 1335 97.7 129.9 133.8 139.0 144.3
tory
MTC
Other Transport 278 51.8 158.0 95.5 98.4 102.2 106.1
Fees
M) Passport & ID 16884 | 1,6581 | 898.1 16122 | 1,661.7 | 1,7255 | 1,791.8
M Visa Fees 3,181.7 | 3,041.2 | 1,439.1 | 2,887.4 | 2,976.0 | 3,090.4 | 3,209.1
Courts Tribunals - Fines | 54 , 4357 496.6 423.6 436.6 453.4 4708
& Penalties
Vehicle
MTC Inspection 83.1 62.7 51.3 61.0 62.9 65.3 67.8
Imported
MoP Electricity Fees | 5, 5605 | 32,674.0 | 23,998.7 | 30,757.0 | 31,051.8 | 34,009.9 | 35316.4
& Charges
TL Internet
MTC Domain 75.5 2818 180.9 269.7 278.0 288.7 299.8
Revenue
Dividends,
Mof Profits & Gains 4,186.5 ) ; ) ) ) )
SEFOPE Fines & Forfeits 107.9 451.2 2293 438.7 452.1 469.5 4875
MPM Mining & Quarry | oo 7 | 24017 | 1,802.2 | 23353 | 2407.0 | 24994 | 2,595.5
Ops. Royalty
MH Fines-Health 13.0 0.0 0.0 0.0 0.0 0.0 0.0
Professionals
MoF Bid Document
Receipts - 35.8 147.4 26.7 147.3 151.8 157.7 163.7
Ministries
MoF Auctions 45.4 468.0 16.8 454.3 468.3 486.3 504.9
MTCI social Games 1,886.0 | 1,626.8 | 880.5 16021 | 1,651.2 | 1,7145 | 1,780.3
Receipts
Rent of
MTCI Government 514 51.1 68.6 49.6 51.2 53.1 55.2
Property
MAF Forestry 82.0 93.4 80.9 90.8 93.6 97.2 100.9
Products
MOP sanitation 15.6 9.9 9.8 9.6 9.9 10.3 10.7

Services Fee
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2018
Actual

2019
Actual

Proj
2020

Proj
2021

Proj
2022

Proj
2023

Proj
2024

MH

Registration of
Health
Professionals

23.6

22.3

15.3

21.7

22.3

23.2

24.1

ME

Polytechnic
Institute of
Betano

65.6

74.7

63.8

65.7

68.3

70.9

PCM

Printing Fee -
PCM

418.6

147.0

162.1

143.0

147.3

153.0

158.9

MH

Pharmaceutical
Fee

445.5

45.9

39.7

44.1

45.5

47.2

49.0

MoF

BCTL Dividends

4,342.1

6,549.8

4,583.7

4,733.0

4,923.9

5,122.6

MoF

Returned TPOs
from Prior Years

55.0

8.1

8.3

8.6

9.0

MoF

Other Non-Tax
Revenue

387.8

157.2

134.1

94.5

97.4

101.1

105.0

MoF

Grants &
Contributions

7,594.4

MAE

Dili Municipality
- Advertising
Revenue

203.9

123.8

148.0

117.4

1241

128.9

133.8

MAE

Ainaro
Municipality -
Advertising
Revenue

2.5

3.0

2.4

2.5

2.6

2.7

MAE

Covalima
Municipality -
Advertising
Revenue

0.5

6.5

14

6.3

6.5

6.8

7.1

MAE

Baucau
Municipality -
Advertising
Revenue

4.1

1.2

4.0

4.1

4.3

4.5

MAE

Ermera-
Advertising
Revenue

4.5

8.9

4.4

4.5

4.7

4.9

MAE

Aileu
Municipality -
Advertising
Revenue

11

14

11

11

1.2

1.2

MAE

Dili Municipality
- Parking Fee

22.2

21.9

21.6

22.3

23.1

24.0

MAE

Administrative
Sanctions and
Fines

5.0

2.5

1.7

2.4

2.5

2.6

2.7

EDTL-EP

EDTL Receipts -
New Installation

28.6

173.1

14.2

14.7

15.2

15.8

Source: National Directorate of Economic Policy, Ministry of Finance, 2020. Due to rounding, totals may not
match the sum of the amounts listed.

24.14

Interest

Interest reflects interest payments received from cash held in Government funds. 2019 saw a
growth in interest rates and cash balances held by the government, meaning interest reached a
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high of $0.662m. Collections from interest are expected to remain relatively stable over the next

5 years.

Table 13: Interest Receipts, Actuals and Projections 2018 — 2024, Sthousands

2018 2019 2020 Proj. | 2021 Proj. | 2022 Proj. | 2023 Proj. | 2024 Proj.
Actual Actual
Interest 565.5 626.7 528.9 584.8 592.4 569.4 582.3
Receipts

Source: Directorate General of Treasury, Ministry of Finance, 2020.
2.4.1.5 Autonomous Agencies

The number of autonomous agencies has been increasing steadily in recent years, reflecting
government’s desire to grant greater financial independence to institutions to improve their
efficiency. Total collections constitute around 4% of total domestic revenues. This is the amount
they are forecast to make up in 2020.

In 2018 and 2019, a number of new Autonomous Agencies have started collecting revenue,
including IADE, AIFAESA, SENAI and SERVE. The Port of Dili currently generates the majority of
revenues, 45% in 2019. However its collection for outer years is however uncertain and might
decline once the Tibar Port becomes operational. Other significant contributions are expected to
derive from the National Communication Authority (ANC), whose receipts will grow thanks to a
larger base for collection and new revenues following the activation of the spectrum fee; the
National University; ZEESM fees and charges and the National Logistic Centre.

Autonomous Agency collections are expected to fall 10% in 2020, in comparison to collections in
2019. This is largely due to a fall in Port charges due to restrictions on goods movement during
the state of emergency. Revenues from of National University Fees by UNTL expected to fall
slightly, as well as receipts from IGE. These reductions are forecast to be off-set by increased
collections by CLN from sale of local product and rice and Licensing Fees from ANC.

Future years expect to see a growth in revenues again as the economy recovers from lockdown
and the global effects of COVID-19.

Table 14: Autonomous Agencies and Special Administrative Region, Actuals and Projections 2018-
2024, S000

2018 2019 2020 2021 2022 2023 2024
Actual Actual Proj. Proj. Proj. Proj. Proj.
Total Autonomous 7,735.8 8,405.1 6,809.8 7,951.7 8,220.5 8,550.4 8,893.2
Agencies Revenues
TRADEINVEST — 20.0 - - - - - -
Investment Registration
Fees
CLN - Sale of Local Product 79.0 360.2 107.9 109.2 112.8 117.3 122.1
ANC - Licensing Fee - 1,462.4 1,389.7 1,411.2 1,468.4 1,527.6 1,589.1
APORTIL - Port Charges & 4,091.9 3,517.0 2,657.9 3,398.1 3,508.7 3,650.3 3,797.2
Fees
ANATL — Aviation Service - - - - - - -
Fees
IGE - Receipts 287.2 407.4 222.1 395.2 408.1 424.5 441.6
SAMES - Receipts 218.6 - 27.7 32.6 33.8 35.1 36.5
UNTL - National University 1,160.4 1,213. 1,153.1 1,256.1 1,296.5 1,349.6 1,403.5
Fees
HNGV - Hospital & 264.8 249.7 278.0 242.8 250.7 260.8 271.3
Medical fees
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2018 2019 2020 2021 2022 2023 2024

Actual Actual Proj. Proj. Proj. Proj. Proj.
Tribunals - Administrative - - - - - - -
Fees
Bamboo Center Tibar — 11.6 - 0.5 0.5 0.5 0.6 0.6
Revenue
AMRT - Fees 2.3 3.6 3.9 3.5 3.6 3.8 3.9
IADE Service Fees 53.8 3.0 2.4 2.9 3.0 3.1 3.3
AIFAESA Fees 150.1 87.0 52.0 84.1 87.3 90.8 94.5
SENAI Centre — Revenue 6.4 - 1.5 1.9 2.0 2.1 2.3
SERVE IP - Revenue 214.9 - 61.6 64.8 66.9 69.6 72.3
CLN - Sale of Rice 413.0 365.1 180.4 191.5 197.8 205.7 214.0
ZEESM - Fees and Charges 761.7 736.9 671.2 756.7 780.0 809.7 841.0

Source: National Directorate of Economic Policy, Ministry of Finance, 2020. *ZEESM revenue includes fees
and charges only, tax revenue is presented separately in table 10. Due to rounding, totals may not match
the sum of the amounts listed.

2.4.2 Petroleum Revenues and the Petroleum Fund

The Petroleum Fund remains the principal source of financing for the state budget each year.
Withdrawals from the Fund are guided by the ESI. The ESI represents the maximum amount that
can be appropriated from the Petroleum Fund in a fiscal year so as to leave a sufficient Fund
balance for an amount of the equal real value to be appropriated in all later years. The ESl is set
to be 3% of the Petroleum Wealth, which comprises the balance of the Fund and the Net Present
Value of future petroleum revenue.

The Government can withdraw an amount from the Petroleum Fund in excess of the ESI where it
provides to Parliament justification why that is in the long-term interests of Timor-Leste.
Government withdrawals in excess of the ESI have been justified on the grounds of economic
development. Withdrawing more than the ESI, by definition, depletes the purchasing power of
the Fund for all future years.

2.4.2.1 Recalculating Petroleum Wealth and the ESI for 2020

The Petroleum Wealth (PW) and the Estimated Sustainable Income (ESI) are only updated once a
year as part of the main budget process. However, the Budget 2020 proposal presented in January
2020 was not passed and the Government has been operating under the DOT regime.

The ESI 2020 was calculated in September 2019. Some of the key assumptions such as opening
balance of the PF, production, costs and oil price have changed significantly since it was calculated
last year. Therefore, the current Budget 2020 revisits the PW and ESI for 2020 calculation taking
into account these changes.

Compared to the previous Budget 2020 submission, the Petroleum Wealth in this revised
calculation is slightly higher than the previous estimated figure. This is caused primarily by the
higher actual Fund’s opening balance at 01 January 2020 than the estimated figure due to higher
PF’s investment return, petroleum receipts and lower withdrawal in 2019. More than 98% of the
PW is now in the form of financial asset i.e. the Petroleum Fund. On the other hand, the oil price
projection from 2020 and onwards was lower compared to the projection used in early version of
2020 Budget, production and costs were slightly higher, however, these impacted on less than 2%
of the calculation.
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Total Petroleum Wealth on a Net Present Value basis is estimated to be $18,145.1 million on 1
January 2020. This is $253.3 million higher than the figure calculated in September 2019.
Therefore, the estimated sustainable income has risen correspondingly from $536.8 million per
annum to $544.4 million for 2020. This change, however, is not material, making around a 1.4%
(or $7.6 million) increase in the ESI compared to the previous calculated. The difference as shown
below:

Table 15: Changes in the Petroleum Wealth and the Estimated Sustainable Income (ESI) 2020

ESI 2020 ESI 2020
Calculated in Calculated in % Change
September 2019 August 2020
Estimated Sustainable Income (PWx3%) 536.8 544.4 1.4%
Total Petroleum Wealth (PW) 17,891.8 18,145.1 1.4%
Opening PF Balance 17,067.9 17,691.8 3.7%
Net Present Value of Future Revenues 823.9 453.2 -45.0%

Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

Table 16 shows the estimated Petroleum Wealth and the ESI from 2019 and onwards, assuming
that withdrawals from the Fund are equal to the projected withdrawals in this budget book.

Table 16: Petroleum Wealth and the Estimated Sustainable Income (ESI)

2019* LY 2021 2022 2023 2024
Budget

Estimated 529.0 544.4 535.6 500.3 463.7 433.1
Sustainable Income
(PWx3%)
Total Petroleum 17,633.6 18,145.1 17,852.4 16,676.5 15,458.3 14,438.0
Wealth (PW)
Opening PF Balance 16,489.6 17,691.8 17,655.7 16,541.6 15,351.6 14,438.0
Net Present Value of 1,144.0 453.2 196.7 1349 106.7 -
Future Revenues

Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020. *ESI for 2019 figure as
estimated in Budget 2019. Actual PF opening balance in 2019 was 515,803.6 million.

The key assumptions behind the calculations and the differences with Budget 2019’s estimate are
discussed below.

Table 17: Key Assumptions behind the ESI Calculation

Forecast petroleum revenues are included only for projects with approved

Asset recognition

development plans.
Bayu-Undan (BU) is the only operating field.

Petroleum
Reserves and
Production
Forecasts

Project operators provide production estimates. The Operator provided 3
forecasts scenarios; low, base, and high in August 2020. Average Low-Base case
production is used for ESI 2020.

Oil price forecast

Brent crude oil has been shown to be the best indicator of the price of BU liquid
products (condensate and LPG).

ESI for Budget 2020 is prepared using the average of Energy Information Agency
(EIA) low case and reference case for Brent in its Annual Energy Outlook (AEO) for
2020, released in January 2020.

Prices for specific
petroleum
products

BU produces condensate, Liquefied Petroleum Gas (LPG) and Liquefied Natural Gas
(LNG). Forecast assumptions for each product are derived from historical
differentials observed with Brent.
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Liquefied Natural Gas (LNG) prices are forecast using the provisional price formula
negotiated between the Darwin LNG (DLNG) facility and Japanese LNG buyers. The
price formula is renegotiated every three years.

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

Under Schedule 1 of the Petroleum Fund Law, the interest rate used to discount
future petroleum revenue is the expected rate of return on the portfolio of
financial assets held in the Fund. The Fund’s investment strategy is for 5% cash,
55% bonds, 35% equities and 5% in alternative asset.

Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

Production costs

Discount rate

Changes in the ESI from 2019 to 2020

Figure 9 shows the key incremental changes in the current estimate of the 2020 ESI relative to the
previous estimated figure. A higher actual result in 2019 is the main driver of the increase in the
2020 ESI, along with changes to the oil price forecast and the expected revenues as the result of
the settlement of the maritime boundaries.

Figure 9: Changes in the 2020 ESI (from Budget 2019 to Budget 2020)
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Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

Actual 2019 data

The 2020 ESI that was estimated in September 2019 was based on actual results in 2018 and
forecasted data for the remainder of 2019. Actual history is now available for all of 2019 and it
can be used in the current forecast of 2020 ESI. The actual net petroleum revenues collected in
2019 was $756 million, 94% higher than the estimated $389.4 million. The actual withdrawal in
2019 was $969.0 million, lower than the approved withdrawal of $1,196.8 million. The realised
investment return in 2019 was 13.3% or equivalent to $2,100.9m, which is much higher compared
to the estimated return of 11.7% or equivalent to $1,724.3 million. As a result, the actual closing
balance of the Fund at the end of 2019 was $17,691.8 million compared to the estimated
$17,067.9 million. As a result of this change, the ESI 2020 increases by $21.1 million.

Production

The latest Bayu-Undan’s production forecast for both liquids and gas used in this calculation.
Following the previous year, the average of the low and the base forecasts was adopted for
petroleum production.

Figure 10A and 10B show the latest available Operator’s revised petroleum production forecasts
in three scenarios; low, base and high. Figure 10C and 10D compare the liquid (condensate and
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LPG) and gas (LNG) production forecast used in the current Budget 2020 estimate with the
forecast used for the Budget 2017 until 2019. For period 2019-2022, the liquids (condensate and
LPG) and the LNG production forecasts are approximately 16% lower compared to the forecast
used in Budget 2019. The BU field is a mature field and its productivity has gradually declined
since its peak in 2012. The production from its existing wells has decreased with increasing water
and declining pressure. Despite this, the Bayu-Undan Infil Well (BUIW) project in mid-2018 has
helped to maintain the production level and new drilling program plan has been put forward by
the operator for approval. The lower production forecast results in a USS4.7 million decrease in
ESI for 2020.

Figure 10: Bayu-Undan Production Forecast in the 2020 ESI
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Oil prices

The methodology for projecting future oil prices is based on the average low —base price case of
the Brent oil prices forecast by the US Government’s Energy Information Administration (EIA).
Figure 11 shows that the oil benchmark forecast used for ESI 2020 is now lower for the period
2020-2021 compared to the forecast used in the previous ESI 2020 calculation. The actual average
Brent benchmark price from January to June 2020 was $40.3 per barrel. Applying the weighted
average of the actual price and the average EIA low-base prices for the reminder of the year, the
2020 price is $41.2/barrel, revised down from $60.2/barrel, which was used in the previous
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calculation.? The prices for the reminder of the forecasting period until production ceases in 2022
is averaging about 18% lower than the prices previously used in ESI 2020 calculation. The change
in Brent benchmark forecast results in a USS 7.2 million decrease in the ESI 2020.

Figure 11: Oil Price Forecast in the 2020 ESI
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Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

Production price differentials (liquids and LNG)

There are several petroleum products (condensate, Liquefied Petroleum Gas (LPG) and Liquefied
Natural Gas (LNG)) which come from the Bayu-Undan project. As in previous years, the prices for
liquids products (condensate and LPG) are forecast by applying a differential to the forecasted
Brent benchmark price based on the historical relationship between the benchmark and the Bayu-
Undan products price. The relationship between liquids product prices and the Brent benchmark
price has been relatively stable, with condensate averaging about 95% and the LPG averaging
about 71% of the benchmark between 2008 and 2017. The result of these new price differentials
is an increase in ESI of USS 0.7 million.

Production costs

Forecasts of production costs from the operator for period 2019-2022 are around 9% higher than
last year’s forecast, which has included the proposed drilling and higher decommissioning cost
provisions. The result of these new costs projection is a decrease in ESI of US$3.3 million.

Rates of return and discount rate

Under Annex 1 of the Petroleum Law Fund, the discount rate used in the NPV calculation of future
petroleum revenues must be the expected rate of return of the Petroleum Fund portfolio. The
expected long-term nominal return on the portfolio is now 3.8% for period 2020 onwards. This is
slightly lower than the previous year’s ESI assumption of expected return at 3.9% and will slightly
increase the NPV of future petroleum revenues.

The Fund’s year to date performance as at 30 June showed a positive return of 2.23%. The
weighted average of the Fund’s return for 2020 is calculated at 4.15%. However, considering the
market outlook and second wave of COVID-19, the expected return in 2020 is maintained at 3.8%,
the expected long-term nominal return. The end year return will depend on the market

2 The EIA’s Short-term Energy Outlook released in August shows its reference (base) scenario where the expected
average Brent price for 2020 is $41.42/b and $49.5/b in 2021.
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movements in the second half of the year. Therefore, there is no associated change in the ESI
2020.

Other Taxes

Other taxes include wage taxes and tax collections from subcontractors and exploration drilling
i.e. for research and drilling, has been awarded both in the Former Joint Petroleum Development
Area - JPDA (e.g. JPDA 11-106) and in on/offshore of Timor-Leste Exclusive Area-TLEA (e.g. PSC TL-
S0-15-01, PSC TL-OT-17-08 and PSC TL-OT-17-09). These taxes are forecast for Budget 2020 based
on an analysis of recent collections and taking into account exploration work commitments. This
has increased ESI 2020 by $0.2 million.

Update on the Maritime Boundary between Timor-Leste and Australia

The new treaty establishing permanent maritime boundaries in the Timor Sea between Timor-
Leste and Australia which was signed on 6 March 2018 and then ratified by both Parliaments of
each country in August 2019. The Maritime Boundaries Treaties (MBT) entered into effect on 30
August 2019 when both governments agreed and exchanged the diplomatic notes in Dili. Under
the MBT all related petroleum titles and activities in the area formerly known as the Joint
Petroleum Development Area (JPDA) will now mostly fall within TL’s sovereign waters. Under the
key principle of Conditions Equivalent term, a Transitional Arrangement process took place
between the States (TL and Australia) including the contractors whose business were affected,
with the objective to transpose all existing contracts under the former JPDA Fiscal Regime and
those partially under the Australian Petroleum Fiscal Regime to 100% Timor-Leste Fiscal Regime.

Australia’s former petroleum entitlement of a 10% revenue share under the Timor Sea Treaty
(TST) framework will be paid to Timor-Leste as of September 2019 onwards. During the
Transitional Arrangement, all contractors’ direct taxes (eg corporate income taxes, withholding
taxes, wage taxes, and so forth) will be 100% subjected to Timor-Leste’s Taxation Act with the
relevant adjustments made to the specific areas of operations and specific phases of activities,
including as referred to in each Production Sharing Contracts (PSCs) and fields.[* The ESI model is
adjusted for these changes accordingly. This resulted in the ESI 2020 increasing by $0.7 million.

2.4.2.2 Petroleum Fund Management and Projections

The Petroleum Fund Law sets out the Fund’s eligible investments, the guidelines for its asset
allocation and the risk limits. Since January 2019, the Petroleum Fund Law is to be read in
conjunction with the First Amendment of the Law No 13/2005, the Petroleum Activities Law,
which was modified to allow investments in petroleum operations.

[ Eg for Bayu-Undan field the applicable taxation law is the Taxation of Bayu-Undan Contractors Act (ToBUCA) which
regulates the taxation matter of the petroleum activities carried out by contractors and subcontractors in connection
with the Bayu-Undan project falling within the former JPDA PSCs 03-12 and 03-13. During the Transitional Arrangement
processes a few amendments were made to the TOBUCA and Tax Stabilization Act and Taxes and Duties Act, for example
all direct taxes will be 100% subject to TL’s taxation act, however, the Additional Profit Tax (APT) rate is reduced from
22.5% to 21.5% to provide conditions equivalent taking into consideration that the 10% share from Australia was not
subject to APT and all indirect taxes related to services provided by sub-contractors to BU field will be maintained at
90% TST framework as agreed under fiscal package for BU project. For other areas of operations such as Kitan and
Kanase, the application of 90% indirect taxes would be changed or lapsed after Decommissioning and the
commencement of first production, respectively. This means that after the decommissioning phase and possibly
entering into a redevelopment phase, Kitan’s indirect taxes will be levied at 100% and the same rate will also be applied
to Kanase once the first production starts.
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The Petroleum Fund is currently invested 5% in cash, 55% in Government bonds, 35% in equities
and 5% in petroleum related operations through a private debt placement in Timor GAP E.P. The
breakdown target allocation by asset classes and by managers as shown in Figure 12 below.

Figure 12: Petroleum Fund Asset Allocation and Managers Breakdown, as of June 2020
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Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

The investment in equities was progressively implemented and completed in June 2014. The
Fund’s return since inception to June 2020 is 4.45% per annum, which is 2.2% in real terms after
accounting for US inflation. Equities have fulfilled their growth role. Figure 13 shows the equity
portfolio has boosted the Fund’s performance by returning 8.8% per annum since the first
investment in stocks in 2010. This compares to the bond portfolio’s average annual return of 2.8%

over the corresponding periods.

The ESI framework is designed to preserve real wealth but is challenged when withdrawals are
persistently in excess of the ESI. In addition, investment returns over the next decade are likely to
be lower than previously projected. That expectation is primarily driven by lower bond yields,
which act as a drag on the return forecasts for bonds. This is captured in our central estimate of a
real return of 1.8%over the next 10 years. It is unlikely that that the Fund’s current asset allocation

will provide a real return of 3%.

The Fund’s existing asset allocation is maintained. The expected return from bonds is very low by
historical standards and equities are required for the Fund to earn a suitable return over the long-
term. However, targeting a 3% real return would require a significantly higher equity allocation
and the additional risk did not appear suitable for Timor-Leste, at least for the time being. The
Fund’s asset allocation reviewed each year to account for any new information, including
expectations about withdrawals and future oil revenues.

Updated projections for the Petroleum Fund

Table 18 shows an update of petroleum revenues. The revenues in 2018 and 2019 amounted to
$446.7 million and $756 million, respectively. As of June 2020, petroleum revenue is $246.8
million. Oil prices were lower than estimated, averaging about $40.3 per barrel from January to
June. There is a possibility of revenue adjustment due to COVID-19’s impact to the petroleum
sector activities. Accounting for these and actual revenues received, the expected total revenue
for 2020 is revised down to $268.7 million from previously estimated of $595.0 million.

3 Please see the Petroleum Fund Annual Report for 2019 for more detailed discussion on the performance of the

Fund.
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Under the current assumptions, the revenue is projected to continue to decline from $268.7
million in 2020 to $108.7 million in 2023 which is mostly related to the VAT on decommissioning.

Table 18: Petroleum Fund Revenues 2018-2024, Smillion

2018 2019
Actual Actual 2020 2021 | 2022 | 2023 | 2024
Total Petroleum Fund Revenue -13.2 2,857.2 927.8 | 705.6 | 627.4 | 664.1 ( 520.3
REturF’netroleum Fund Investment 4599 2,100.9 659.1 | 637.6 | 594.7 | 555.4 | 520.3
Total Petroleum Revenue 446.7 756.3 268.7 | 68.0 | 32.7 | 108.7 0.0
FTP/Royalties 190.6 331.8 138.5 20.4 6.1 0.0 0.0
Profit oil 53.4 97.1 30.8 17.5 0.0 0.0 0.0
Income Tax 113.2 120.3 13.4 2.2 0.0 22.1 0.0
Additional Profit Tax 117.4 181.6 54.7 0.5 0.0 0.0 0.0
Value Added Tax 9.6 6.7 10.2 8.6 8.1 86.6 0.0
Other Tax Payments -37.4 18.7 21.2 18.8 18.5 0.0 0.0

Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

The new Maritime Boundaries Treaty and with the acquisition of a 56.56% of participating interest
in the Greater Sunrise JV through the Timor GAP E.P will allow Timor-Leste to influence the
decision on the upstream and downstream development of the GS. This potential revenue will be
included in the estimate of the present value of the petroleum revenues when the fields are
declared proven and approved for development.

The Petroleum Fund’s investment returned $2,100.9 million ($2.1 billion) in 2019, which is
equivalent to a return of 13.3%. The equity allocation (35% of the Fund) returned 27.7%, Bonds
(60%) returned 5.2% and the Alternatives instrument (5%) posted a return of 1.1%. The record
annual return in 2019 was driven by equity’s strong performance, while bonds also delivered
healthy returns. The stock market rally was despite uncertainty over global economic growth, the
trade disputes between US and China and the UK’s departure from the European Union.

Figure 13: Petroleum Fund Investment Returns
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Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

As of June, the Fund’s Year-to-Date return is +2.23%, which translates to net income of $385.7
million. The equity portfolio posted a return of -7.01%, while the fixed income allocation posted
a return of +4.83%. Stock markets fell sharply in the first quarter as economic activity slumped
with the coronavirus shutdowns. The mark to market loss in equities was partly offset by capital
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gains in the government bond portfolio, which rose in value because yields declined. Equity
markets rebounded in the second quarter. Investor sentiment was boosted by the monetary and
fiscal policy stimulus to offset the slowdown, as well as early signs of a recovery in activity as
COVID-19 restrictions were eased. The private debt allocation accrued 2.25% interest during the
period. The expected investment income for 2020 is assumed to be 3.8%. The final return for 2020
will depend on market movements over the coming months; another downturn in equity markets
will erode the return. Returns vary significantly over short horizons and for long-term investors
such as the Petroleum Fund, it is better to assess returns over long horizons.

The Parliament has twice approved an extraordinary withdrawal from the Fund totalled $536.3
million, of which $219.5 million is allocated to response and combat COVID-19 related and $316.8
to reinforce Treasury account during the duo decimal period until Budget 2020 to be approved by
Parliament in September 2020. There has only been $250 million of withdrawals for the year until
June.

The Fund’s balance is $18,074.4 million as of June 2020. This is an increase of $382.6 million from
the start of the year. The Fund balance is expected to be $17,655.7 million by the end of 2020
after deducting the estimated withdrawal of $963.9 million in 2020 adopted by Parliament and
including the estimated petroleum revenues and petroleum fund interest of $268.7 million and
$659.1 million respectively.

The Fund is forecasted to decline each year, falling to $13,464.2 million by the end of 2024.
Petroleum revenues and investment income are not expected to offset withdrawals. These are
central forecasts and considerable variation must be expected. Investment income is by its nature
volatile. In some years, like 2017 and 2019, the Fund will outperform expectations; in other years
like 2015 and 2018, the Fund will incur losses. The Fund is expected to continue to decline in value
beyond the projection period, unless there is a significant change in fiscal policy or until significant
new petroleum revenues come online.

Table 19: Estimated Petroleum Fund Savings, Smillion

2018 2019
Actual Actual 2020 2021 2022 2023 2024
Opening PF Balance 16,799.3 | 15,803.6 | 17,691.8 | 17,655.7 | 16,541.6 | 15,351.6 | 14,438.0
Petroleum Revenue 446.7 756.3 268.7 68.0 32.7 108.7 0.0
(excluding PF Interest)
Petroleum Fund -459.9 2,100.9 659.1 637.6 594.7 555.4 520.3
Interest, Net*
Total Withdrawals 982.5 969.0 963.9 1,819.7 1,817.4 1,577.7 1,494.1
Closing PF Balance 15,803.6 | 17,691.8 | 17,655.7 | 16,541.6 | 15,351.6 | 14,438.0 | 13,464.2

Source: Petroleum Fund Policy and Management Office, Ministry of Finance, 2020.

2.5 Expenditure and Development Partner Commitments

Total expenditure in the 2020 budget is $1,681.0 million (including donor funded activities of
$184.0 million and loans of $60.0 million). The total 2020 State Budget 0.01% lower than that
allocated for 2019. This is mainly because i) late promulgation of the 2020 State Budget does not
allow time to execute a higher budget, ii) the government needed to instate several periods of
‘State of Emergency’ in response to the COVID-19 pandemic which further delayed execution
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2.5.1 Expenditure by Fund

Public expenditures are spread across the Consolidated Fund of Timor-Leste (CFTL), the Human
Capital Development Fund (HCDF), loans and European Union Budget Support. Since 2016, the
Infrastructure Fund is an autonomous agency under the CFTL. Compared to the allocations for the
2019 State Budget, allocations for 2020 have increased for CFTL by 3.7%. However, HCDF has
decreased by 46.3% and loan disbursements have decreased by 31.0%, as major programmes
cannot be introduced due to the COVID-19 pandemic as well as the state of emergency response
(restrictions on movement of raw materials, personnel etc.)

Table 20: Expenditure by Fund, Smillion

2018 2019 2020 2021 2022 2023 2024
Actual Budget | Budget Proj. Proj. Proj. Proj.
Combined Source Budget 1,343.9 | 1,681.2 | 1,681.0 | 2,200.4 | 2,140.0 | 1,857.5 1,739.2
Government Expenditures by 1,172.7 | 1,482.0 | 1,497.0 | 2,083.0 | 2,080.3 | 1,845.5 1,730.5
Fund
CFTL (excl. loans) 1,119.0 | 1,375.0 | 1,426.3 | 1,991.6 | 2,014.8 | 1,787.6 1,684.1
HCDF 14.5 20.0 10.7 11.2 11.6 12.1 12.6
Borrowing/Loans 39.2 87.0 60.0 70.7 63.1 64.0 27.0
(disbursements)
European Union (Budget - - 10.6 9.1 9.0 5.0 2.8
Support) and ILO*
Development Partner 171.2 199.2 184.0 117.4 59.7 12.0 8.7
Commitments

Source: National Directorate of Budget and Development Partners Management Unit, Ministry of Finance,
2020. *ILO contribution one-off payment of S0.7m for 2020.

2.5.1.1 Consolidated Fund of Timor-Leste

The CFTL is the Government’s central account and includes all expenditures for line ministries and
autonomous agencies with the exception of the HCDF. Within it, recurrent and capital
expenditures are spread across five appropriation categories as laid out in Table 21.

Total allocations in the CFTL increase 3.7% in 2020 compared to the 2019 State Budget.

The Public Transfers allocations for many ministries and agencies have also increased, with the
allocation for the category a whole 39.0% higher than in the 2019 State Budget. Similarly, CFTL
Goods and Service have increased by 21.9%. Though the duo-decimal system affected the final
budget allocation negatively, these increases are due to the creation of the $333.2 million COVID-
19 Fund for health response to the pandemic and economic recovery.

On the other hand, allocations to Minor Capital and Capital and Development have decreased by
70.8% and 51.1% respectively, compared to the 2019 State Budget. During duo-decimal system,
allocation for new projects in these capital categories are frozen. Additionally, by the time the
2020 State Budget is passed, agencies will not have sufficient time to execute higher budgets in
these categories. Hence, most new projects will be rolled over to the 2021 State Budget.

After Parliament discussions, following are the list of big changes:

e Additional $1.5 million to the Ministry of Education Youth and Sport (Good and Services) from
the Contingency Fund for the school subsidy programme for Basic Education, Secondary and
Technical-Vocational education. The final Good and Services budget for Ministry of Education
Youth and Sport is $9.4 million.
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e Additional $113.0 million to the COVID-19 Fund ($67.5 million additional to Good and Services
and $45.5 million additional to Public Transfers) from Ministry of Economic Affairs (reduction
of $4.0 million from Good and Services and reduction of $109.0 million from Public Transfers).
The final budget for COVID-19 Good and Services is $153.1 million and for Public Transfers
is 165.9 million. The total COVID-19 Fund budget including all categories is $333.2 million.

e Additional $2.4 million to Appropriations of all of Government for the Contribution of the
State to the Social Security Contribution Scheme programme, from Ministry of Social
Solidarity and Inclusion. The final Public Transfers budget for Appropriations of all of
Government will be $121.2 million.

Table 21: Breakdown of CFTL expenditure, Smillion

2018 2019 2020 2021 2022 2023 2024
Actual Budget Budget Proj. Proj. Proj. Proj.
Total CFTL Expenditure 1,141.8 | 1,375.0 | 1,426.3 | 1,991.6 | 2,014.8 | 1,787.6 | 1,684.1
Recurrent 797.9 | 1,029.8 | 1,263.7 | 1,3143 | 1,366.8 | 1,421.5 | 1,478.4
Salary and Wages 197.2 214.2 207.2 2155 224.1 233.0 2424
Goods and Services 288.2 452.9 552.3 574.3 597.3 621.2 646.1
Public Transfers 3125 362.7 504.3 524.5 545.5 567.3 590.0
Capital 343.9 345.2 162.6 677.4 648.0 366.1 205.7
Minor Capital 7.8 315 9.2 9.6 9.9 103 10.8
Capital and Development | 336.1 313.7 153.4 667.8 638.0 355.7 195.0
(excl. loans)
Infrastructure Fund 2921 279.4 124.1 637.3 606.3 322.7 160.7
(excl. loans)

Source: National Directorate of Budget, Ministry of Finance, 2020.

Salaries and Wages

The allocation for Salaries and Wages ($207.2 million), a 3.3% decrease in the 2020 State Budget
compared to the allocation for 2019. This is due to cost efficiencies during the pandemic.
However, the Government has budgeted for increases due to retroactive internal promotion of
civil servants and changes in the structures of National Police of Timor-Leste (PNTL).

Key Measures

e $1.3 million to National Police of Timor-Leste to accommodate changes in salaries for its
members’ promotion.

e $730,000 to the Line Ministries for the internal promotion for civil servants.

Goods and Services

The CFTL Goods and Services budget (not including HCDF) for 2020 ($552.3 million) is set to
increase by 21.9% compared to the allocation in the 2019 State Budget. This includes operation
and maintenance of the Hera and Betano generators and special measures to respond to the
COVID-19 pandemic.

Key Measures

e $158.4 million to the Ministry of Public Works towards fuel and maintenance of
electricity generators in Hera and Betano. This includes to pay for the debt of fuel supply,
maintenance of electricity transmission (150KW) and sub-stations of 20KW - towers at
critical junctions at seven locations N117, N31, N71, N72, N15, N24, N34 and N76.
Providing electricity throughout the whole country is key to generating growth and
development across the country.
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$153.1 million to the COVID-19 Fund for health response and economic recovery
projects.

$17.0 million to the Whole of Government for the Counterpart Fund. This will contribute
to the continued implementation of key counterpart funding projects. This includes
purchase of Nakroma Il ferry.

$10.0 million to the Whole of Government for legal services. This fund enables the state
to defend itself in various legal cases.

$10.7 million to the Human Capital Development Fund for its programme on scholarship,
technical training, vocational training and other training.

$10.0 million to Ministry of Public Works for the master design of roads and water
sanitation projects.

$9.4 million to the Ministry of Education Youth and Sport for the school subsidy
programme for Basic Education, Secondary and Technical-Vocational education.

$5.5 million to SAMES for acquisition of medications and pharmaceutical goods to help
improve the quality of health services provided throughout the country.

$5.0 million to Ministry of Public Works for a flood control programme to protect against
possible damage caused by floods on the coast and inland.

$3.8 million to the Ministry of Justice for retention of the programme for cadastral
survey, and material for passports and identity cards.

3.0 million to the Ministry of Public Works for the maintenance of water sanitation
projects in urban and rural areas.

$2.3 million to the Whole of Government for the payment of quotas to international
institutions. This will ensure the continued participation of Timor-Leste in regional and
international activities.

$1.5 million to Administration of Ports of Timor-Leste (APORTIL) for fuel and
maintenance of Ro Nakroma.

$1.2 million to the Presidency of the Council of Ministers Affairs for supporting the health
and housing of members of government.

Public Transfers

Public Transfers comprise all of the money the Government spends on public grants and
consigned payments.

The allocation for this category is $504.3 million, a 39.0% increase to the 2019 State Budget. It
includes the economic recovery package for the COVID-19 pandemic, investment for Timor Gap
and allocation to RAEOA -ZEESM.

Key Measures

$165.9 million to the COVID-19 Fund for health response and economic recovery
projects.

$93.3 million to Ministry for National Liberation Combatants Affairs for veteran pensions.
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$76.0 million to the Whole of Government for the development of RAEOA-ZEESM. This
includes the financing of continued projects and recurrent operational costs for its
regional development.

$44.6 million to the Ministry of Social Solidarity and Inclusion for the Contributory and
Non-Contributory Regime.

$26.7 million given to the Ministry of Petroleum and Mineral to support the National
Petroleum Authority and Minerals (ANPM), TIMOR GAP and the Institute of Petroleum
and Geology (IPG). This money is required to ensure Timor-Leste maximizes the benefits
from its natural resources. This includes investment planning, I1SO certification and
mapping of geological data.

$15.8 million to the Whole of Government for the provision of pensions for permanent
civil servants under the contributory regime.

$11.5 million to the Ministry of Health for treatments abroad, primary healthcare and
the subsidy for Cuban Doctors in Timor-Leste. These investments are important to
further improving the quality of health services for the population.

$9.2 million to the Ministry of Social Solidarity and Inclusion for a social assistance
programme at the community level.

$8.0 million to the Whole of Government to cover loan repayments.

$7.2 million to the Ministry of State Administration for the National Program for Village
Development (PNDS).

$5.5 million to Whole of Government for pension payments for former leaders and
former members of sovereign bodies.

$5.0 million to the Whole of Government to support church activities through the
Episcopal Church Conference.

$5.0 million to the Whole of Government for the capitalization of the National Bank of
Commerce, Timor-Leste.

$4.0 million to the Whole of Government for the payment of bank fees and taxes on
imported goods for grant projects.

$4.0 million to the Ministry of Education, Youth and Sport for concessions for public and
private schools, payment of contractual teachers and operational costs for CAFE schools.

$3.4 million to the Office of the Prime Minister for civic welfare. This includes support for
NGOs, the construction of Ai-Mutin and Becora Churches and activities of various civil
societies.

$1.9 million the ministry of Interior for contingency measures for natural disasters.
$1.8 million to the National Parliament for parliamentary benches.

$1.8 million to the Secretary of State for Social Communication to provide subsidy for
Radio Television Timor-Leste (RTTL), Tatoli and community radio.

$1.3 million to the Ministry of State Administration for a programme for increasing the
capacity of municipal administration. This will mark an advanced stage in the
implementation of decentralization policy which is funded by budget support.
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e $1.1 million to Secretariat for Youth and Sport, to provide support for various sporting
events and youth activities throughout the year, including a subsidy for the Football
Federation and Liga Amadora.

e $1.0 million to the Whole of Government as contributions for international financial
support. This will support the international community and allow Timor-Leste to further
influence the global community.

e $1.0 million to the Whole of Government for the g7+ secretariat. The work of this
secretariat ensures that the voice of fragile states (including Timor-Leste) is heard and
acted upon by the international community.

e $0.8 million to Secretary State for Cooperatives for subsidy to cooperative groups.
e 50.6 million to the Ministry of Social Solidarity and Inclusion for a programme on
HIV/SIDA.
Minor Capital

Minor Capital includes expenditures on vehicles, furniture and other movable assets. The 2020
budget ($9.2 million) for this category reflects a 70.8% decrease compared to the 2019 State
Budget (S$31.5 million). This is because the government does not allocate funds to this category
during a duo-decimal budget regime. The current allocation focusses majorly on responding to
the COVID-19 pandemic.

Key Measures
e $4.1 million to the COVID-19 Fund for health response and economic recovery projects.
e $2.5million to the Ministry of Public Works for the purchase of an electricity transformer,
prepaid meters and water equipment.
Capital and Development

The 2020 allocation for Capital and Development (CD) will decrease 51.1% compared to the
allocation for 2019. Due to late introduction of the 2020 State budget, the number of new projects
have been curtailed. $10.2 million will be allocated to the COVID-19 Fund. As shown in Table 22,
Capital and Development allocations under the CFTL are broken down into $124.1 million for the
Infrastructure Fund (excluding loans), $5.9 million for the District Development Programs, and
$23.8 million for other Capital and Development projects across line ministries.

Key Measures

e $124.1 million to the Infrastructure Fund for the construction of continued multiyear
projects.

e $13.2 million for the completion of retained and re-appropriated line ministry projects.
e $10.2 million to the COVID-19 Fund for health response and economic recovery projects.

e $5.9 million for the completion of retained and re-appropriated Integrated Municipality
Development Programme (PDIM).

Table 22: Capital and Development Expenditures, Smillion

2018 2019 2020 2021 2022 2023 2024

Act. Budget Budget Proj. Proj. Proj. Proj.

Total Capital and Development 297.7 313.7 153.4 667.8 638.0 355.7 195.0
Infrastructure Fund ( excl. loans) 292.1 279.4 124.1 637.3 606.3 322.7 160.7
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District Development Programs 4.2 7.8 6.0 6.2 6.5 6.7 7.0
Ministries / Agencies 1.4 26.5 23.4 24.3 253 26.3 27.3
Source: National Directorate of Budget, Ministry of Finance, 2020. The PNDS budget has now been moved
to Public Transfers from Capital Development.

2.5.1.2 Infrastructure Fund

According to the Strategic Development Plan, a central pillar for the long-term development of
Timor-Leste is the building and maintenance of core, productive infrastructure in order to support
sustainable economic growth, social inclusion, and promote the national connectivity. The
Infrastructure Fund was established in 2011, with the role of financing strategic infrastructure
projects on a multi-year basis. Since 2011 up to 2019, a total of $4.63 billion has been approved
and $3 billion or 65% executed through the Infrastructure Fund (IF) to finance IF programs,
including the Public Private Partnerships projects (PPPs) and external loans. Since 2016, the
Infrastructure Fund has been operated as an autonomous agency.

The VIII Constitutional Government set the infrastructure development priorities in the area of
basic infrastructure for both social and economic sectors. That includes programs for roads,
bridges, water and sanitation, and the provision of sustainable energy. Many projects have
already been completed in previous years. Other important infrastructure will be required to
support modernization and growth of the Timor-Leste’s economy, including digital infrastructure,
transport and logistics infrastructure for trade, as well as supporting industrial development.

In 2020 the total IF budget for 21 programs (including loans) is $184.1 million, roads and bridges
with the biggest share in the Portfolio (78%), and the remaining budget allocated to the rest of
20 programs (power sector, defence and security, public building, informatics, water and
sanitation, agriculture and others). The budget has been allocated to projects that already had
contracted out and for which the government needs to make payments based on progress toward
the end of 2020. Moreover, a small amount has been allocated for some strategic projects such
as supporting facility (power and road access) and emergency projects to initiate/ensure the
procurement process.

Table 23: Infrastructure Fund budget and projection, Smillion

Infrastructure Programs, $ 2018 Act 2019 2020 2021 2022 2023
millions ’ Budget Budget Proj. Proj. Proj.

Total Budget (including 366.5 366.5 184.1 708.0 669.4 386.7
loans)
Total Budget (excluding 279.5 279.5 124.1 637.3 606.3 322.7
loans)
Agriculture 2.5 2.5 1.2 10.9 28.6 29.5
Water and Sanitation 3.7 3.7 2.6 27.5 28.2 10.9
Urban and Rural 9.5 9.5 2.3 9.2 5.0 5.0
Development
Public Buildings 3.1 3.1 3.3 40.4 68.0 39.7
Education 1.0 1.0 0.1 24.9 25.6 21.2
Electricity 15.3 15.3 4.3 17.8 1.1 0.3
Informatics 2.9 2.9 2.6 7.7 12.0 3.4
Health 1.1 1.1 0.2 4.8 9.5 3.9
Security and Defence 3.3 3.3 3.8 11.5 15.6 15.0
Social Solidarity 0.5 0.5 0.6 0.9 1.3 0.6
Tasi Mane 60.6 60.6 2.0 299.0 275.2 118.2
Airports 12.5 12.5 4.0 13.5 14.5 10.3
Preparation of Designs and 3.9 3.9 3.6 13.7 7.2 2.7
Supervision
Roads 127.4 127.4 80.0 130.7 97.7 54.3
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Infrastructure Programs, $ 2018 Act 2019 2020 2021 2022 2023
millions ’ Budget Budget Proj. Proj. Proj.

Bridges 10.0 10.0 3.5 8.5 3.4 1.4
Ports 2.2 2.2 2.0 4.7 5.4 1.2
Tourism 0.3 0.3 0.0 0.7 1.0 0.5
Financial System for 3.9 3.9 3.1 3.8 4.2 3.8
Supporting Infrastructure
Youth and Sport 2.8 2.8 0.6 2.7 1.3 0.3
Maintenance and 13.0 13.0 4.3 4.5 1.7 0.4
Rehabilitation
Loans Program 87.0 87.0 60.0 70.7 63.1 64.0

Source: Major Projects Secretariat, the Ministry of Planning and Land Management, 2020.
2.5.1.3 Expenditure by Loan Financed Projects

Expenditure on loan-financed projects in 2020 is expected to reach $60.0 million, as presented in
Table 24. This is a 31.0% decrease compared to the allocation in the 2019 State Budget as no
significant new loan projects will be initiated and many existing projects are coming to an end. A
detailed description of these projects is presented in Section 2.6.3.3.

Table 24: Expenditure on Loan Financed Projects, Smillion

2020 Budget 2021 Proj. 2022 Proj. 2023 Proj. 2024 Proj.
Loan Expenditure 60.0 70.7 63.1 64.0 27.0
Source: Ministry of Finance and Ministry of Planning and Land Management, 2020.

2.5.1.4 Human Capital Development Fund

The Human Capital Development Fund (HCDF) created in 2011 and its main objective to develop
the human resources of the strategic priority areas in line with the National Strategic
Development Plan. The programs financed through the HCDF are classified into four main groups,
which are: Vocational Training, Technical Training, Scholarships and Other Types of Training.

The vocational training program is primarily focused on training young people in a foreign
language to seek opportunities for service abroad and training in the industry. The technical
training program covers training activities for public administration as part of the professional
development program to raise the capacity of civil servants in all government departments. The
scholarship program aims to increase the knowledge and skills necessary for the country's
economic and social development. It covers grants and scholarships for the children of veterans,
civil servants, teachers at private universities and young people without means. The other types
of training program covers training for specialized areas such as defence, security and the justice
sector and other areas of expertise that are proposed and approved by the CA-HCDF.

During duo-decimal system, HCDF reported an expected execution of $6.5 million, and allocated
another $4.3 million for November-December. This results in a total allocation of $10.7 million for
the 2020 State Budget. The amount allocated is to finance the 4 types of training programs and
64 activities of 22 government institutions. The 2020 allocated amount compared to the year 2019
represents a reduction of 46.3% that is a cut of $9.3 million.

The following table summarizes the budget allocations for the HCDF by program. As shown in
Table 25, the majority is allocated to the scholarship program, which represents more than half
of the total approved budget, i.e. 63.5% of the total budget. The remaining programs have the
following budget allocation: technical training program (12.1%), other types of training program
(17.7%) and vocational training program (7.5%).
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As a result of the worldwide COVID-19 pandemic situation there have been certain restrictions
on HCDF programme implementation in 2020, such as the suspension of all training, both short
and long term (new scholarships) abroad.

Table 25: Human Capital Development Fund by Program, Smillion

2018 2019 2020 2021 2022 2023 2024

Actual Budget Budget Proj. Proj. Proj. Proj.

Total HCDF (by Program) 15.7 20.0 10.7 13.9 25.8 26.8 27.9
Vocational Training 1.5 2.7 0.8 3.5 3.7 3.8 4.0
Technical Training 0.4 6.4 1.3 7.0 7.2 7.5 7.8
Scholarships 12.5 8.7 6.8 1.1 12.5 13.0 13.5
Other Training 1.3 2.2 1.9 2.3 2.4 2.5 2.6

Source: Secretariat for Human Capital Development Fund, 2020.

2.5.2  Ministry Allocations

The summary of line Ministries’ final allocation are presented in the Table 26.

Table 26: Proposed Allocation to Line Ministries, Sthousands

- 2020 Proposed
SDP Sector Ministry Budget(‘000)
Ministry of Agriculture and Fisheries 7,265
Ministry of Mineral Resource and oil 27,651
Economic Ministry of State, Coordinator of Economic Affairs 716
Development Ministry of Tourism, Commerce and Industry 4,110
Secretariat of State for Vocational Training Policy and Employment 3,765
Secretariat of State for Cooperative Sector 2,500
Ministry of Planning and Land Management 14,094
Infrastructure Ministry of Public Works 195,423
Development — —
Ministry of Transport and Communications 6,572
Appropriations for all of Government 162,499
Minister of State for the Presidency of the Council of Ministers 3,807
Ministry of Defence including FDTL 21,494
Ministry of Finance 16,513
. Ministry of Foreign Affairs and Cooperation 20,746
Institutional — — -
Framework Ministry of Interior including PNTL 45,900
Ministry of Justice 11,609
Ministry of Legislative Reform and Parliamentary Affairs Including 4,368
SECS
Ministry of State Adminstration 14,568
Prime-Minister 5,666
Ministry of Education, Youth and Sports Including SEJD 72,314
Ministry of Health 42,716
Ministry of Higher Education, Science and Culture Including SEAC 4,177
Social Capital Ministry of National Liberation Combatants Affairs 98,768
Ministry of Social Solidarity and Inclusion 56,363
Secretariat of State for Equality and Inclusion 960
Secretariat of State for Environment 1,008

Source: National Directorate of Budget, Ministry of Finance 2020.

2.5.3 Development Partners’ Commitments

The graph below shows generally declining rates of donor support between 2017 and 2019.
However, 2020 disbursements are set to eclipse the previous year’s by 13.7%. This significant
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increase in development partner non-lending assistance is due to development partners’
recognition of the importance of effectively tackling the effects of the Coronavirus in Timor-Leste.
The international community has been able to mobilize additional support in a short time frame
in order to support the Government in properly responding to the global pandemic.

Figure 14: 2016-2023 Non-lending Donor Disbursements, Smillion

200. 178.97 18241 - 54q 183.97
161.78
150. I I I I 117.41
100.
59.71
42.92
. | || L . B . 11.99
] H B = B N .
2016 2017 2018 2019 2020 2020 2021 2022 2023
Actual Actual Actual Actual Planned Actual Planned  Planned  Planned
B Economic Development M Infrastructure Developemnt M Institutional Framework
Undefined M Social Capital
Source: Aid Transparency Portal (ATP), report generated on July 17, 2020.
Table 27: Planned Disbursements by SDP pillar and sub pillar for 2020-2021, Smilion
2020 2021 2 year Total
Donor Group
Australia 66,807,438 | 51,542,378 | 118,349,815
Portugal 21,075,006 | 23,049,450 | 44,124,456
United States 22,196,854 7,482,138 29,678,992
United Nations 18,882,476 9,828,641 28,711,117
European Commission 15,918,958 5,677,218 21,596,175
World Bank Group 2,057,378 7,553,651 9,611,029
FUND (Green Climate Fund, Global Environmental 8,746,714 812,158 9,558,872
Facility Trust Fund, and the Global Fund to Fight Aids,
Tuberculosis and Malaria)
China 4,600,000 4,600,000 9,200,000
Japan 5,661,188 2,139,732 7,800,920
Germany 4,206,995 2,674,272 6,881,267
Asian Development Bank Group 6,515,118 123,235 6,638,353
Korea 2,777,678 1,926,298 4,703,976
New Zealand 4,498,297 - 4,498,297
United Kingdom 29,802 - 29,802
Total 183,975,922 | 117,411,191 | 301,383,072

Source: Ministry of Finance, DGGMRE, July 2020.
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2.6 Financing

2.6.1 Definition of Financing

The total budgeted expenditure for 2020 is higher than the domestic revenue that will be collected
over the same period. This results in a non-oil deficit (domestic revenue minus expenditure) which
is financed by withdrawals from the Petroleum Fund (PF), loans and use of the cash balance
(Treasury and RAEOA/ZEESM) and European Union Budget Direct Support. Withdrawals from the
PF can be either within a sustainable amount, using the revenue of the fund, or excess withdrawals
above this sustainable level (see next section). Table 28 below shows the amount drawn from
each of the financing items.

Table 28: Source of Financing, 2020-2024, Smillion

2020 2021 2022 2023 2024
Total Financing 780.3 1,364.0 1,389.2 1,183.0 1,090.8
Excess Withdrawals from PF 419.5 1,284.2 1,317.1 1,114.0 1,061.0
Use of Cash Balance 290.1 0.0 0.0 0.0 0.0
Use of Treasury Cash Balance 214.1 0.0 0.0 0.0 0.0
Use of RAEOA/ZEESM Cash Balance 76.0 0.0 0.0 0.0 0.0
Borrowing /Loans (disbursements) 60.0 70.7 63.1 64.0 27.0
European Union (DBS) and ILO* 10.6 9.1 9.0 5.0 2.8

Source: National Directorate of Budget, General Directorate of Treasury and Petroleum Fund Policy and
Management Office, Ministry of Finance, 2020.*ILO contribution one-off payment of SO.7m for 2020

2.6.2 ESl and Excess Withdrawals

There are important economic reasons for distinguishing between revenue and financing items.
Domestic revenue results from taxes borne by companies and individuals in Timor-Leste from
production and income made. The ESI is the sustainable level of use of petroleum revenue, to
ensure the continued use of the petroleum fund for ever. Spending only up to total revenue
(domestic reviews and ESI) is a position that maintains fiscal sustainability. It is a benchmark level
of spending for understanding the long run trend of government finances. The ESI can therefore
be considered revenue. The government has changed the definition of revenue to include the ESI
to make clearer what is fiscally sustainable.

The ESI is equal to 3% of the net petroleum wealth and is $544.4 million in 2020. Further details
on the ESI and petroleum wealth can be found in Section 2.4.2.1. of this Budget Book. The
Government plans to withdraw $419.5 million in excess of the ESI. Excess withdrawals are in line
with the Government’s frontloading policy. These excess withdrawals are being used to finance
core infrastructure and human capital, which is necessary for long-term growth.

2.6.3 Loans

To meet development financing needs, the Government has explored possible additional sources
of financing through external borrowing offered by multilateral and bilateral agencies. The main
objective is to provide alternative financing for the development of strategic infrastructures as
highlighted in the Strategic Development Plan (SDP) at minimum long-term cost, while meeting
the national development goals.

Page 46 of 60



Terms of Loans

At present, external loans are provided by international multilateral banks such as the Asian
Development Bank (ADB) and the World Bank (WB), and bilateral agency of International
Cooperation Agency of Japan (JICA). By creditor category, ADB is currently the major lender to
Timor-Leste and its loans accounts for nearly 60% of the total loan amount followed by WB and
JICA. Below are the terms of the loans.

Table 29: Terms of Loans

Creditor Currency Original Grace Initial Completion Interest
Amount Period Amortization Year rate 2019
Sm (year) (year)
ADB S, SDR 271.65 5.1 20 2044 2.51%
WB S, SDR 134.20 7.5 20 2059 2.65%
JICA JPY 68.72 10 20 2042 0.70%
Total 474.57

Source: DGGMRE, Ministry of Finance, 2020.

These loans carry considerable degree of concessionality and compare favourably to the
opportunity cost of withdrawing funds from the petroleum fund. A key advantage is that the
financial cost of concessional borrowing (2.34%) is currently lower than the annualized return on
the Petroleum Fund since inception (4.5% as of December 2019) ensuring that the future debt
repayments remain well within the country’s capacity to pay.

Table 30: Cost of Borrowing VS PF Investment Return

Description 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 Z%elcg
Cost of borrowing 1.02% | 1.42% | 1.68% | 2.06% | 2.34%
(effective rate)

PF Investment Returnsince | 4.1% | 44% | 42% | 3.8% | 3.8% | 44% | 3.8% | 4.5%
Inception Annualized

Source: DGGMRE, Ministry of Finance, 2020.

2.6.3.1 Portfolio Management

The management of public debt plays a critical role in determining the sustainability of fiscal
policy. Due to change in methodology , Timor-Leste’s debt carrying capacity is now rated higher
than previous by the International Monetary Fund (IMF) article IV assessment held in 2019
increased from weak to medium; thus, risk of external debt distress was also lowered from
medium to low.

Changes in External Debt Stock

Over the fiscal year, the stock of external debt increased by 32% from $145.71 million to $192.20
million. This increase is due to $49.75 million of new disbursements from multilateral and bilateral
institutions including ADB, WB and JICA for ongoing and new projects. Interest and commitment
charges payments for the period increased from $2.58 million in 2018 to $3.92 million as at end
of 2019. This amount is relatively small compared to the amount the Government currently owes
to these lenders.
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Figure 15: Stock of External Debt, Smillion
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Source: DGGMRE, Ministry of Finance, 2020.

Increase of disbursement is expected to slightly decline in 2020 due to the implementation of
safety measures relating to the Covid19 outbreak.

Debt Indicators

Timor-Leste’s debt ratios increased over the years, marginally. Despite this, total public debt
remain sustainable over the years reflecting the Government’s prudent management of the debt.

Table 31: External Debt Indicators for the period 2012-2019, % of GDP and Revenue

2012 2013 2014 2015 2016 2017 2018 2019*
Total Debt to GDP
External Debt to 0.00 0.43 1.43 2.9 4.66 6.73 9.23 11.71
GDP
Total Debt Service to Revenue
External Debt 0.00 0.01 0.04 0.04 0.12 0.27 0.42 0.98
Service to Revenue
External Debt 0.00 0.01 0.02 0.02 0.05 0.11 0.20 0.44
Service to GDP

Source: DGGMRE, Ministry of Finance, 2020.

External Debt to GDP - The size of external debt to GDP during the period was relatively small
when compared to the debt burden threshold and benchmarks as established under the debt
sustainability frameworks for low income countries®. While the ratio constantly increased from
0.43%in 2013 to 11.71% in 2019, the values are far below 40%.

Debt Service to Revenue — The debt service to revenue ratio started to increase more than two
times in 2015. This increase was primarily due to an increase in debt service payments while
revenue declined from 2018-2019. Repayment of principal started in September 2017 for ADB
loan L2857. Despite the increase from 0.42% in 2018 to 0.98% in 2019, this percentage of debt
service to revenue is still well-under the threshold 18 percent.

Debt Service, Actuals and Forecasts — Annual debt service is calculated on each loan to cover the
repayment of principal, interest and other miscellaneous charges on a debt for a particular period.

Table 32: Debt Service by Institution and Type of Payment, Smillion.

4 Further reference on this subject: “Guidance Note the Bank-Fund Debt Sustainability Framework for Low Income
Countries” , February 2018.
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Donor Debt 2018 2019 2020 2021 2022 2023 2024
Service Actual Actual Proj. Proj. Proj. Proj. Proj.
ADB Principal 0.54 2.43 3.54 7.44 11.6 14.12 14.11
Interest 1.65 2.66 3.13 4.94 5.19 5.44 5.25

Charges 0.12 0.12 0.50 0.3 0 0 0
WB Principal 0.0 0.83 0.83 0.83 2.75 2.75 2.75
Interest 0.71 1.02 1.26 1.76 1.89 1.82 1.73

Charges 0.0 0.0 0.0 0 0 0 0
JICA Principal 0.0 0.0 0.0 0 2.57 2.57 2.57
Interest 0.06 0.09 0.18 0.33 0.34 0.35 0.36

Charges 0.04 0.03 0.12 0.01 0 0 0
Total 3.13 7.18 9.56 15.61 24.34 27.05 26.77

Source: DGGMRE, Ministry of Finance, 2020.

Risk Indicators

Foreign Exchange Risk — Complying with the loan policy note, the US dollar has remained the
dominant currency in the Government’s external debt portfolio. Given the country’s highly
dollarized economy, the large share of US dollar currency debt in the portfolio approximately 75%
in 2019 cushioned the Government from extreme exchange rate movements. The policy to retain

a larger share of US dollars debt continues at least in the short to medium term.

Figure 16: US Dollars Debt VS Non-US Dollars Debts

Source: DGGMRE, Ministry of Finance, 2020.

Interest rate risk — From 2013, the total share of fixed rate debt started to increase until it
comprised the majority share of the debt portfolio, in 2017 and 2018 consecutively. The change
occurred as a result of the ability of the Government in managing interest rate risk independently
by converting the priority for disbursement from variable rate to fixed rate taken into account

market interest rate fluctuation.

The cost of borrowing is expected to continue to rise as Timor-Leste is now classified as a blend
country and is slowly being phased out from concessional financing by its external creditors. To
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limit the exposure to interest rate shocks, there needs to expand the use of more concessional
financing from bilateral loan providers.
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Figure 17: Fixed vs floating
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2.6.3.2 Current Project Status

There are currently 15 ongoing road projects funded by concessional loans of which 6 projects
had already been completed. These include roads connecting Tibar-Liquica/Tibar-Gleno,
Manatuto-Laclubar junction and Solerema-Ainaro corridor. Other projects that most likely to be
concluded by 2019/2020 are roads from Laclubar junct.-Natarbora, Manatuto-Baucau, and Dili-
Manatuto bringing the total numbers of projects completion to over 60% by end the year.

Total capital contribution made by this investment is $429.85million which is by a ratio of total
investment, concessional loans accounted for approximately 65%. Of this, $147.75 million has
been disbursed leaving a balance of $118.65 million to be spent for next 1-2 years in accordance
with project construction periods. On the other hand, state contribution to the overall budget of
Civil Works contract was $163.45 million with an estimated remaining $48.26 million for further
disbursement.

New projects includes road section from Baucau-Venilale/Venilale-Viqueque and Laulara-
Solerema. The key challenges in the implementation of these projects were mainly relating to the
release of social safeguard documents by relevant line ministries including delay in environmental
licensing and resettlements and payment delays. As for the latter, it explained the trends as
illustrated in the graph below for road section Dili-Manatuto and Manatuto-Baucau. While
projects progress was relatively high, disbursements were significantly low relative to the contract
amounts.

Table 33: Total Investment in Civil Works as of 31 December 2019, Smillion

Source of Fund Total Investment in Disbursement as at Contract

Civil Works December 2019 Balance
Loan Fund 266.40 147.75 118.65
State Contribution 163.45 115.19 48.26
Total 429.85 262.94 166.91

Source: DGGMRE, Ministry of Finance, 2020.
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Figure 18: By Project, Civil Works Progress as of 31 December 2019, Disbursement & Contract
Price, Sm
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It is important to note that there is about $40 milions loan saving from ADB ongoing loan-funded
projects. The cost reduction increases year by year as a result of the number of participating
bidders also increases in the public procurement; hence, bringing down the prices by
approximately 40% . This includes surplus in civil works, consulting services and unallocated loan
contingencies. By projects, Baucau-Lautem/Maub-Karim/Atab-Motain contributed over $25m in
saving while other projects such as Manatuto-Natabora, Baucau-Viqueque, Manatuto- Baucau,
and Tacitolu-Tibar accounted for the remaining balance.

As a borrower, the Government can decide whether to fully utilise the saving or simply cancel the
amount by complying with public debt law No.13/2011 and other relevant laws. For this purpose,
the Government has already requested ADB to maximise the use of some of this saving to fund
for the construction of three (3) bridges: Seical Bridge, Borouai causeway and Malailada causeway
with a total estimated cost at $14 million a long Baucau-Lautem road section and mitigate the
pressure on the state budget. Future Loans

Infrastructure development would remain to play a key role in the country’s economic
development success in the medium term. New strategic sectors such as water, education,
housing, and other sectors should receive concessional financing. This would help unleash the
growth potential of other key economic activities; hence, inclusive economic growth and poverty
reduction.

In this respect, annual loan ceiling is required for parliamentary approval, in the context of the
State Budget Law, prior to implementing all these programs. The amount is set according to
project cost estimates and debt sustainably analysis. On the DSA, based on the Ministry of Finance
internal analysis, the country’s external debt stock to GDP remained relatively low in 2019, which
is 11.6%. IMF staff completed the country’s 2019 article IV consultation by stressing the need for
making effective use of concessional borrowing for continued investment in infrastructure. In light
of all the above, the Government is therefore, proposing a ceiling of $200 million for new
concessional foreign loans to be negotiated in 2020.
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Figure 19: Sectoral Allocation of Proposed Loan Ceiling for 2020
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Source: DGGMRE, Ministry of Finance, 2020.

2.6.4 Use of Cash Balance

The total cash balance to be used to finance 2020 State Budget is $290.1 million. $214.1 million is
to come from the Consolidated Fund of Timor-Leste (CFTL) held in the Treasury Account. The other
$76.0 million is to come from the cash balances held by RAEOA/ZEESM. There is no forecasted
rollover of cash balances for the HCDF from 2019.

Table 34: Use of Cash Balance in 2020, Smillion

Total 2020
HCDF Rollover 0.0
Drawdown of Cash Balances from the Treasury Account 214.1
Cash Balance from RAEOA/ZEESM 76.0

Source: General Directorate of Treasury and Secretariat for the Human Capital Development Fund, 2020.

2.6.5 Budget Support

Timor-Leste has been receiving Budget Support (BS) from the European Union since 2014. The
latest agreement was signed in 2016 under the 11th European Development Fund.

EU BS is considered as a financing for 2020 State Budget because it uses Government system (the
money is in a Treasury sub-account) and on-budget, where the money is used directly by the
beneficiary ministries for the public financial management program (Ministry of Finance),
Malnutrition (Ministry of Health) and decentralization (Ministry of State Administration).

Total amount of BS for 2020 State Budget is $9.9 million. Of that amount, $6.2 million is distributed
to the Ministry of Finance, $2.3 million to the Ministry of Health and $1.4 million to the Ministry
of State Administration.

In this context, the funds are directly given to the country’s government without prior earmarking.
However, a variable tranche depends on specific Key Performance Indicators (KPIs) agreed upon
by the Ministry of Finance and the EU. While the funds are not separate or additional to the
Ministry’s core business, they must support clearly stated priorities and the Ministry’s own
planning framework.

For 2020, the Government also received a one-off payment of $748,000 direct support from the
International Labour Organization (ILO) to be incorporate in to the COVID-19 fund. The funds are
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implemented directly by Ministry of Social Solidarity to support the operational costs of the
subsidy payment to families during the State of Emergency.

2.6.6 Public Private Partnerships
2.6.6.1 Overview of Public Private Partnerships in Timor-Leste

In general terms, the Public Private Partnership (PPP) refers to arrangements in which the private
sector build infrastructure assets and provides services that traditionally have been provided by
the State. The underlying rationale for PPPs in Timor-Leste stems from the fact that this
arrangement may potentially allow the Government to benefit from the private sector expertise
and financing, which then results in higher quality and efficiency, as well as lower risk borne by
the Government. The government will also benefit from shifting the risks onto the private partner
— for example, the risk of delays or cost run-ups in construction. Another advantage is the fact
that the bundling together of the various stages of providing an infrastructure service creates the
right incentives for the contractor to perform to a high standard. Should the same contractor is
responsible for building, operating and maintaining a piece of infrastructure for a number of years,
it will have an inherent incentive to build it in a way that optimizes the operation. Another
advantage of proceeding with PPP arrangement is the fact that PPP contracts are typically output-
based and extracting value-for-money through risk transfer to the private sector over the life of
the project, rather than input-based as is generally the case with traditional procurement. This
means that the Government is certain of paying for actually-functioning services that meet actual
social needs.

Timor-Leste began exploring PPPs as a modality for project implementation over the last 7 years
and started out by establishing a PPP Policy, PPP legislation and a dedicated PPP Unit Ministry of
Finance. The PPP policy establishes key principles of PPP, while the legislations (Decree-Laws no.
42/2012 as amended by Decree-Law no. 02/2014 and Decree-Law no. 08/2014) confirms the
policy as formal process, sets a framework for enabling the public and private sectors to be parties
in a PPP arrangement; define the powers of relevant agencies and regulates the procedures
associated with the PPP Projects Cycle. All of these seek to ensure that only high-quality projects,
which have high social and economic returns and which are aligned with the government’s
strategic priorities, are considered for implementation through a PPP modality. For instance, the
legislations on PPPs includes a requirement that all PPP projects undergo both a pre-feasibility
study and a full-fledged feasibility prior to proceeding to the procurement phase.

Decree Law no. 8/2014 stipulates the formation of PPPU, a PPP facilitation agency under the
Ministry of Finance to take on the task of managing and implementing the PPP Project Cycle in
coordination with line ministries and under oversight of the Council for Administration of
Infrastructure Fund (CAFI). An important role of the PPP Unit is to promote and create
environment for attracting foreign direct investment (FDI) through PPP modality, while at the
same time looking for ways of encouraging local private sector involvement in PPP projects by
pursuing policies and regulations that will allow for development of small to medium scale PPPs.
One Sector that have high potential for this is the Tourism Sector.

2.6.6.2 Existing PPPs Projects
Currently, one PPP project is in Implementation and Operation Stage (Tibar Bay Port PPP), one in
Procurement and Negotiation Stage (Medical Diagnostics) while three in early Feasibility Stage

(Affordable Housing, Cristo Rei and Presidente Nicolao Lobato International Airport PPPs).
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Tibar Bay Port PPP Project

The PPP modality chosen for Tibar Bay Port was a 30-year concession, including the design, partial
financing, construction, operation and maintenance of the port infrastructure. Concession
Agreement was signed in June 2016 while financial closing was reached in August 2018. The
project is currently in construction phase with overall construction progress as end of April 2020
was 25.37% with dredging and reclamation completed, 33 % stone column done and 92 % Detail
Design work completed. Tentatively it is estimated that commencement of operation will happen
in August 2021, however, discussion is ongoing between Grantor and Concessionaire to extend
the schedule service commencement date from August 2021 to May 2022 due to the COVID19
outbreak as proposed by Timor Port SA.

Tibar Bay Port PPP project involved the provision of Viability Gap Funding (VGF) of $129.5 million
in 2016 (recorded as 2016 expenditure) for earthwork, construction and equipment purchase.
Private sector contribution to this project is around $153.87 million meaning that the
Government’s VGF contribution stood at about 45% of total project cost.

To hold the VGF until disbursement, the Government was contractually required to deposit the
fullamount in an Escrow Account. For this purpose, a three party Escrow Agreement was reached
between the Government, Timor Port SA and the United Overseas Bank (UoB) of Singapore in
November 2016. Three disbursements have been made from the Escrow Account, two in 2019
and one in early 2020. The Escrow Account is earning interests. As of 1% June, 2020, interest
earned amounted to $8.23m, deposited in the Escrow Interest Account. The Escrow Agreement
stipulated that the interest earned can only be transferred to the Government account after the
closing of the Escrow Account and/or termination of the Escrow Agreement.

Medical Diagnostics - PPP

Medical diagnostics PPP is currently in preparation of tender documents and other necessary
structures (e.g. accessible data room) which are the early steps in the Procurement and
Negotiation Stage. The Feasibility Study and Transaction Structuring Report (TSR) were approved
by CAFI on 11 July 2019 with clearance issued by the Ministry of Health in June 2019. The TSR
recommended that the project upgrade imaging and laboratory diagnostic services in the National
Hospital, all referral hospitals and 8 Community Health Centers (CHCs) to achieve a demand
coverage of 98.2% of the total population. Concession period is recommended at 11 years to
consist of 1 year of upgrading and construction of selected facilities and 10 years operation period.
The estimated cost of Government contribution will be about $17.9 million per year for operation
and maintenance of health diagnostic services. It is estimated that the contribution of private
sector will be around $11 million for the upgrading or construction of facilities, operate and
maintain Laboratory and Imaging centers and provide quality diagnostic services to patients in
Timor-Leste. In addition, the private sector also will employ and train diagnostic services staff,
comply with local regulation and international best practices in health care service delivery.
Potential bid parameter and bid evaluation criteria have also been recommended. However, the
project is on hold since the beginning of 2020 due to various reasons, particularly with the
coronavirus disease (COVID-19) outbreak. Proposed work program and timetable will be adjusted
and resumed as soon as the team have better view of the situation.

Dili Water Supply - PPP

Dili Water Supply PPP project is currently in the finalization of FS phase Il where options for PPP
modalities selected during the phase | (lease, reduced-risk lease and management contract) were
examined in greater detail from the technical, financial, economic and legal perspectives. The
main objective of the on-going study is to provide information and analysis that will enable the
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government to decide whether and how to involve the private sector in the water supply services
for the capital city. However, recent changes in government policy regarding reform of the sector
will likely make this project difficult to turn into a PPP project. Hence, no further budgetary
allocation has been made for this program.

Affordable Housing

The pre-feasibility study for Affordable Housing PPP project has been completed and submitted,
and is currently in the process of finalizing the Financial Advisory Service Agreement (FASA)
document. The study made an assessment of the housing ecosystem in Timor Leste including
existing housing market, the housing value chain which considers the demand and supply sides of
the housing provision in Dili and make recommendations for the creation of a vibrant housing
market in the capital. Among the recommendations are — facilitating access to construction
finance products and incentivize developers to provide market-based solutions for affordable
housing (supply side) and facilitate access to home loans/mortgages for households with effective
purchase power (demand side) and make available subsidy program to increase access to housing
for qualified low income groups. Subsequent steps for the project is to secure CAFI approval
before the project can proceed to Feasibility Study phase where deeper analysis of the technical,
legal, commercial as well as social and environmental terms are conducted.

Presidente Nicolau Lobato International Airport Development

The President Nicolau Lobato International Airport (the Airport) is the primary gateway to Timor-
Leste, handling about 250,000 passengers per year through regular connections to Darwin,
Denpasar and Singapore. Due to its short runway length and width (1,850m and 30m,
respectively); however, the airport is currently limited in its capability to accommodate larger
aircrafts. The Government is committed to develop the Airport both its runway, ground facilities
and other support infrastructure to provide the country with a modern airport to meet expected
traffic growth, support development of key strategic economic sectors so as to facilitate access to
new markets in the region and comply with International Civil Aviation Organisation (ICAO)
requirements for safety and service standards. As stated in the Strategic Development Plan (SDP),
the Airport needs to be developed substantially to meet the needs as mentioned above.
Specifically, the plan is to expand and improve all required facilities inclusive of development of
all required ground facilities, extension of the existing runway and other support facilities.

Given the above, the VIII Constitutional Government initiated the Airport development through
the establishment of an Airport Master Plan with guidance and institutional support of the Inter-
ministerial Commission (IMC) and Inter-Ministerial Working Group (IMWG). Both Institutions
comprised of Ministers and Senior Officials of these Ministries. On the request of the Government,
the International Finance Corporation (IFC) re-assessed and updated the previous studies,
particularly on space allocation for various airport functions, air traffic forecast, investment
program and applicable regulations and institutional arrangement. The Master Plan was
presented to IMC on 22nd October 2019 for pre-approval and proceeded to Council of Ministers
(CoM) for final approval on the subsequent day. The approval of the CoM entails the
implementation of project through PPP Hybrid modality. In view of International Finance
Corporation’s (IFC) advisory capacity on structuring of PPP arrangements and experience in PPP
due-diligence and procurement of airport developers and/or operators in many countries, the
Government has requested IFC to perform the above-mentioned roles and activities as lead
advisor through a Financial and Advisory Service Agreement (FASA). Several key components
established in the MP for the Airport includes extension of the runway, development of a new
terminal, control tower and other ancillary facilities. Moreover, the project involves multiple
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stakeholders including International Finance Corporation (IFC) as the leading PPP transaction and
financial structuring advisor to government, Asian Development Bank (ADB) in the provision of
technical assistance for feasibility studies for 2.1 kilometres runway upgrading and other support
facilities. On the other development, Japan International Cooperation Agency (JICA) expressed its
commitment to develop a new Airport terminal building through the provision of grant financing.
The total estimated capital investment for development and upgrading of the Airport
infrastructures and support facilities amounted to $483 million. The project finance may come
from different sources of financing, and it displays the combination of loan, grant and state
funding, including exploring the possibilities of private financing through PPP. Some major
components of the project, have reached feasibility study stage while other components still
subject to continued discussion and final confirmation from development partners.

Cristo Rei PPP

The Cristo Rei PPP has finalized its pre-feasibility study through Grant financing from the USAID
Tourism for All (USAID TFA) program. The preparation of the pre-feasibility study was coordinated
between USAID TFA, the Directorate General of Tourism under the Ministry of Tourism,
Commerce and Industry (MTCI) and the PPPU under the Directorate General for Management and
Mobilization of External Resources (DGMMER) of Ministry of Finance. The scope of the PPP project
covers operation and maintenance of the facility with some repair and upgrade of existing
facilities to ensure safety, expansion of restaurant and green space and creation of a ticketing
space, all for the purpose of ensuring better recreational and spiritual experience. The Pre-
Feasibility Study has found that the project is highly viable given the level of visitation by domestic
and international patrons. It was preliminarily recommended that the project be structured
according to the Design, Finance, Built, Operate and Transfer (DFBOT) modality with Concession
contract model for certain duration with all CAPEX (100% of CAPEX) borne by the private sector.
Upon approval of the CAFI, the project can proceed to Feasibility Study phase where deeper
analysis of the technical, legal, commercial, social and environmental aspects are conducted.

2.6.6.3 New Initiatives
Tourism is thought to be one of several strategic sectors with potential to further diversify Timor-
Leste’s economy. Due to its close linkages to other sectors, improvement to the tourism sector

requires wide range of intervention, e.g. in transport infrastructure, water and sanitation,
agriculture, health infrastructure and education and training.
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3 2020 General State Budget Law

Please, note that this document will be submitted separately.

3.1 Annexes

Please, note that this document will be submitted separately.
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Jornal da Republica

Provedoria dos Direitos Humanos e Justica (Orgﬁo auténomo sem

receitas proprias) 741 415 - 1.156
Provedoria dos Direitos Humanos e Justica 741 405 - 1.146
Direcdes de Direitos Humanos e Boa Governacdo - 10 - 10

Comissao Nacional de Eleicoes (Orgﬁo Autéonomo Sem Receitas

Proprias) 785 490 6.000 7.276

Conselho para a Delimitagao Definitiva das Fronteiras Maritimas

(Orgio Auténomo Sem Receitas Proprias) - 899 - 899

Fundo de Desenvolvimento do Capital Humano (Orgio Auténomo Sem

Receitas Proprias) - 10.732 - 10.732

Inspecio-Geral do Estado (Orgio Auténomo Sem Receitas Préprias) 1.134 256 - 1.390

Policia Cientifica de Investigacio Criminal (Orgio Auténomo Sem

Receitas Proprias) 211 334 - 545

Servico Nacional de Inteligéncia (Orgio Auténomo Sem Receitas

Proprias) 335 714 - 1.049

Autoridades e Administra¢des Municipais (Orgio Auténomo Sem Receitas

Proprias)

Autoridade Municipal de Baucau 1.304 670 1.046 3.019
Secretariado de Autoridade Municipal 432 290 1.040 1.763
Servico Municipal de Saude 163 84 - 247
Servico Municipal de Educacdo 180 105 5 290
Servico Municipal de Agricultura 372 107 - 479
Servico Municipal de Obras Publicas e Transportes 66 14 - 80
Servico Municipal de Agua, Saneamento Basico ¢ Ambiente 63 18 - 82
Servico Municipal de Gestdo de Mercados e Turismo - 5 - 5
Servico Municipal de Registos, Notariado e Servicos Cadastrais 16 4 - 20
Servico Municipal de Acdo Social e Gestdo de Desastres Naturais 10 42 - 52

Autoridade Municipal de Bobonaro 1.241 564 737 2.541
Secretariado de Autoridade Municipal 595 161 737 1.493

_
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Servigo Municipal de Saude 109 72 - 181
Servi¢co Municipal de Educacdo 157 202 - 359
Servigo Municipal de Agricultura 314 51 - 365
Servico Municipal de Obras Publicas e Transportes 67 8 - 74
Servico Municipal de Agua, Saneamento Basico e Ambiente - 53 - 53
Servigo Municipal de Gestdo de Mercados e Turismo - 2 - 2
Servigo Municipal de Ac¢do Social e Gestdo de Desastres Naturais - 14 - 14

Autoridade Municipal de Dili 1.659 2.789 705 5.153
Secretariado de Autoridade Municipal 1.024 2.231 630 3.884
Servi¢co Municipal de Saude 146 161 - 307
Servi¢co Municipal de Educacdo 396 314 75 785
Servigo Municipal de Agricultura 78 33 - 111
Servico Municipal de Obras Publicas e Transportes - 31 - 31
Servico Municipal de Acdo Social e Gestdo de Desastres Naturais 16 19 - 35

Autoridade Municipal de Ermera 857 452 960 2.269
Secretariado de Autoridade Municipal 274 205 957 1.435
Servi¢co Municipal de Saude 136 81 - 217
Servi¢co Municipal de Educacdo 166 102 4 272
Servigo Municipal de Agricultura 212 16 - 228
Servigco Municipal de Obras Publicas e Transportes 23 6 - 30
Servico Municipal de Agua, Saneamento Basico e Ambiente 40 19 - 58
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Servico Municipal de Registos, Notariado e Servicos Cadastrais - 3 - 3
Servigo Municipal de A¢do Social e Gestdo de Desastres Naturais 6 20 - 26
Administracao Municipal de Aileu 798 558 472 1.829
Secretariado de Administracio Municipal 258 176 472 905
Servico Municipal de Saude 100 81 - 181
Servi¢co Municipal de Educacdo 177 178 - 355
Servigo Municipal de Agricultura 155 48 - 203
Servico Municipal de Obras Publicas e Transportes 33 13 - 46
Servico Municipal de Agua, Saneamento Basico e Ambiente 70 38 - 108
Servico Municipal de Gestdo de Mercados e Turismo - 1 - 1
Servigo Municipal de A¢do Social e Gestdo de Desastres Naturais 7 24 - 30
Administracao Municipal de Ainaro 950 589 426 1.964
Secretariado de Administracdo Municipal 300 446 426 1.172
Servigco Municipal de Saude 129 57 - 186
Servi¢co Municipal de Educacdo 223 5 - 228
Servigo Municipal de Agricultura 208 55 - 263
Servico Municipal de Obras Publicas e Transportes 31 4 - 35
Servico Municipal de Agua, Saneamento Basico e Ambiente 53 8 - 61
Servigco Municipal de A¢do Social e Gestdo de Desastres Naturais 5 14 - 19
Administracao Municipal de Covalima 1.161 453 528 2.142
Secretariado de Administragdo Municipal 374 194 516 1.084
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Servigo Municipal de Saude 155 65 - 220
Servigo Municipal de Educacdo 226 66 12 305
Servigo Municipal de Agricultura 317 51 - 368
Servigo Municipal de Obras Publicas e Transportes 20 13 - 33
Servico Municipal de Agua, Saneamento Basico e Ambiente 62 25 - 86
Servigo Municipal de A¢do Social e Gestdo de Desastres Naturais 7 40 - 47

Administracao Municipal de Lautém 1.165 792 547 2.504
Secretariado de Administragdo Municipal 350 260 537 1.147
Servigco Municipal de Saude 146 50 - 196
Servigo Municipal de Educacdo 196 281 10 487
Servigo Municipal de Agricultura 361 100 - 461
Servigo Municipal de Obras Publicas e Transportes 46 23 - 68
Servico Municipal de Agua, Saneamento Basico e Ambiente 63 47 - 110
Servico Municipal de Gestdo de Mercados e Turismo 2 24 - 26
Servico Municipal de Acdo Social e Gestdo de Desastres Naturais 2 7 - 10

Administracao Municipal de Liquica 870 406 450 1.727
Secretariado de Administragdo Municipal 282 190 450 922
Servico Municipal de Saude 149 43 - 192
Servigo Municipal de Educacdo 158 72 - 230
Servigo Municipal de Agricultura 181 43 - 224
Servigo Municipal de Obras Publicas e Transportes 39 8 - 47
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Servico Municipal de Agua, Saneamento Basico e Ambiente 44 22 - 66
Servigo Municipal de Gestdo de Mercados e Turismo - 4 - 4
Servigo Municipal de Registos, Notariado e Servicos Cadastrais 9 6 - 16
Servigo Municipal de Ac¢do Social e Gestdo de Desastres Naturais 7 19 - 26
Administracao Municipal de Manufahi 1.042 531 479 2.052
Secretariado de Administragio Municipal 459 182 479 1.120
Servigo Municipal de Saude 126 112 - 238
Servi¢co Municipal de Educacdo 170 55 - 225
Servigo Municipal de Agricultura 167 59 - 226
Servigco Municipal de Obras Publicas e Transportes 65 29 - 94
Servico Municipal de Agua, Saneamento Basico e Ambiente 51 49 - 100
Servigo Municipal de A¢do Social e Gestdo de Desastres Naturais 4 45 - 49
Administracao Municipal de Manatuto 986 779 418 2.182
Secretariado de Administracio Municipal 513 363 415 1.290
Servi¢co Municipal de Saude 59 136 - 195
Servi¢co Municipal de Educacdo 128 77 3 208
Servigo Municipal de Agricultura 209 86 - 296
Servigco Municipal de Obras Publicas e Transportes 33 34 - 67
Servico Municipal de Agua, Saneamento Basico e Ambiente 39 39 - 78
Servi¢co Municipal de Gestdo de Mercados e Turismo - 9 - 9
Servigo Municipal de Ac¢do Social e Gestdo de Desastres Naturais 5 35 - 39
\_
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Administracao Municipal de Viqueque 1.007 435 752 - 2.194
Secretariado de Administracio Municipal 282 164 752 - 1.198
Servi¢co Municipal de Saude 125 84 - - 209
Servi¢co Municipal de Educacdo 188 80 - - 268
Servigo Municipal de Agricultura 334 51 - - 385
Servigo Municipal de Obras Publicas e Transportes 27 9 - - 35
Servico Municipal de Agua, Saneamento Basico e Ambiente 49 29 - - 77
Servigo Municipal de Registos, Notariado e Servigos Cadastrais - 5 - - 5
Servico Municipal de Acdo Social e Gestdo de Desastres Naturais 3 13 - - 17
Total de Despesas das Autoridades e Administracoes Municipais 13.041 9.016 7.520 - 29.577
Servicos e Fundos Auténomos
Administraciao dos Portos de Timor-Leste (APORTIL), I.P. 199 2.071 - - 2.270
Agéncia de Cooperacao de Timor-Leste (ACT-L) ** - 41 - - 41
Agéncia de Promocao de Investimento e Exportacao de Timor-Leste -
Tradelnvest Timor-Leste - 661 - - 661
Agéncia de Tecnologia de Informacio e Comunicacao, I.P. — TIC
TIMOR ** - 1.308 - 27 1.335
Agéncia Nacional para a Avaliacao e Acreditacao Académica 6 193 - - 199
Arquivo e Museu da Resisténcia Timorense, I.P. - 1.148 - - 1.148
Autoridade de Inspecéo e Fiscalizacao da Atividade Econémica,
Sanitaria e Alimentar, I.P. 33 702 - - 735
Arquivo Nacional de Timor-Leste ** - 43 - - 43
Autoridade da Aviacao Civil de Timor Leste (AACTL), I.P. ** 231 303 - - 534
Autoridade Nacional de Comunicacoes - 686 - - 686

N
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Conselho de Imprensa 305 300 - - 605
Centro Logistico Nacional 104 994 - - 1.098
Centro Nacional de Formacao Profissional de Becora 93 184 - - 278
Centro Nacional de Formacao Profissional e Emprego de Tibar - 526 - - 526
Centro Nacional de Reabilitacao 22 572 - - 594
Comissao Anti-Corrupcio 783 365 - - 1.148
Comissao da Funcao Publica 1.170 1.071 - - 2.240
Fundo das Infraestruturas 29 833 - 184.068 184.930
Hospital Nacional Guido Valadares 4.387 2.704 - - 7.091
Imprensa Nacional de Timor Leste, [.P. ** 100 110 - - 209
Instituto de Apoio ao Desenvolvimento Empresarial 510 163 - - 673
Instituto de Defesa Nacional 39 1.181 - - 1.220
Instituto de Gestiao de Equipamentos 1.144 1.458 - - 2.601
Instituto de Pesquisa, Desenvolvimento, Formacao e Promocgéo do

Bambu - 301 - - 301
Instituto Nacional da Administracao Publica 345 102 - - 447
Instituto Nacional de Ciéncia e Tecnologia ** 97 193 - - 289
Instituto Nacional do Desenvolvimento de Mao-de-Obra 32 215 - - 247
Instituto Nacional de Formacio de Docentes e Profissionais da Educacao

(INFORDEPE) == - 473 315 - 788
Instituto Nacional de Saude 267 102 - - 369
Instituto para a Qualidade de Timor-Leste, IQTL, I.P. ** 33 147 - - 180
Instituto Politécnico Betano ** 261 703 - - 963
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Laboratério Nacional de Saude 304 261 - - - 565
Secretariado Técnico de Administracao Eleitoral *= - 119 - - - 119
SERVE - Servico de Registo e Verificacio Empresarial - 928 - - - 928
Servico Autonomo de Medicamentos e Equipamentos Médicos 329 6.670 - - - 6.999
TATOLI - Agéncia Noticiosa de Timor-Leste, I.P. ** - 362 - - - 362
Universidade Nacional Timor Lorosa'e 8.621 3.883 - 28 1.470 14.002

19,443 32,074 315 55 185,538 237,425
Total de Despesas dos Servicos e Fundos Auténomos
174.680 521.893 496.468 9.136 27.864 1.230.041
Total de Despesas dos SSAAF e OASRP (exceto Municipios)
13.041 9.016 7.520 - - 29.577
Total de Despesas das Autoridades e Administracoes Municipais
19.443 32.074 315 55 185.538 237.425
Total de Despesas dos SFA
29 164.649 165.955 4.050 194.228 528.910
Total de Despesas dos Fundos (FI, FDCH e Fundo Covid-19)
207.164 409.900 338.348 5.141 203.242 1.163.795
Total de Despesas do OGE Excluindo Fundo COVID-19
207.164 562.983 504.303 9.191 213.402 1.497.043

* Valores arredondados a décima para a unidade mais proxima, por excesso em relacdo a valores iguais ou

superiores a 5 ¢ por defeito nos restantes casos.

** Servigos ¢ Fundos Auténomos cuja execucdo or¢camental integra, em 2020, o Ministério da tutela.
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( TABELA III — Receitas e Despesas Globais dos Servigcos e Fundos Auténomos em 2020 A
(milhdes de dolares) *
Receitas
(por fonte de financiamento) Despesas
. o Receitas Gerais globais
Receitas proprias | (ryaneferéncias do
OGE)
Administrac¢do dos Portos de Timor-Leste (APORTIL), I.P.
2,66 (0,39) 2,27
Agéncia de Cooperagdo de Timor-Leste (ACT-L)
- 0,04 0,04
Agéncia de Promogao de Investimento e Exportagdo de Timor-Leste -
Tradelnvest Timor-Leste - 0,66 0,66
Agéncia de Tecnologia de Informagdo e Comunicagdo, I.P. — TIC
TIMOR - 1,34 1,34
Agéncia Nacional para a Avaliagdo e Acreditagdo Académica
- 0,20 0,20
Arquivo e Museu da Resisténcia Timorense, I.P.
0,00 1.14 1,15
Autoridade de Inspecao e Fiscalizagdo da Atividade Econdmica,
Sanitéaria e Alimentar, L.P. 0,05 0,68 0,74
Arquivo Nacional de Timor-Leste
- 0,04 0,04
Autoridade da Aviagao Civil de Timor Leste (AACTL), I.P.
- 0,53 0,53
Autoridade Nacional de Comunicagdes
1,39 (0,70) 0,69
Conselho de Imprensa
- 0,61 0,61
Centro Logistico Nacional
0,29 0,81 1,10
Centro Nacional de Formagdo Profissional de Becora
0,00 0,28 0,28
Centro Nacional de Formagao Profissional e Emprego de Tibar
- 0,53 0,53
Centro Nacional de Reabilitagdo
- 0,59 0,59
Comissdo Anti-Corrupgao
- 1,14 1,14
Comissdo da Fun¢do Publica
- 2,24 224
Fundo das Infraestruturas
- 184,93 184,93
Hospital Nacional Guido Valadares
0,28 6,81 7,09
Imprensa Nacional de Timor Leste, I.P.
- 0,21 0,21
Instituto de Apoio ao Desenvolvimento Empresarial
0,00 0,67 0,67
Instituto de Defesa Nacional
- 122 1,22
Instituto de Gestdo de Equipamentos
0,22 2,38 2,60
Instituto de Pesquisa, Desenvolvimento, Formagéo e Promogao do
Bambu 0,00 0,30 0,30
Instituto Nacional da Administragdo Publica
- 0,45 0,45
Instituto Nacional de Ciéncia e Tecnologia
- 0,29 0,29
Instituto Nacional do Desenvolvimento de Mao-de-Obra
- 0,25 0,25
Instituto Nacional de Formagao de Docentes e Profissionais da
Educa¢io (INFORDEPE) - 0,79 0,79
Instituto Nacional de Satde
Y - 0,37 0,37 )
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Instituto para a Qualidade de Timor-Leste, IQTL, I.P. )
- 0,18 0,18
Instituto Politécnico Betano
- 0,96 0,96
Laboratério Nacional de Satde
- 0,57 0,57
Secretariado Técnico de Administrag@o Eleitoral
- 0,12 0,12
SERVE - Servigo de Registo e Verificagdo Empresarial
0,06 0,87 0,93
Servigo Auténomo de Medicamentos e Equipamentos Médicos
0,03 6,97 7,00
TATOLI - Agéncia Noticiosa de Timor-Leste, I.P.
- 0,36 0,36
Universidade Nacional Timor Lorosa'e
1,15 12,85 14,00
Total
6,14 231,29 237,42
* Valores arredondados a décima para a unidade mais proxima, por excesso em relacdo a valores iguais ou
superiores a 5 e por defeito nos restantes casos.
J
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TABELA IV — Receitas e Despesas Globais da Regido Administrativa Especial de Oe-Cusse Ambeno em 2020 h
(milhdes de ddlares americanos) *
Categoria Valor
Receitas 254,07
Receitas Proprias 0,67
Transferéncia do OGE 0,0
Saldo de Geréncia 253,4
Saldo para financiamento da despesa 76,0
Saldo ndo utilizado em 2020 1774
Despesas 76,0
Salarios e Vencimentos 8,8
Bens e Servigos 18,5
Transferéncias 4,8
Capital Menor 1,7
Capital de Desenvolvimento 42,2
* Valores arredondados a décima para a unidade mais proxima, por excesso em relagdo a valores iguais ou
superiores a 5 e por defeito nos restantes casos.
\§ J

Série I, N.© 42 A Segunda-Feira, 19 de Outubro de 2020 Pdgina 50



Jornal da Republica

( ANEXO 11 )
Receitas e Despesas do Or¢amento da Seguranca Social para 2020 (dolares americanos)
Tabela I
Total de Receitas Globais da Seguranca Social, por classificacdo economica
Categorias Valor
Receitas Correntes 75.682.375,00
Contribuicdes para a Seguran¢a Social 33.791.417,00
Regime Contributivo 33.791.417,00
Sancdes e outras penalidades 0,00
Rendimentos 150.000,00
Transferéncias Correntes 41.740.958,00
Do Estado (OE) 41.490.958,00
Ministério das Finangas 41.490.958,00
Outros Ministérios 0,00
Outras transferéncias correntes 250.000,00
Outras receitas correntes 0,00
Receitas de Capital 0,00
Transferéncias de capital 0,00
Do Estado (OE) 0,00
Transferéncias de capital do Estado - MF 0,00
Outras transferéncias de capital 0,00
Ativos Financeiros 0,00
Passivos Financeiros 0,00
Outras receitas de capital 0,00
Saldo de geréncia do ano anterior 62.711.682,79
TOTAL 138.394.057,79
\_ J
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4 )
Tabela II
Total de Despesas Globais da Seguranca Social, por classificacdo economica
Categorias Valor

Despesas Correntes 44.356.998,00
Despesas com pessoal 703.658,00
Aquisicio de bens e servicos 61.500,00
Juros e outros encargos 250.000,00
Transferéncias Correntes 41.816.040,00
Para o Estado (OE) 0,00
Ministério das Finangas 0,00
Para Familias/Pessoais 41.816.040,00
Regime Nao Contributivo 36.000.000,00
Regime Contributivo 5.816.040,00
Outras prestacdes (despesas de outros Ministérios, cujo pagamento a SS assume) 0,00
Outras Despesas Correntes 1.525.800,00
Despesas Capital 94.037.059,79
Aquisicio de bens de capital 270.000,00
Capital menor 270.000,00
Capital de desenvolvimento 0,00
Ativos Financeiros 93.767.059,79
Passivos Financeiros 0,00
Outras despesas de capital 0,00
TOTAL 138.394.057,79

N\ J
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PRIMEIRO
MINISTRO

(abinete do
Primeiro-Ministro

Excelentissimo

Senhor Presidente do Parlamento
Nacional

Aniceto Longuinhos Guterres Lopes
Parlamento Nacional
Rua Formosa

Dili, Timor-Leste

N/Ref2: ... JGPM/IX/2020
Data: Dili, 15 de setembro de 2020

Assunto: Justificacdo da realizagdo de uma transferéncia do Fundo Petrolifero acima do
Rendimento Sustentdvel Estimado

Exceléncia,

Em cumprimento do disposto na alinea d) do artigo 9.9 da Lei n.9 9/2005, de 3 de agosto, Lei
do Fundo Petrolifero, alterada pela Lei n.? 12/2011, de 28 de sefembro, sou a apresentar a
Vossa Exceléncia a justificagdo sobre os motivos que levam a considerar como sendo no
interesse de Timor-Leste, a longo prazo, que se efetue uma transferéncia em montante
superior ao Rendimento Sustentavel Estimado do Fundo Petrolifero.

Apresento, ainda, a Vossa Exceléncia, para consideracdo e aprovagdo pelo Parlamento
Nacicnal, a Proposta de Lei do Orgamento Geral do Estado para 2020.

O VIII Governo Constitucional mantém-se empenhado em trabalhar em prol do
desenvolvimento de Timor-Leste, de forma responsavel e transparente, € em implementar as

politicas definidas no programa do Governo, com respeito pelo Plano Estratégico de
Desenvolvimento.

O objetivo central da politica governamental é transformar Timor-lLeste num pais de
rendimento médio alto, em que a riqueza seja distribuida de forma justa e inclusiva, e em

que a paz, a estabilidade, a prosperidade, a salde e a educacdo sejam gozadas por toda a
populacio.

Paldcio do Governo
Avenida Marginal

DIk, Timor-Leste
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A criagdo do Fundo Petrolifero, onde sdo depositadas todas as receitas relacionadas com a
exploracdo petrolifera em Timor-Leste, e as regras cautelosas e transparentes previstas na
lei para a sua gestdo e utilizagdo, nomeadamente a definicdo de um Rendimento Sustentavel

Estimado, tém permitido ao longe dos ano utilizar a riqueza petrolifera para promover o
crescimento econdmico e a reducdo da pobreza.

No entanto, considerando os objetivos definidos no Plano Estratégico de Desenvolvimento e
a calendarizag8o das varias medidas de implementac&o, torna-se necessario recorrer a um
levantamento acima do Rendimento Sustentavel Estimado.

Esta transferéncia ndo pretende suportar despesas correntes relacionadas com o
funcionamento da administragéo do Estado. Pretende sim fazer face as despesas relacionadas
com o investimento do pais, preenchendo o critério exigido pela Lei do Fundo Petrolifero, no

sentido de o aplicar para satisfazer as necessidades da geragdo atual e das geragdes
vindouras.

Exceléncia,

O levantamento acima do Rendimento Sustentavel Estimado do Fundo de Petréleo, que se

submete a consideragdo, visa sobretudo continuar a financiar o programa de desenvolvimento
de infraestruturas e de capacitacdo humana.

O projeto de desenvolvimento nacional passa necessariamente pela criacdo de acessos
rodovidrios em todos os municipios, os quais estdo previstos no Plano Estratégico de
Desenvolvimento, e cujo cumprimento requer a continuagdo dos investimentos feitos nos
tltimos anos. Estas obras estruturais, as quais em grande parte ja se encontram concluidas
e ao servigo da populacdo, sdo essencials para melhorar a prestacdo de serviges publicos,
dinamizar o setor privado e promover a atividade econémica e o transporte de mercadorias.

E também fundamental prosseguir com os projetos de construgdo e recuperagdo da rede de
distribuicdo de dgqua, eletricidade e saneamento em todo o territério nacional, os quais tém
um impacto especialmente importante nas condigdes de vida e no bem-estar dos cidad&os.

E igualmente importante dar continuidade ao projeto Tasi Mane que sera o grande catalisador
do desenvolvimento econémico da costa sul e que permitird ao pais avancar com a exploragao
das riquezas petroliferas colocadas a sua disposicdo com a ratificacdo do Tratado entre a

Republica Democratica de Timor-Leste e a Austrdlia que Estabelece as Respetivas Fronteiras
Maritimas no Mar de Timor.

E, finalmente, fundamental continuar o esforco de capacitacdo dos trabalhadores e jovens
timorenses através da organizacdo de acfes de formacéo profissional e da atribuicdo de bolsas
Palicio do Governo
Avenida Marginal

Dili, Timor-Leste
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de estudo pelo Fundo de Desenvolvimento do Capital Humano, essencial para a criagdo de
uma mao-de-obra qualificada, sem a qual, o desenvolvimento econdmico do pais e a
transformacéo de Timor-Leste num pais de rendimento médio alto ndo sera possivel.

O Governo reconhece que o levantamento acima do Rendimento Sustentdvel Estimado para
financiar o Orgamento Geral do Estado deve ser feito como Gltimo recurso, pelo gue estdo a
ser postas em pratica uma série de reformas estratégias (Reforma da Gestdo das Finangas
Publicas, Reforma da Administracdo PUblica, Reforma da Gestdo do Patriménio do Estado,
entre outras) que, por um lado, contribuirdo para reduzir as despesas correntes &, por outro,

aumentardo as receitas tributarias e diversificardo as fontes de financiamento do Orgamento
Geral do Estado.

Exceléncia,

Com base nos fundamentos acima apresentados, submete-se a consideracdo do Parlamento

Nacional a aprovagdo do levantamento que excede os 3% do Rendimento Sustentdvel
Estimado.

Neste sentido, junioc 0 «Relatorio com a estimativa do montante em que ficard o Rendimento
Sustentavel Estimado dos exercicios orcamentais subsequentes, por forca de transferéncia a
partir do Fundo Petrolifero de montante superior ao Rendimento Sustentavel Estimado»,
exigido pela alinea b) do artigo 9.° da Lei do Fundo Petrolifero, bem como o «Relatério do
Auditor Independente que certifique as estimativas de redugdo do rendimento sustentavel
estimado», conforme previsto na alinea ¢) do mesmo artigo.

Ciente da atencdo, merecimento e aceitagio de Sua Exceléncia, Senhor Presidente, aproveito
0 ensejo para apresentar os protestos da minha mais elevada consideracdo.

vt T

S Taur Matan Ruak

Primeiro-Ministro

Paldcio do Goverro
Avenida Marginal

DIli, Timor-Leste
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Republica Democratica de Timor-Leste

Ministério das Financas
Gabinete do Ministro

N.°: [58 /VII/GM-MF/2020-09
Dili, 14 de setembro de 2020

Excelentissimo
Senhor Primeiro-Ministro

Taur Matan Ruak

Assunto: Estimativa do rendimento sustentavel no ano orcamental no qual a transferéncia é
feita e no ano ergamental precedente

Exceléncia,

Nos termos previstos nas alineas a) e b) do artigo 8.° da Lei do Fundo Petrolifero, aprovada
pela Lei n.° 9/2005, de 3 de agosto, e alterada pela Lei n® 12/2011, de 28 de setembro,

apresenta-se infra o cdlculo do rendimento sustentével para o ano or¢camental de 2020 e no
ano orcamental precedente.

Montante

Estimativa do Rendimento Sustentavel para o ano US $544.4 milhdes
orcamental de 2020

Estimati di tavel
stimativa do Rendimento Sustentdvel para o ano US $529,0 milhdes

orgamental precedente (2019)

O Rendimento Sustentdvel Estimado é calculado segundo as regras definidas no Anexo 1 & Lei
do Fundo Petrolifero.

O Orgamento Geral do Estado para 2020 inclui uma andlise da metodologia na qual se
baseiam os cdleulos do Rendimento Sustentdve! Estimado.

De acordo com a alinea ¢) do artigo 8.° da Lei do Fundo Petrolifero, o Auditor Independente

deverd certificar o montante do Rendimento Sustentdvel Estimado, pelo que se junta, em anexo,
o relatorio de certificagéo.

Sem mais assunto de momento, aceite os protestos da minha mais elevada estima e
consideragdo.

om os melhores cumprimento

Avenida de Portugal, Rua Baleig, Edificio do Ministéric das Finangas, 10.° andar
Aitarak Laran, Dili, Timor-Leste.
Website: www.mof.gov.tl
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V. Exa. Fermando Hanjam

Ministro das Finangas

Torre do Ministério das Finangas, 10.° andar
Aitarak-Laran

Dili, Timor-Leste

10 de setembro de 2020

RELATORIO INDEPENDENTE DE GARANTIA DE FIABILIDADE SOBRE O RENDIMENTO

SUSTENTAVEL ESTIMADO PARA O MINISTERIO DAS FINANCAS, REPUBLICA DEMOCRATICA
DE TIMOR-LESTE

Fomes contratados pelo Ministério das Finangas, de acordo com o Artizo § (¢) da Lei do Fundo Petrolifero (Lei n.°
9/20035, de 3 de agosto, alterada pela Lei n.° 12/2011, de 28 de setembro) da Republica Democréitica de Timor-Leste,
{"a Lei") para a realizagfio de um trabalho de garantia de fiabilidade com seguranga razoavel em relagdo ao
cumprimento pelo Ministério das Finangas do célcule do Rendimento Sustentavel Estimado ("RSE") para o ano
fiscal a findar em 31 de dezembro de 2020, de acordo com os paragrafos Ii e 111 do Anexo 1 alterado da Lei do
Fundo Petrolifero (Lei n.® 9/2005, Alteracdio 1, n.° 12/2011) da Repiblica Democratica de Timor-Leste (*Anexo 1™).

Responsabilidade do Ministério das Finangas pelo Célculo do Rendimento Sustentivel Estimado

O Ministério das Finangas é responsével por:

» célculo do RSE para o ano fiscal a findar em 31 de dezembro de 2020 em cumprimento com o Anexo | da
Lei;
confirmar que a'mensuragiio ou avaliagdo dos pressupostos subjacentes 2o suporte do caleulo cumprem

com as disposi¢des do Anexo 1 (IV) e (V) da Lei e que todas as matérias relevantes sfio refletidas no
calculo;

¢ desenhar, implementar e manter um sistema de controlo interno que assegure que o clculo do RSE é
apropriadamente preparado de acordo com o Anexo 1 da Lei.

Independéncia e Controlo de Qualidade
Cumprimos com os requisitos de independéncia e outros requisitos éticos relevantes relativos aos trabalhos de
garantia de fiabilidade, que se baseiam em principios fundamentais de integridade, objetividade, competéncia

profissional e diligéncia, confidencialidade e comportamento profissional.

Aplicamos a Norma de Auditoria 1SQC 1 Controlo de Qualidade para Empresas que Realizom Auditorias e
Revisdes de Demonstragdes Financeiras e Qutros Trabalhos de Garantia de Fiabilidade e Servigos Relacionados e,

Uability limited by a scheme approved under Prefessianal Stendards Legistation.

Member of Deloitle Asla Pagific Limited and the Delcitte organisation,
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tenha acesso a este relatério ou a qualquer pessoa que ndo seja o Ministério das Finangas ou para qualquer propésito
diferente daquele para o qual foi preparado.

Conclusio

Em nossa opinido, o Ministério das Finangas cumptiu, em todos os aspetos materiais, com os pardgrafos [1 ¢ 111 do
Anexo 1 da Lei no calculo do Rendimento Sustentivel Estimado para o ano fiscal a findar em 31 de dezembro de
2020. O calculo apresenta um Rendimento Sustentavel Estimado de 344,4 milhes de délares americanos.

Enfase: Reemissao do Relatério de Garantia de Fiabilidade

O nosso relfatorio de garantia de fiabilidade original sobre o Rendimento Sustentavel Estimado para o ano fiscal a
findar em 31 de dezembro de 2020 foi emitido em 21 de outubro de 2019. Subsequentemente aquela data. foram
efetuadas alteragdes a diversos pressupostos base de suporte ao célculo do Rendimento Sustentive] Estimado.
Consequentemente, este relatério de garantia de fiabilidade substitui o nosso anterior relatério datado de 21 de
outubro de 2019. A nossa conclusio nio é modificada com respeito a esta matéria,

Daicitte Towchu Tobupadsy,
DELOITTE TOUCHE TOHMATSU

[ . -
Cheryl Crase
Pariner
Contabilisia Certificado
Darwin, 10 de setembro de 2020

Lizbility imited by a scheme approved under Prafessianal Standards Legislation.

Member of Deloitte Asta Pzafic Limited and the Beloitte organisation,
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RepUblica Democrética de Timor-Leste &% s,
Ministério das Finangas L4

Gabinete do Ministro ' L‘;-‘?'*:isi;-.:ﬂ?.g-l;i

ne: 43T vin/emmE/2020-09

Dili, 14 de setembro de 2020

Excelentissimo
Senhor Primeiro-Ministro

Taur Matan Ruak

Assunto: Estimativa do montante em que ficard reduzido o Rendimento Sustentdvel Estimado
nos exercicios orgcumentais subsequentes

Exceléncia,

Nos termos previstos na alinea b) do artigo 9.° da Lei do Fundo Petrolifero, aprovada pela Lei
n.° 9/2005, de 3 de agosto, e alterada pela Lei n® 12/2011, de 28 de setembro, apresenta-
se infra a redugdio do Rendimento Sustentdvel Estimado para os anos orgamentais a partir de
2021, em resultado da inscrigéio na proposta de lei do Or¢amento Geral do Estado para 2020
de uma transferéncia do Fundo Petrolifero no valor de US $ 963,29 milh8es, montante que
excede o valor do Rendimento Sustentavel Estimado:

Valor do RSE nos anos orgamentais Valor do RSE nos anos orgamentais

Ano seguintes caso, em 2020, seja feito seguintes caso, em 2020, seja feito

orcamental um levantamento igual ao RSE um levantamento superior ao RSE

(milh&es de USD) {milhdes de USD)

2021 548.4 535.6
2022 552.5 539.6
2023 556.6 543.6
2024 560.7 547.6
2025 564.9 551.7
2026 569.1 555.8
2027 573.3 559.9
2028 577.6 564.1
2029 581.9 568.2
2030 586.2 572.5

Avenida de Portugal, Rua Baleia, Edificio do Ministério das Finangas, 10.° andar
Attarak Laran, Dili, Timeor-Leste.

Website: www.mof.gov.tl
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Os cdleulos foram realizados por técnicos especialistas do Ministério das Finangas, com base
nas regras definidas no Anexo 1 & Lei do Fundo Petrolifero.

De acordo com a alinea ¢} do artigo 9.° da Lei do Fundo Petrolifero, o Auditor Independente
deverd certificar as estimativas da redugéio do Rendimento Sustentével Estimado, pelo gue se
junta, em anexo, o relatério de certificagdo.

Sem mais assunto de momento, aceite os protestos da minha mais elevada estima e
consideragdo.

om os melhores cumprimentos,

Fernando Hanjg

Ministro_d6s Finangas
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V. Exa. Fernando Hanjam

Ministro das Finangas

Torre do Ministéric das Finangas, 10.% andar
Aitarak-Laran

Dili, Timor-Leste

10 de sctembro de 2020

Relatério de Conclusfes Factuais relativas 3 redugio estimada no Rendimento Sustentdvel Estimado (Artigo 9.°)

De acordo com a carta de contratagdio do Cdlculo do Rendimenio Sustentavel Estimado, datada de 1 de julho de 2020,
executémos determinados procedimentos acordados unicamente com o objetive de emitir um refatério ao Governo da Repiblica
Democrética de Timor-Leste, em conformidade com a alinea ¢} do Artigo 9°, da Lei 9/2005, de 3 de agosto, da Lei do Fundo
Petrolifero. conforme allerada pela Lei 12/2011, de 28 de setembro. Primeira Emenda a Lei do Fundo Petrolifero. O nosso
trabalho foi executado de acordo com a Norma Internacional de Servicos Refacionados (ISRS) 4400, Trabalhos para Executar
Procedimentos Acordados com Respeito a Informagdo Financeira. O presente refatério deve ser lido em conjunto com a nossa
carta de contralagio. a quai estabelece a base sobre a qual o nosso trabalho foi executado.

Ambito do trabalho ¢ declaragdo de responsahbilidade

A pedido de V. Exas. e conforme acordado, executdmos 03 procedimentos identificados na tabela abaixo. O dmbito do nosso
trabalho limitou-se exclusivamente aqueles procedimentos. V. Exas. s3o responsaveis por delurminar se o mbite do nosso
trabalho & suficiente para os vossos objetivos e ndo prestamos quaisquer representagdes quanto a suficiéncia destes
procedimentos para 0$ vossos objetivos, Caso tivéssemos executado procedimentos adicionais, outras matérias poderiam ter
chegado ao nosso conhecimento que serfam reportadas a V. Exas..

O presente relatério ndo deve dispensar quaisquer outras indagagbes ¢ procedimenlos que possam scr necessérios para satisfazer
os requisitos dos destinatarios do refatdrio.

Os procedimentos executados niio constituiram uma revisao ou auditoria de qualquer tipo e ndo expressamos qualquer opinifio ou
conclusdes com base nos procedimentos executados. Nao submetemos a informagdo incluida no presente relatério ou que nos foi
fornecida pelo Ministério das Financas a procedimentos de conferéncia e verificago, exceto na extensdo expressamente
mencionada abaixo. Esta ¢ uma pritica normal a0 executar procedimentos de dmbito limitado, que contrasta significativamente
com, por exemplo, uma auditoria. Os procedimentos executados ndo foram desenhados com o intuite de identificar fraude ou
representagio incorretas por parte do Ministério das Finangas. Consequentemente, ndo podemos aceitar responsabilidades pela
deteg@io de fraude (guer por parte da adminisivagao, quer por parte de entidades externas) ou de representagdes incorretas por
parte da administragio do Ministério das Finangas.

O presente refatério destina-se exclusivamenie ao vosso uso e com o objelivo dnico de satisfzzer os requisitos da alinea ¢) do
Artigo 9°, da Lei 972003, de 3 de agosto, da Lei do Fundo Petrolifero, conforme alterada pela Lei 12/2011, de 28 de setembro,
Primeira Emenda a Lei do Fundo Petralifero. O nosso relatério ndo pode ser usado para qualquer outra finalidade, citado ou
referido em qualguer documento, copiade ou disponibilizado (no todo ou em parte) a qualquer outra pessoa sem o NoOSso
consentimento prévio por escrito. Néo aceitamos qualquer dever, responsabilidade ou obrigag@io perante cutros em resultado do
presente relaiério ou deste irabalho.

Deloitte refers to one or more of Defoitte Touche Tohmatsu Limited ("DTTL7, its global network of member firms, and their related entit es (collectively, the "Deloitte
organisation”™). DTTL {also referred ta as "Deloitte Global*) and each of its member firms and related entities are Jegally separate 2nd irdependent entities, which
canngt chligate or bind gach ether in respect of third parties, DTTL and each DTTL member firrn and related entity is liable only foz its awn acts and omisslons, and not
those of each other. DTTL does not provide services ta clients, Please see www.delpitte.com/fabaut ta learn more,

Liability imited by a scheme approved under Professional Standards Leglstatien.

*ember of Deloitte Asia Pacific Limited and the Deioitte organisation.
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ANEXO A

Conforme requerido na alinea b) do artigo 9°, a tabela abaixo evidencia a redugiio do Rendimento Sustentavel Estimado para os
anos fiscais a iniciar em 2021, em resultado da transferéncia proposta pelo Fundo Petrolifero de um valor em excesso do
Rendimento Sustentével Estimado em 2020:

Reembolsos do Rendimento Sustentdvel Estimado em 2020
Ano Fiscal 544,14 milhdes de dblares norte americanos 963,9 milhdes de délares norte americanos
2021 548.4 535,6
2022 552,35 539,6
2023 356,6 543.6
2024 560,7 347.6
2025 564.9 551,7
2026 569,1 555.8
2027 573.3 539.9
2028 3776 564.1
2029 3819 568.2
2030 586.2 572.5

Celeitie refers ta one or more of Deleitte Teuche Tohmatsu Limited ("DTTLY), its globat network of member firms, 2pd their related entities {collectively, the "Deioitte
organisetion”). DTTL (also referred to as "Delcitte Global™) and each of its member Mrms and related entities are legally separate and independent entities, which
cannot obligate or bind each other in respect of third pardes. DTTL and each DTTL member firm and related entity s liable anly for its own acts and omissions, and not
those of each other, DTTL dogs not provide services 1o cllents. Please see www.deloitte.com/fabout to leam more.

Liability limited by a scheme approved under Professional Standards Legislation,

Member of Delowtie Asia Paafic Limited and the Deleitte srganisation.
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