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IX CONSTITUTIONAL GOVERNMENT

Law No. ..... /2025
of
Proposed General State Budget Law for 2026
Explanatory Memorandum

Pursuant to Article 97(1)(c) and Article 115(2)(a) of the Constitution of the
Democratic Republic of Timor-Leste, the Government submits to the National
Parliament the Draft Law on the General State Budget for 2026.

This Draft Law was prepared based on the new Framework Law on the General State
Budget and Public Financial Management, Law No. 2/2025 of April 23.

The General State Budget for 2026 presents all revenues and expenditures of the
bodies and services of the Administrative Public Sector for the period from January 1
to December 31, 2026, and consists of the Central Administration Budget, the Social
Security Budget, and the Budget of the Special Administrative Region of Oe-Cusse
Ambeno.

The Draft Law on the General State Budget for 2026 continues the strategy of
implementing the priorities set out in the Government Program, under the slogan

"Investing in National Transformation, Regional Integration, and Inclusive Develop-
ment ."

The 2026 Budget Proposal is formulated based on the Strategic Objectives of the IX
Constitutional Government, aiming to promote socioeconomic development through
investments in strategic infrastructure, strengthening the economic sector, and
initiatives aimed at improving the well-being of citizens. The Budget reflects the
Government's commitment to driving sustainable, inclusive growth that generates
benefits for all Timorese.

With Timor-Leste's accession to ASEAN confirmed, the budget strategy takes on a
regional dimension, strengthening national competitiveness and creating conditions
to expand opportunities for the private sector. This approach is aligned with the
Strategic Development Plan (2011-2030) and the Program of the IX Constitutional
Government, continuing capital investments in priority infrastructure and integrating
essential reforms—such as new procurement and public contract legislation and the
introduction of multi-year contracts—aimed at improving budget execution efficiency
and the quality of results.

The 2026 Budget also places emphasis on the sustainability of public finances in the
medium and long term, providing for civil service reforms and the promotion of



renewable energy. On the other hand, the creation of the National Development Bank
of Timor-Leste (BNDTL) will play a catalytic role in the economy. By providing
affordable credit and guarantees to priority sectors, the BNDTL is expected to operate
efficiently without relying on state subsidies. At the same time, strengthening the
role of the private sector and economic diversification are highlighted as pillars for
consolidating regional integration and ensuring that economic growth translates into
inclusive development and greater national resilience.

In the area of strategic infrastructure, the proposed 2026 Law allocates US$223
million to the Roads and Bridges Program, consolidating progress and ensuring the
completion of 250 km of national roads, 156 km of municipal roads, and 7 bridges
under construction, in addition to preparing a new portfolio for more than 800 km.
Climate resilience measures are integrated with 6 new bridges and 13 river protection
projects (9,200 meters), reducing vulnerability to flooding and ensuring continuous
access to essential services.

In the oil and mineral resources sector, the allocation of US$194.1 million confirms
the strategic role of this area for fiscal stability and energy security. Noteworthy are
US$66.5 million for the Tasi Mane Project (Suai Base and Zumalai-Natarbora
highway) and US$51.9 million for technical and business advances in Greater
Sunrise, preparing for future exploration and the gas pipeline to Timor-Leste,
alongside the transition of Bayu Undan and geological studies that reinforce the
sector's attractiveness to new investments.

Education remains a priority with $181.7 million, consolidating gains and
addressing challenges of access and quality. $108.9 million goes to basic education
(salaries, school rehabilitation and construction, and classroom operations), $21.7
million to secondary education, and $13.7 million to higher education, including
UNTL and the Betano Polytechnic Institute. Preschool education receives $10.6
million, while curriculum reforms, inclusive education, and technology enhance the
quality of learning.

Electricity receives US$138.5 million to modernize the grid, expand access, and
accelerate the energy transition. New grid assets (substations, underground lines,
and interconnections) are planned, as well as a 72 MW solar power plant in Laleia
and a hybrid solution in Atadro. The rural electrification program will extend service
to 186 more villages, reducing dependence on diesel generators and promoting
energy inclusion.

In health, the allocation is US$138.3 million, distributed among the Ministry of Health,
the HNGV, the National Institute of Pharmacy, and municipal and regional structures.
The focus includes secondary and tertiary care (hospitalizations, specialized
treatments, and infrastructure rehabilitation) and the expansion of primary care
(nutrition, reproductive health, immunization, and NCDs), with emphasis on a new
pediatric building and an ICCU at the HNGV, in addition to strengthening the National
Ambulance and Medical Emergency Service.

In social protection and inclusion, the proposal allocates US$54 million, prioritizing
support for vulnerable families, people with disabilities, and children. The Bolsa da
Mae program is reinforced with $10.3 million (now including preschool) and
launches the pilot program BdMK SANUTRIO, which combines income transfers
with nutritious food for pregnant women and young children. At the same time,
$15 million will go to the Timorese Bishops' Conference and $9.6 million to
religious congregations and foundations, strengthening the partnership with civil
society. 2



The agricultural sector has US$43.4 million at its disposal, which is essential for
food security and rural poverty reduction. The highlight is the National Irrigation
Rehabilitation Program (US$15.7 million) in the main rice and corn producing
areas, complemented by mechanization, seed and fertilizer distribution,
strengthening of veterinary services, and investments in artisanal fisheries,
aquaculture, and sustainable forestry. Cooperatives, youth involvement, and the
expansion of value chains are also promoted.

In addition, the Human Capital Development Fund (FDCH) receives US$20.6 million
for national and international scholarships in critical areas (health, engineering, ICT,
agriculture, and public administration). More than 1,000 students are expected to
benefit in 2026, strengthening human capital in line with market needs.

The 2026 General State Budget Bill includes a set of permanent budgetary policy
measures designed to ensure the sustainability of public finances and promote the
economic and social development of Timor-Leste, notably:

« An allocation of US$436.0 million for investment in Development Capital,
including strategic transport, energy, water, and social services infrastructure
throughout the country;

« A transfer of $123.4 million to EDTL, E.P., ensuring the continued provision of
reliable, affordable, and sustainable electricity throughout the country;

e $55.9 million for the primary health care system, strengthening community
services, particularly in rural areas, and ensuring equitable access to quality
care;

« An allocation of US$50 million for the technical and financial evaluation of
strategic infrastructure and downstream petroleum development projects in
Natarbora and US$50 million to be used to finance technical studies for the
development of the Tasi Mane Project infrastructure.

An allocation of US$37.1 million for decentralization, aimed at developing local
infrastructure and strengthening municipal autonomy;

« An amount of US$29.1 million for the School Meals Program, ensuring nutritious
meals in preschool and elementary school, improving learning and school
retention;

An allocation of US$22.6 million for social and cultural entities, including
US$15.0 million for the Catholic Episcopal Conference and US$6.6 million for
sports associations and vulnerable groups;

* A reserve of US$16.2 million for the justice sector, aimed at modernizing the
judicial system, strengthening land rights, and ensuring equitable access to
justice for all citizens.

In the 2026 fiscal year, it is proposed, as provided for in the law that created the
Social Security system, to transfer the balance of the Social Security budget
calculated in the previous fiscal year to the Social Security Reserve Fund.

The Draft Law maintains the tax exemption regime covering strategic acquisitions by
the State, such as weapons and ammunition for the security forces, medical expenses
incurred abroad, donations from international partners, and income from cooperation
agents under agreements concluded with the Democratic Republic of Timor-Leste, as
well as maintaining the measures relating to selective consumption tax applicable to



non-alcoholic beverages, beer, wine, tobacco, light passenger vehicles, and other
specific goods, with differentiated rates depending on the nature of the product.

It is proposed to authorize the Government to contract or issue up to US$850 million
in new public debt. On the other hand, it also authorizes the contracting of loans to
finance expenses other than strategic infrastructure expenses, namely, expenses in
the areas of oil and gas exploration, refining, and transportation and associated
investments, and in the areas of education, health, training, agriculture,
transportation, tourism, and renewable energy.

The government will also adapt a set of temporary budgetary policy measures, the
most relevant of which include:

e The capitalization of the BNDTL in the amount of US$55.0 million;

e The geotechnical survey in Natarbora, which involves the pre-FEED study for
the LNG plant in Natarbora, the pre-FEED study for the refinery and
petrochemical plant in Natarbora, the study for the marine facility in Natarbora,
the survey and supervision of the Greater Sunrise and Bayu-Undan gas
pipelines, the environmental impact study for the hydrocarbon facility in
Natarbora, and related studies, in the amount of US$60.0 million;

« Increased transfer to Timor Gap for business plan preparation, worth US$25
million;

« Projects and activities in urban areas related to the toponymy policy at the
Ministry of Public Works (MOP) and Infrastructure Fund (FI), in the amount of
US$20.0 million;

« Placement and recruitment of candidates for scholarships for teachers, in the
amount of US$16.0 million.

Approved by the Council of Ministers on September 30, 2025.

The Prime Minister,

Kay Rala Xanana Gusmao

The Minister of Finance

Santina J. R. F. Viegas Cardoso



