THE 2006 BUDGET SPEECH
BY THE RIGHT HONOURABLE CHIEF MINISTER/MINISTER OF FINANCE
DATUK MUSA HAJI AMAN AT THE STATE LEGISLATIVE ASSEMBLY
ON 2ND DECEMBER 2005

'ENSURING CONTINUOUS DEVELOPMENT"

Mr. Speaker,
1. | beg to table the 2006 Budget for the approvahis Honourable House.

2. Let us be grateful to the Almighty for allowingerto table the State Budget
for the year 2006 amidst an environment whereinstiage is peaceful, calm and
moving forward for the sake of development.

Mr. Speaker,

3. Continuous political stability and close co-opiena between state and
federal leaders and among state and federal adraioiss is a fundamental factor
that had put the state's economic and social deredat on a firm footing. The
improvement of road and communication system in skee has opened up
opportunities for the people to enhance interactawnong themselves. The
completion and operation of rural smart schools hedlth centres; and modern
hospitals has improved the level of services ablato the public. The
conclusion that we can draw from this positive depment, other than ensuring
the delivery of good education, health and impdrssnvices to the public at large
is that the provision of these facilities will cteaawareness among the people
about the enhancement of quality of life for theelepment of complete human
beings especially in the rural areas. And, we lag one more month before we
move on to the year 2006 armed with the knowledge tve are confidently
prepared to implement planned economic and soeialdpment.



Mr. Speaker,

4. 2006 is the beginning of the Ninth Malaysia PE&MK 9), and it is
definitely important for us to enhance the publi@mnagement system by
improving work processes as well as delivery sysaeh to improve the standard
of living of the people through the creation oflkkiraining and employment
opportunities and by enhancing the participationth&f private sector. We will
improve our competitiveness and ensure that we lvallable to face increasing
challenges arising internally or a result of lides@ion and globalisation as well
as steep business competition due to ICT. Thathfeom increased oil price and
bird flu will be able to disrupt our efforts andeparation and will be able to stall
the growth of productivity the key to our econondievelopment, if we do not
address these threats wisely and determinedly.

State's Development Direction
Mr. Speaker,

5. Since tabling my maiden Budget for the year 2002001, together we
have continued to strive towards the realisatioNisfon 2020. We faced various
constraints especially weak financial resourcesdepdeting natural resources and
other liabilities as well as legal claims resultifrgm inflexible and lop-sided
agreements and privatisation programmes which fauadividual interests. All
of these are hindering our efforts and now we aoinf) legal suits from certain
parties who want to take advantage of the sitnatiblevertheless, the Barisan
Nasional led government will remain resolute, erecgand focused in wanting to
safeguard the people's interest through fair @istion of wealth and creating
opportunities for them to enjoy meaningful standafrtiving. This state of affairs
encouraged us to resolve seriously to get out cf sttuation. Government policy
and redressal exercises in the management of palfars that have caused
wastage and loss had been successful and will iinced. The previous closed
door approach of dealing with the government hasv fmeen negotiated
transparently to safeguard the public interest.

Mr. Speaker,

6. Hence, despite a deficit budget, the governnmenbmmitted to ensure that
the state's economic fundamentals will remain gtrand vibrant to ensure a
steady economic growth. With the publication ot tBtate's Development
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Direction in the 2005 Budget as the pillar of std&velopment policy, it was
targetted that Sabah will become a developed btatbe year 2015. Now we can
concentrate on the realisation of economic inftedtire, to promote specifically
and aggressively the agriculture and tourism sechsrwell as to accelerate the
growth of manufacturing industry specifically thghu the Kota Kinabalu
Industrial Park (KKIP) and Palm Oil Industrial Ctas (POIC) to add value to
crude palm oil. The government will specificallyctis on the implementation of
the POIC to realize its potential which is project®® be able to generate
investment amounting to RM50 billion for palm oid®ed industry. Besides this,
the government will continue to promote the devalept of the real estate sector,
specifically the low and middle cost housing indysind the provision of basic
amenities including the provision of social infrasture in line with the
government policy of providing appropriate livingusdard to the people.

Rural Development
Mr. Speaker,

7. We are aware that a majority of the populatiee in the rural area, living
in poverty with minimum basic infrastructure. Thigelihood of the rural
populace is as important as those living in theaorlarea though of different
magnitude. Based on the Development CompositexIdB¢l), 2000 - 2003,
which placed Sabah with other states under the deseloped states category,
there is an improvement in our development indexfrom 84.2 marks (2002) to
89.5 marks (2003). This is a good achievement ewatpto other less developed
states in the country. | wish to assure that rueelopment will be given
emphasis through multi approach and through diprowvision of appropriate
allocation for rural development. What is more aripnt is the establishment of
framework for management and the compactness nfedglservices.

Participation in Modern Economy
Mr. Speaker,

8. We are not satisfied with our present achievemddbwever we can be
proud of our Gross Domestic Product growth whichasering around 3.0 to 5.0
percent per annum and projected to be 4.0 to &cGept for 2004. Economic
growth is not an end in itself. What is more intpat is translating economic
growth and wealth into employment opportunitiesymeisiness opportunities and
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improving living standards. To achieve this wed&efocus on work quality and

productivity and to be prepared to venture into erad economy through

productive and skilled manpower and business invest that includes research
to strengthen the state's advantage in exporttedezconomic activities.

Human Capital Development
Mr. Speaker,

9. Hence, as we are aware, education and techiidiairaining is capable of
creating an empowered and dynamic society espgeailbng our youths so as to
be able to be successful in the modern economythoAgh education and
technical training is under the purview of the Fatl&Government, the State
Government will play an active role in the introtlan of global technological
equipment and approaches so that our youths walbbe to master and utilise ICT
in the context of modern economy. Thus, the S&dgernment will give due
emphasis on development of new resources, thdtuiman capital development
through life long learning, introduction and comstion of inforstructure whether
at investigate level or through adaptation of hurcapital skill training. Since in
the future skill and knowledge are important fomrgiag out challenging tasks, all
category of the civil service which form the backbaf the government must be
given the opportunity to further their studies akwmbwledge in the field of
management.

Healthy Environment and Social Welfare
Mr. Speaker,

10. Orderly environmental protection management sschir, river and natural
environment cleanliness for the future generatial get maximum positive
impact if the community is aware about these bénefSimilarly more efficient
utilisation of natural resources will result in teetyield if we understand the need
for sustainable management of natural resourcegiticdl issues regarding
environment prompted us to create data base taatiset information related to
environment. Our effort to promote eco-tourismdmhgndustry will depend on
sustainable management of natural resources ascettort will bear fruit if we
take fast and determined action with the establgtinof the Sabah Water
Resources Council which will be fully operationadxh year, | believe water



resource management which is related to environmestection will be better
planned to ensure sustainability.

Mr. Speaker,

11. The government is mindful of the welfare of ttreedy in this state who are
gualified to receive public assistance, old ageistmse and assistance for
orphans. Hence, the State Cabinet has agreedctease the rate for public
assistance, old age assistance and assistancepfans which will benefit about

41,500 recipients. | hope their welfare will conte to be cared for and they will
be able to continue to live decently in the midstievelopment. The welfare and
health of our children, especially in the ruralaavéll continued to be looked after
through the distribution of free fresh milk to 20p&mary schools in the whole

state. This assistance also include uniform, shodsstationery.

Democracy and Vibrant Management
Mr. Speaker,

12. | have emphasized on the importance of improthegrelationship between
policy, implementation planning and budget to mmlithe impact in the
implementation of development programmes and dsfisgstem. It is important
to have an efficient co-ordination system amongstia¢ée and federal institutions.
The government will facilitate transactions invalgithe public such as payment
of water bills through nominated financial institmt and dissemination of
information through Sabah Net to support transparen hope these endeavours
will enhance public awareness and will increasé tharticipation in government
programmes. Frequent consultation with the pemileesult in a strong, healthy
and caring democratic system and will result in finenation of a co-operative
and caring culture. Though lacking in resource#h vibetter public finance
management since 2002 as reported in the Auditorefa#s report, and due to
effective spending management, we continue to Ike tabuphold our economic
and social responsibilities. Although we are butigg for a deficit, this is to
ensure that development of public utilities andneenic infrastructure that are
much needed will continue to be undertaken and apauilding as well as
planned capital expenditure will not be disruptedas to enhance the operation of
the public service while at the same time crea@ngonducive and friendly
environment for investment.



The Role of Public Agencies
Mr. Speaker,

13. Public agencies that were established to supgovernment policy to
spearhead commercial or socio-economic develophsardg mixed achievement; a
certain number of these agencies do not requirenéial assistance from the
government while a few require full assistance frdme government. The
government will reinvent their capacities and witbress on their management to
undertake drastic restructuring such as reviewihgirt cost of operation,
increasing productivity and to adopt good corporgteernance at all levels
starting with the Board of Directors. As of todayfew public agencies failed to
update their annual financial statements in compbka with the stipulated
schedule, and these statements are necessanytri@aypgbeir business position and
to fathom the performance of the Board of Directarsl management. The
adoption of unit costing on their products or seegi will be a measurement on
their efficiency to face competition in the markethe future of these agencies
will be viewed and appraised from their objectivegler present circumstances.
This appraisal will determine the efficiency, intig and ability of the
management including measuring the performancehef Board of Directors
specifically in the fulfillment of their responslities. To address excess staff, the
process of consolidation, assimilation and ratisadlbn will be taken into
account by the government. As an example, a wgak@y will be assisted in all
aspects by a vibrant government department or ggenth excellent work
culture. The government at present is not takingsttt action because the
government does not wish to see retrenchment @f séan allocation amounting
to RM99.46 million will be provided next year fart (10) public agencies by the
government to show government's determination gBistishe management and
their undertakings.

Locally Made Products
Mr. Speaker,

14. Next year the government will be taking a newrapch to assist the
manufacturing sector in Sabah as measure to redfiee objective of the
government strategic direction by encouraging gowvent departments and
agencies as well as government companies to pwcloaslly made products
through the slogan 'Buy Sabah Made Products'. giivernment will cooperate
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with the Federation of Sabah Manufacturers (FMS) athher local bodies to take
up the challenge by promoting awareness campaigardang locally made
products which are also of good quality and hawrgellent design. Consumers
in Sabah are urged to support this campaign argive priority to locally made
products. | hope this small gesture will act asogmizance to the role of local
private sector as leader of economic growth in rtieufacturing sector of the
state. To promote this campaign the governmenahasated RM400,000 for the
Sabah Industrial Exposition (SIE) next year.

Participation of Bumiputera Entrepreneurs
Mr. Speaker,

15. Bumiputera participation in commerce and induspecifically small and
medium scale enterprises will continue to get gonemnt's concern. Specific and
general programmes which were carried out by sha# federal government
agencies will be continued and enhanced. In gelat this and as a basis for the
continuation of such efforts, the government hadeutaken and completed a
study regarding the participation of Bumiputera rEpteneurs in the economic
sector of Sabah. From this study we have idedtithe problems faced by these
entrepreneurs and are now working out proposedtisnkl to assist these
Bumiputera entrepreneurs so that they will be &blee successful in the fields of
commerce and industry. The combined efforts antkigyy of state and federal
government agencies will be established soon td, leaordinate and implement
the recommendation made in this study. Nevertbelesvish to remind the
Bumiputera entrepreneurs not to abdicate theirarspilities to the government.
Commitments from them will be needed to achievedigsred result.

Women and Moulding of Quality Generation
Mr. Speaker,

16. The State Government is concern with the probland welfare of women
and has given recognition to their progress anélwfipes to contribute towards
the various development and in the moulding of ilpigleneration. The decision
to increase the participation of women in decismaking to 30 percent will
enhance opportunities for women to contribute toawahe development process
in a more meaningful manner.



Mr. Speaker,

17. One of the main strategies in the Ninth Malay®ian to achieve gender
equality is through gender mainstreaming which saké& account the interest and
manpower needs of women. The government will stpih@ Putrajaya NAM
Declaration to strengthen women development effamtsthis region. This
determination will be portrayed through the forntida of Women Development
Masterplan for a period of 10 years which will stanth the RMK9 as the
reference point and guidance for women developnerhe fields of politics,
economic and social. This masterplan will charg¢ ttirection for women
development.

Mr. Speaker,

18. The State Government is committed towards theildnoy of quality
generation as future leaders of this nation . ldalcparties are responsible in the
moulding of quality generation balancing physicavelopment with efforts to
eradicate the threat of social ills such as drugsaland various social ills that are
related to moral decadence. The effort to moulaligugeneration begins with a
stable family and holistic education system whietlirectly will become a barrier
to prevent youths from being involved in sociak.ill The State Government
through the Sabah Women Advisory Council (MPWS) give due emphasis to
education, social and economic affairs and the cibumll work together with
NGOs to get the maximum impact in getting commummgyticipation. | hope
youth activities and programmes in entrepreneurshiping which will be carried
out by the government and will be fully participétey the youths.

Sports and Youth Development
Mr. Speaker,

19. Youths who will become future leaders will beultated with self identity

and will be given discipline, leadership and skidlining as well as enhancement
in knowledge. The government will provide facdégi and endeavour to finance
the maintenance of youth clubs and sport faciliteetacilitate the management of
youth and sporting activities. The government wahtinue to extend the healthy
life style culture programme and to attract moratiis or the public to participate
in the various sports activities and programmesurge our youths as well as
talented and potential athletes to prepare themsete participate in various
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competitions especially at national or internatiolewel with confidence. To
achieve this objective, we have reactivated thenBorGames involving Sabah,
Sarawak, W.P Labuan, Brunei Darussalam and Kaliamarihdonesia.

2006 Budget Strategies
Mr. Speaker,

20. Based on the projected revenue for next year taed provision for
operational expenditure which is increasing, imperative for us to be prudent in
our spending but productive to ensure that the domehtals for economic growth
will achieve the desired target. The public ant/gie sectors must move in
tandem so as to be effective in stimulating ecocognowth. Hence, the 2006
Budget strategies are as follows:

- To ensure effectiveness in the provision and mameagt of public finance,
delivery system and competitiveness;

- To enhance rationalisation, coordination and ctliasan through certain
mechanism amongst all state and federal implengaigyencies;

- To provide economic infrastructure and basic atresiso as to stimulate
economic growth (value added), to support sectdesed under the
Halatuju;

- To ensure sustainable utilization of natural reses and effective
protection of natural environment;

- To develop human capital as agent and catalysinoflern economic
growth and moral development; and

- To ensure the people enjoy enhanced prosperibyigiir enhanced quality of
living standards.

Global Economy
Mr. Speaker,

21. In 2006, growth of the world economy is foreedstio remain unchanged at
4.3 percent The United States continues to oudparfother major industrial

countries, and its economy is forecasted to ex@argl5 percent in 2005 and 3.3
percent in 2006. The European Union economy iscfsted to grow at 1.2
percent in 2005, improving to 1.8 percent in 20@&pan's economic growth, on



the other hand, is expected to remain unchang@dgbercent in both 2005 and
2006.

22. China and India remain the world's fastest gngweconomies, and are
expected to achieve a growth rate of 9.0 percedt7ah percent respectively in
2005. In 2006, their economic growth rate is fasted to moderate to 8.2 percent
in the case of China and 6.3 percent in India's.cas

23. Intra-regional trade is also expected to comtiatia brisk pace given the
robust growth of China and India. As a whole, tASEAN-4 economy
(Indonesia, Malaysia, the Philippines and Thailaisdjorecasted to grow at 4.9
percent in 2005, improving to 5.4 percent in 2006.

Malaysian Economy
Mr. Speaker,

24. The Malaysian economy is expected to grow at fefcent this year,

improving to 5.5 percent in 2006. Growth is expécto be broad-based, with
expansion in all sectors spurred by private investmspending and strong
activities in the services sector. The momentunh vd supported by sustained
private sector activities, favorable external eowment and the government's
continuing efforts to further diversify the econontiyrough new sources of
growth.

25. Per capita income is forecasted to rise by @rtgnt to RM18,995 in 2006,
compared with this year's expected 6.8 percentyoivRM17,741. In Malaysia,
aggregate domestic expenditure in real terms ig@rpd to grow by 5.7 percent
next year, driven mainly by higher investment spegdn the private sector. In
2006, private sector expenditure is expected toeame by 8.1 percent compared
with 7.5 percent in 2005, while growth in publiccg® spending is projected to
slow down by 0.8 percent for the same period.
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State Economy
Mr. Speaker,

26. Despite slower global growth in 2005 due to haghprices, slowdown in
US economy, occurrence of natural disasters, budahd pockets of terrorists
attacks; the Malaysian economy and the State'soeapin particular were able to
weather through these unforseeable shocks andchektdrallenges.

27. Supported by strong commaodity prices and risixgprts, the State's GDP is
estimated to grow by 5.5 - 6.0 percent in 2005.

Mr. Speaker,

28. Being the last year of RMK8, the year 2005 curds to show positive and
strong growth particularly from the agriculture ®ecespecially in the palm oil
sector. Production of CPO has risen by 19 permentach 2.8 million tonnes in
the first 7 months of this year as compared toyasr and it is expected to reach
more that 5 million tonnes this year. At the begngy of RMKS8, the production of
CPO was only 3.7 million tonnes. The agricultuester is also supported by
improved growth from higher production of rubbetriatited to bullish prices of
rubber. The export value of rubber grew from RNMillion at the beginning of
RMKS8 to an estimated export value of about RM200iom at the end of RMKS.

29. Encouraging growth is also seen in the manufagfsector with exports of
manufactured goods registering an increase of g&.Gent to reach RM1.9 billion
in the first 7 months of 2004 and estimated to meaore than RM3 billion by the
end of 2004. This represents an increase of 1@epersince the beginning of
RMKS.

30. The tourism sector is one of the most vibrandtweof the economy.

Significant increase in tourism arrivals is expeded since the beginning of
RMKS8 from 918,523 to 1.77 million in 2004 and ispexted to reach 2 million at
the end of this year. Aggressive marketing coupgtd more international direct
flights to Kota Kinabalu, quality tourism produ@sd committed tourism industry
players are some of the major reasons for suchegedented growth in the
tourism sector in the State.
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Mr. Speaker,

31. Growth can also be seen from higher productfocrade petroleum due to
the escalating prices. Last year, exports of crpd&oleum has risen by 22
percent in the first 7 months of the year to reR&h2.9 billion. The exports of

crude petroleum is expected to surpass RM4.5 hitlas year from RM3.3 billion

at the beginning of RMKS.

32. With encouraging prices of timber-based produtte production of
sawntimber is expected to reach 700,0GChis year as compared to 560,000 m
at the beginning of RMKS8. Last year, the expotumee of sawntimber, plywood
and wooden moulding has shown positive growth.thin first seven months of
2004 exports of uncoated printing and writing pagesw encouragingly at 38.7
percent.

Mr. Speaker,

33. The State registered a healthy trade surplu® dime beginning of RMKS8.
The State's trade balance has grown from RM1.lbiin 2001 to RM5.37

billion in 2003 and is estimated to surpass RM8duilin 2004 and 2005. Exports
grew from RM12.5 billion in 2001 and is estimatedsurpass RM20 billion in
2004 and 2005 in view of the bullish prices of tB¢ate's main export
commodities. Similarly, imports also grew from RM4 billion in 2001 to an

estimated RM14 billion to RM15 billion in 2004 a@605 respectively.

Mr. Speaker,

34. ltis heartening to note that investors' confiehas improved steadily over
the past 5 years. As at 30 June 2005, the totauamof loans extended by
commercial banks has reached RM18.5 billion as ewetg to only RM11.5
billion in 2001. Private investments were charteheainly to the property sector.
Loans extended to the property sector alone wasraded at RM5.5 billion or
about 30 percent of the total loans given out. sThas followed by the loans
extended to the wholesale, retail and hotel seetbrll.2 percent, the
manufacturing sector, 7.1 percent and the agrimiltgector, 7.6percent.
Approved investment into the industrial sector halso shown marked
improvement with an approved total investment of R&® billion in the first 8
months of this year as compared to only RM203.4ignilin the corresponding
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period in 2004. Most of the investments went ithe food, chemical and
transportation industries.

Mr. Speaker,

35. With higher revenue collected by the State Gawent this year and being
the last year of RMKS, public investment is antatgd to expand further in order
to maximise the utilisation of funds allocated unttee RMK8. As at September
2005, the State Government has already spent RMdilk@n while the Federal
Government has already spent RM7.41 billion onotggidevelopment projects in
the State. Expenditure in the first ten month@®5 for the State Government
amounted to RM343.6 million while the Federal Goveent has spent RM1.08
billion for the first nine months of 2005. Pubtionsumption continued to register
steady growth in consonant with the natural riseesurrent expenditure including
emoluments. Private consumption improved substiyntin 2005 with strong
growth seen in the purchase of vehicles as refleloyjethe substantial increase in
loans for the purchase of vehicles amounting to RMJillion as at 30 June
2005. Similarly, both credit consumption and crezhrd spending have also
increased markedly to RM829.8 million and RM435 @iom respectively in the
corresponding period on account of low interestsaéncouraging performance in
the external sector and increased consumers' entalin the performance of the
economy.

Mr. Speaker,

36. For the year 2006, some of the challenges #mes the global economic
growth include soaring oil prices, asset bubbled tiade imbalance. Concerns
over inflation rate has also risen as oil pricesticme to soar. In Asia, interest
rates is expected to rise. Amidst these challentes Malaysian Economy is
expected to be resilient supported by strong ecam@undamentals. The State's
economy is expected to continue its positive growtbmentum at 6.0 - 6.5
percent in the light of favourable commodity prieegsl prevailing strong external
demand for the State's major exports. China addhlbeing the State's biggest
export markets are projecting strong growths of 82rcent and 6.4 percent
respectively in 2006.
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New Sources of Growth (RMK9)
Mr. Speaker,

37. With more new oil discoveries in the State, tleand gas sector is poised
to become one of the key growth sectors in the umedio long term. Other
potential key drivers of growth are the upcomindnP®il Industrial Cluster
(POIC). To develop the economic infrastructurehaf POIC is one of the major
challenges for the state financial management. aksijon in the tourism sector
will also spur towards higher growth in 2006. Rt& investment is envisaged to
be concentrated in the property sector with coetittn of more commercial and
residential properties next year.

38. As we enter into the first year of RMK9, pubiinvestment is expected to
further boost the economy as the Federal Governimastpromised to pump a
total of RM2.3 billion into the State's economy 2006. This represents an
increase of more than RM200 million as comparethéoamount injected in the
first year of RMK8 of RM2.08 billion.

STATE REVENUE

Mr. Speaker,

39. From 2006 onwards, the format for the reventienages will follow that of
the modified Budgeting system as in the other statén this new format, the
revenue estimates are divided into three main oateg) Tax Revenue, Non-Tax
Revenue and Other Receipts.

40. For the year 2006, State revenue is estimat&Mit,586.87 million. The
revised estimate for 2005 amounts to RM1,575.17ianilas compared to the
original estimate of RM1,505.94 million, showing ercess of 4.6 percent. For
2006, as there is no 'one-off' item or additiom&lome either from new source or
revision of the present tax structure, the Stateegument is estimating a revenue
of RM1,586.87 million out of which RM504.26 millioor 31.78 percent is in the
Tax Revenue category; RM883.77 million or 55.69cpat in the Non-Tax
Revenue category and around RM198.84 million o63 2ercent in the Other
Receipts category.
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Tax Revenue
Mr. Speaker,

41. In the Tax Revenue category for the year 20@besSTax is the major
component. Last year, a total of RM442.97millioaswecorded from Sales Tax.
The revised figure for this year is RM461.50 mitlias compared to the original
estimate of RM416.00 million. For 2006, it is estited the same amount, that is
RM461.50 million, will be collected from Sales Tax, about 29 percent of the
total state revenue.

42. Sales Tax on Crude Palm Oil (CPO) continues novige the highest
collection in the Sales Tax component. With theofable variances in respect of
prices, the estimate for 2005 is revised to RM400xllion, an increase of about
11 percent from the original estimate of RM360.00liom. The amount of
RM400.00 million projected for 2006 is on the asption that the price of CPO is
expected to be in the region of RM1,300.00 to RNI@,80 per metric tonne. This
item alone will contribute 87 percent of the Salex component for 2006 with
the contributions from the other two items nam@&sgles Tax on Lottery Tickets
and Sales Tax on Sales of Bets through Slot Mashesimated at RM55.00
million and RM6.50 million respectively.

43. The collection of Land Rents for the year 2085 to be revised downwards
to RM36.00 million from the original estimate of RM.00 million. | am
confident that when Lands and Survey Departmentaments the enforcement
exercise fully next year, expected collection afdarents can be maximised to
reach RM41.00 million whereas Harbour and Wharf igeestimated at RM1.76
million for the year 2006 as compared to the revisstimate of RM1.19 million
for the year 2005.

Non-Tax Revenue
Mr. Speaker,

44. In the Non-Tax Revenue category, Royalties hee rhajor contributors,

estimated at RM526.11 million and also the ove@l earners contributing about
33 percent of the total revenue for 2006. The $toyeDepartment has estimated
RM287.92 million to be collected from Royalty andes on Forest Produce for
2006 and RM329.90 million for the revised estimtiis year. The estimate for
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next year is lower because logs production is etgoeto be only about 4.2 million
cubic metres, with 0.80 million cubic metres forpexs as compared to 4.9
million cubic metres, with 1 million cubic metres be exported for 2005.
Likewise, Export Royalty on Timber Products is aésgected to decrease from
the revised estimate of RM14.20 million this yearan estimate of RM11.65
million next year.

45. The estimate by PETRONAS for Petroleum RoyatyrRM226.54 million
for 2006. The revised estimate for this year an®uo RM276.65 million, an
increase of 42 percent compared to the originamas¢ of RM194.87 million.
This has been expected in view of the surging ndep reaching above USD70
per barrel in August this year. As usual, PETRONASery conservative in its
estimation but this is unavoidable because of thestainty in the trend of oil
prices.

46. Proceeds from Sales of Goods is another maitribator with an estimate
of RM115.61 million, or 7 percent of the total stakvenue, to be collected in
2006 as compared to the revised estimate of RM208illion for this year. The
highest source in this component will be from SafléVater with an amount of
RM96.48 million. Sources in this component whica expected to bring in more
that RM1.00 million include Sale of Birds Nests tidsuting RM13.50 million
and RM1.50 million from Sale of Kernels and Palm @ith the balance of
RM4.13 million from other less significant sales.

Mr. Speaker,

47. Another important contributor in the Non-Tax RBeue category is

Premium. For 2006, collection from Premium is restied at RM113.60 million

or about 7 percent of the total state revenuecottsists of Premium on Round
Logs which is estimated at RM33.60 million and Fremfrom Land Sales which

is estimated at RM80.00 million.

48. Interests and Proceeds from Investment is eggeot contribute RM43.59
million next year. In this component, Dividendsifiic Corporation) tops the list
with an estimate of RM25.00 million and Interest Gash Balance and Short
Term Deposits with RM10.00 million. Others includieterest on Loans to
Statutory Bodies RM4.00 million, Interest on Loats Public Corporation

RM2.00 million and Interest on Other Loans RM2.0d0iam.
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49. From Rents RM22.08 million is estimated for nggar, about the same
amount as the revised estimate of RM21.84 millibrs tyear. The highest
contributor is from Building Rentals with an estimaf RM17.27 million. Of this
amount, RM15.40 million will be from the Rent of &4 Government owned
Wisma Sime Darby. However this amount is for aetimg purpose only as there
are no actual payment to be received until the ehd2007. Sabah State
Government has made an agreement with Wisma SimmbyD®dn Bhd (as a
tenant) to repair and renovate the building at tst of RM25.70 million,
whereby this amount is to be deducted from rerdaghyent. Meanwhile, RM1.52
million is estimated from the Rent of the Wisma Truad for the year 2006.

Mr. Speaker,

50. Fees and Services Payments amount to RM14.8kommifor 2006
consisting mainly of payments for services by Foye®Pepartment RM4.00
million; Railway Department RM0.825 million; Vetaary Department RM0.55
million; Printing Department RM1.40 million; Wat&epartment RM1.52 million;
Public Works Department RM5.00 million and Treasdgpartment RM1.42
million.

51. The Miscellaneous component of the Non-Tax Reeers expected to
contribute RM43.04 million or 2.7 percent of thatstrevenue. The largest item
under this component is Proceeds form Transferoainks to Statutory and Other
Bodies Fund, which is expected to contribute RM@Grlllion in 2006. This item
IS meant to account for the loan repayments byuftat Bodies and Government
Agencies. The balance of RM23.04 million of thismgmnent consists of
miscellaneous revenues of the various departments.

Other Receipts
Mr. Speaker,

52. Under the Other Receipts category, Federal &rmamid Contributions make
up the larger part of this category consisting odr@ in aid of Operating Expenses
of Departments Under the Concurrent List amountingRM49.30 million;
Capitation Grant RM41.77 million; Special Grant R8420 million; Contributions
Towards Implementation Cost of Federal Developninjects RM25.31 million;
Revenue Growth Grant (Part 1) RM4.00 million; andu@ in aid of Operating
Expenses of Sabah Museum RM1.4 million.

17



Mr. Speaker,

53. In respect of the item 'Grant to Replace Impoxtise Duty on Petroleum’
the Federal Government has yet to make decisioproposals that have been
submitted so far. Meetings and discussions ateostigoing and every effort will
be made by the State Government to convince thergeGovernment to approve
what has been proposed. Nevertheless, this outt®iieely to take some time
because of the complexity of the case. WhilstSksie Government may receive
some interim payment, there has not been any ooafiion as to the specific
amounts that will be released. Based on the FeBewdget for the year 2006 in
which the estimated amount of RM150.00 million bagn provided to be shared
between Sabah and Sarawak for this purpose, the GSi@vernment expects to
receive at least RM50.00 million for 2006.

SUPPLY AND DEVELOPMENT EXPENDITURE
Mr. Speaker,

54. In line with plans to ensure the continuationdeizelopment, | propose a
sum of RM1,839.76 million to be allocated for the0B8 budget, which is an
increase of RM64.84 million or 3.65 percent as carad to the revised estimate
for the year 2005 amounting to RM1,774.92 millidaking into consideration the
estimated revenue for the year 2006 which amourfiiMj,586.87 million, the
State estimate for next year will face a deficibamting to RM252.89 million.

SUPPLY EXPENDITURE
Emolument

55. The proposed estimate for emolument amountingMz99.61 million or
27.16 percent of the overall expenditure showslaaion of spending amounting
to RM4.52 million or 0.89 percent as compared ®rivised estimate for the year
2005 which is RM504.13 million. This reduction igedto the controlled intakes to
fill excessive vacant posts. Annual salary incremand revision of salary
following the restructuring of grades and postsairrtie Sistem Saraan Malaysia
(SSM) has been taken into consideration but it Maweoes not include payment
of other perks and labourer’s salaries. If labdsrsalaries under the Recurrent
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Expenditure are taken into account the overalbtdltEmolument will amount to
RM520.26 million.

Recurrent Expenditure
Mr. Speaker,

56. An allocation amounting to RM605.98 million fothe Recurrent
Expenditure shows an increased amount of RM5.78omilbr 0.95 percent as
compared to the revised estimate amounting to RMEDMillion for the year
2005. Among the other components of expenditureclwiaontributes to the
increase includes the capacity management for gheration including the
enforcement management at Land and Survey Depdaramasunting to RM55.13
million, Forestry Department amounting to RM67.88illion and Water
Department amounting to RM105.41 million related siopply activities and
revenue collection; implementing research and dgreént in the forestry sector
and biodiversity development amounting to RM2.92iom and contribution to
Municipal Councils, District Councils and Local Agifrities amounting to
RM39.69 million for environmental conservation inding park areas, sewerage
scheme, development of management and collectigarifage, training in health
inspection and payment of street lighting billg, thee prosperity of the people.

Mr. Speaker,

57. An allocation amounting to RM25.08 million idcadated for transport and
travelling to ensure the smooth and effective mansnt of public sector
following the increase in rates of subsistencevloious posts, and the increase in
diesel prices. Expenditure for the repair and nemiahce of vehicles amounted to
RM19.12 million; for repair and maintenance of gawaent buildings and offices,
and office furnitures amounted to RM30.78 milliomintenance and upgrading of
roads and bridges amounted to RM24.00 million; mesiance and operation of
main drainage system including drainage and inogaamounted to RM25.50
million; and RM11.15 million for restoration of ldnslips and washouts;
maintenance of sea walls and to prevent, improverastore damages caused by
storms and floods. Apart from that, a sum of RM80ndllion has been allocated
for Agriculture, Forestry, Fisheries and VeterinaBervices and Animal
Husbandry and Museum to ensure smooth operatitmgistic and field work.

19



Mr. Speaker,

58. For human resources development and developofef€T programme

under the responsibility of the relevant MinistmpdaDepartment, a total of
RM21.4 million is provided. That amount shows acr@ase of RM11.90 million
which is more than 100 percent compared to thig'yealocation of RM9.5

million. Among the new programmes which will beroduced are IT Master Plan
Update, E-Commerce, Call Centre Project, Job Paial a few other projects
which | believe will be explained further later biye Minister concerned. It is
hoped that programmes under the ICT plan towardrtaeragement of electronic
government will enhance further in tandem with deegelopment of human capital
which is knowledge intensive in the era of modecor®my. As for the other
expenditure under the State Public Service Departinfeublic Sector Training
Institute and Individual Department which includes tgranting of scholarship,
training, seminar and in-service courses; and Rgrégocational training an

amount of RM27.4 million is provided.

Mr. Speaker,

59. Welfare Services programmmes will be given cardd attention. Hence,
the government has allocated an amount of RM24l0omiunder its public
assistance, old age and orphans and children id seggeme. With this amount,
the increase rates for public assistance includlegrecepients’ needs has been
taken into consideration. The quality of food féudents in hostels, trainees in
training centres managed by the Government hashalen raised with new price
rates. To ensure the success of programmes forhYDavelopment and Sports
activities, an amount of RM7.9 million has beenoedited including RM2.50
million for Sabah’s contingent to participate in l9MA next year.

Special Expenditure
Mr. Speaker,

60. A total sum of RM734.17 million is allocated f®pecial Expenditure which
is an increase of RM63.63 million or 9.49 percestcampared to the revised
estimate of RM670.54 for 2005. Among the componemisthis Special

Expenditure is Contribution to Statutory Funds, elthincludes a Contribution to
Development Fund amounting to RM300.00 million, heafor Statutory and
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Other Bodies Fund amounting to RM7.00 million, aNdter Supplies Trust Fund
amounting to RM5.00 million.

Mr. Speaker,

61. An allocation amounting to RM19.31 million isrfeental and purchase of
vehicles and equipment with the purpose of reptpaid vehicles and office
equipment to avoid high cost of maintenance, andngure the smooth running
and comfort in working environment to increase aéincy and productivity. In
line with the promotion of a caring society, thrm@unt also takes into account the
purchase of orthopedic equipment for inmates irfarelcentre to ensure that their
welfare is taken care-of.

Mr. Speaker,

62. To enhance competence in office management aodl&dge in ICT, an
amount of RM5.72 million has also been allocated félectronic Data
Management System (EDMS), purchase of softwaretadknical manuals and
purchase and installation of computers.

63. Provision of clean and sufficient water supply the convenience of the
public and also for foreign investors and to enghesgeneration of high revenue,
an allocation is provided for the management ofewaupply and non-revenue
water amounting to RM6.00 million, payment of BuBlupply rates under the
Privatisation of Water Supply programme amountmdRM55.0 million , arrears
payment to water consessionaires and operationedimentation facility in
Kinabatangan amounting to RM15.2 million.

Mr. Speaker,

64. The State Government is gravely concerned with recent increase in
social ills like drugs abuse, baby dumping andawggisocial ills as reported in the
media. As such spiritual development and religigusdance programmes is
believed able to eradicate these social ills. #dhsa sum of RM20.00 million has
been allocated to Non-Muslims Religions Organisatio Apart from that,
assistance amounting to RM8.00 million has beewmcated for schools with the
intention to give comfort to students seeking kremige and to enjoy physical
facilities and a better school enviroment.

21



Mr. Speaker,

65. Other components under the Special Expenditgiedes RM6.00 million

to be distributed for office fixtures for the Lamadd Survey Department building
which is under construction, and expenditure fax donstruction of the Chief
Minister's Department Complex which has long beé&amped for. Special fund
for POIC has been allocated RM15.00 million, whealguity investment in POIC
Sdn Bhd, KKIP Sdn Bhd and Sabah International Bai(SaDAR) amounts to
RM30.00 million, this however does not involve cash

DEVELOPMENT ESTIMATES
Mr. Speaker,

66. Expenditure under State Fund for developmen2df6 involved a total

amount of RM550.19 million which is RM40.75 milliasr 7.99 percent more as
compared to the revised estimates of RM509.44 anilthis year. This amount
includes, RM5 million for contingencies reserved. @at amount RM357.37

million or 64.9 percent is for continuation prdagcand RM192.82 million or 35.1
percent for new projects.

67. Interms of allocation by sector, an amount Bf387.51 million or as much
as 66.80 percent is for the implementation of dmwelent projects and
programmes under the Economic sector. This seaodivided into several
subsectors such as public utilities; Agriculturedamural Development;
Infrastructure and Communication; Industry and Rogg and some other smaller
subsectors.

68. Development under Public utilities is allocatedum of RM148.70 million
of which RM126.40 million is for the implementatiarf water supply projects,
and RM22.30 million for construction of seweragbeTRM65.54 million for the
development of Infrastructure and Communicatioaliscated to the Ministry of
Infrastructure Development for the implementatiaojgcts, such as roads and
bridges; railway, and ports and harbours servittest, will be carried out by the
various departments under the Ministry. Such ptejezertainly will further
enhance the provision of public facilities and ke tsame time supports the
development of the other sectors.
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Mr. Speaker,

69. Agriculture and Rural Development is providedsam of RM107.94
million. Out of this amount, RM27.41 million is fadrainage and irrigation
projects, RM21.33 million for agriculture developmgrojects, RM14.15 million
for forestry, and the balance amounting RM45.03ionil for agencies such as
veterinary services, rubber industry, fisherieegotagencies under the Ministry of
Agriculture and Food Industry, and SAFODA.

70.  Allocation amounting RM30.94 million providedrfdevelopment under the
Industry and Finance sector is to meet requirem@ft®conomic Industrial
projects such as the palm oil industrial clusteojguts in Lahad Datu; Kota
Kinabalu Industrial Park; construction of shophausethe rural areas, and small
scale entrepreneur activities for the rural pedpkt will be supervised by the
Ministry of Rural Development. The balance of RM&.million under the
Economic sector is allocated for the developmenttairism, Culture and
environment RM9.80 million, feasibility studies, RM8 million, and human
resource development, RM1.8 million. Amongst thestbility studies is the study
on Sabah Land Utilisation which aims to producedglines on policy for the
utilisation of land resources.

Mr. Speaker,

71. A sum of RM137.78 million or 25 percent of tleeal 2006 Development
Expenditure estimates is appropriated for the $ose&ctor. Of this amount
RM68.63 million is for social and rural developmefihis fund which will be
managed by the Ministry of Rural Development aneé tGhief Minister’s
Department is mainly geared towards poverty eraidicaand uplifting the
standard of living of the people in the rural areasum of RM28.49 million is
provided to finance low cost housing and new towmsbrojects, RM12.18
million for city development and local authoritiRM18.39 million is allocated
for the development of sports, construction ofdrs and cultural buildings. The
balance of RM10.09 million is allocated for the dpment of religious facilities,
buildings as well as programmes and activitiesegards to the development and
welfare of women and the younger generation.
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72. The general administration sector is providesum of RM39.9 million.
This allocation is to finance for the constructiand renovation of government
buildings such as Syariah Courts, Government Qusgri@nd for running the
activites of the Land and Survey Department, aeddbvernment Printers.

Mr. Speaker,

73. In terms of distribution by ministries, the My of Infrastructure
Development is the largest recipient amounting RRI24 million or as much as
39.48 percent. This is followed by the MinistryAdriculture and Food Industry,
and the Chief Minister Department which gets a sfifRM93.29 million or 16.96
percent, and RM91.07 million or 16.55 percent respely. The Ministry of
Rural Development is allocated a sum of RM44.83iomlor as much as 8.15
percent. The special allocation programme fortadl $tate legislative areas under
this Ministry is allocated a sum of RM26 millionf @is amount, a sum of RM1.8
million is specifically allocated for the hard cqreor throughout the state. On the
basis that a sum of RM30,000 of the fund is theeefearmarked for each
legislative area.

FEDERAL CONTRIBUTION

Mr. Speaker,

74. Aside from receipt under the State DevelopmemdFamounting RM300
million and other development revenues totalling 3832 million, the Federal
Government will also provide us assistance in trenfof Federal reimburseables
grants and loans amounting RM247.00 million. Thassistance would be for
various programmes as follows:

Federal Reimburseable

RM (million)
Agriculture ... 25.20
Veterinary 71.30
Drainage and Irrigation ... 20.94
117.44
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Federal Loan

Sewerage DBKK 10.00
Water Supply 119.56
129.56

With that amount the overall State Development Eaidépr 2006 totalled
RM797.19 million.

Mr. Speaker,

75. 1 wish to record my appreciation to the Fedéealdership especially to
YAB Dato’ Sri Abdullah bin Hj. Ahmad Badawi, PrinMinister of Malaysia, for
his deep concern towards the development of thie sThe special allocation for
Sabah amounting RM2.3 billion in 2006 to improve basic infrastructures and
social amenities will surely bring about signifitampact on the socio economic
and quality of life in Sabah. The sum given incleiddlocation to upgrade the
Kota Kinabalu International airport, expansion afe@n Elizabeth Hospital and
Universiti Malaysia Sabah as well as the constonctf the Sapulut to Kalabakan
and Sipitang to Tenom roads. This is the benefitsaving a cordial relationship
between the state and the Federal Government. ldwalgo like to record my
thanks to the various Federal Departments and &geraperating in Sabah.
Especifically to the Federal Development Departmetich have provided
cooperation and improved coordination in the adstiation state machineries in
regards to planning and implementation of Develapn@ogrammes. At this
point in time the Federal Development Departmeradise providing assistance to
maintenance works on public infrastructures suchiasict Offices, Mosques and
Balai Raya. This assistance also involves constmuaif basic infrastructures in
the rural areas such as kampung roads, walkwalygsjewater supply and also
rural electricity supply.

Mr. Speaker,

76. Besides that, Federal allocation amounting RM#£llion for the state to
address poverty next year will undoubtedly helpiruour efforts to overcome
issues of poverty in Sabah and hopefully achiewgdti@rget of zero poverty rate.
Hard core poverty has also been given serious tetterwhereby the State
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Government together with the Central Government g4t a target to reduce the
poverty level in Sabah to 6.0 percent from 16.G@et by the year 2010. All this
plans should be fully realized through smooth amdebent implementation
process for the benefits and interest of the peaiplarge.

CONCLUSION
Mr. Speaker,

77. With the ending of RMK8 this year we would hdgarnt many important
lessons related to the management and implememtaficocial and economic
development. We cannot be slow in addressing problthat need immediate
attention and fast remedial action in the contexthe implementation of the
Strategic Development Direction. As such, | urgdemders starting from State
Cabinet Ministers to the ordinary people at thesgnaot level to cooperate and to
place state interests above individual interest8evelopment means change.
Hence we cannot be at the same level either im@aumer of working, manner of
thinking or manner of action. We need to embraew mpproaches based on
science and technology in matters that are affdayeglobal competition of which
Sabah is also exposed to.

Mr. Speaker,

78. To ensure continuous progress, we have to eeheoropetitiveness in all
aspects and strive to increase productivity ancheod the delivery system which
is very critical indeed.

Mr. Speaker,

79. As we all know, the revenue resources for Sapahimited as compared to
the yearly increasing expenditure. Other thand@iudent in our spending, the
government has looked in depth into revenue catlecind to reduce arrears in
revenue collection. 'The Task Force On RevenueeCidin' which is headed by
Ministry of Finance has been formed for this pugosWith the issuance of
guidelines on management of revenue collections ihoped that the revenue
collection can be further improved. At the sanmeeti due attention is also given
to the convenience of the public while making pagteeby diversifying the
channel and methods of payment.
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Mr. Speaker,

80. Public agencies and State Government comparigshvare involved in
commerce and business will need to adopt excellerpporate practice and to
support corporate governance and good practices.wish to record my
appreciation to a number of agencies and governgmnpanies such as Yayasan
Sabah, Sawit Kinabalu Berhad, SEDCO, Sabah Enedypdtation Sdn. Bhd.,
Sabah Development Bank, Sabah Credit CorporaticarjSah Harta Sabah Sdn.
Bhd., Progressive Insurance Berhad, Sabah Land |@ewent Board, Sabah
Tourism Board and a few others which not only hgwed financial performance
but able to contribute to the state consolidatead fthrough loan or dividend
payment. In 2004, dividend payment amounted to KKK million while loan
payment amounted to RM64.58 million. Thus, | haybker state government
agencies and companies will continue to flouriskt year and will become model
for the others.

Mr. Speaker,

81. At every tabling of the annual budget the gowent strives to enhance the
guality and living standard of the people so thatrgbody whether one is living

in the urban or rural area will benefit fairly frobhe accelerated economic
development and progress thus reducing pocketsrmndence of poverty. The

development that we want to achieve will not beuf®d on material development
only but include spiritual development also. Ineliwith Islam Hadhari, the

government endeavours to mould society with stretigious and spiritual values

who are progressive and have self respect, unégardless of ethnicity, race and
religion.

Mr. Speaker,

82. In line with the decision of the Federal Goveent) the State Government
has also agreed to pay bonus in 2005 at the ra®Mdf,500.00 to all members of
the state civil service who are qualified as apiatean of their services to the
development of the state. It is my hope that basus will not be treated as the
absolute right but more as a token of appreciabgnthe government, The
members of civil service must continue to enhartoartprofessionalism and
integrity in carrying out their responsibilities.
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Mr. Speaker,

83. As we are aware, the effectiveness of implemgntgovernment
programmes as tabled in each Budget does not depenthcreased public
expenditure, but more than that, it depends onmlise in the utilisation of public
fund and effective delivery system. | am confiddmat with close rapport and
cooperation and understanding from all parties, shared task will be made
easier to achieve the goal of making Sabah a ssittesd progressive state.

Mr. Speaker,

84. |beg to propose.
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DISTRIBUTION OF SUPPLY EXPENDITURE BY MINISTRIES

Ministry RM Million Percentage
1 Ministry of Finance 544.27 29.58
2 Ministry of Infrastructure Development 401.50 21.82
3 Chief Minister’'s Department 307.24 16.70
4 Ministry of Agriculture and Food Industry 197.96 10.76
5 Ministry of Community Development and 84.22 4.58
Consumer Affairs
6 Ministry of Tourism, Culture and 75.47 4.10
Environment
7 Ministry of Local Government and Housing 56.62 3.08
8 Ministry of Rural Development 49.29 2.68
9 Charged Expenditure 43.86 2.38
10 | Ministry of Resource Development and 32.40 1.76
Information Technology
11 Ministry of Youth and Sports 21.20 1.15
12 Expenditures not included under Ministerial 18.97 1.03
portfolios
13 Ministry of Industrial Development 6.76 0.37
TOTAL 1,839.76 100.00
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DISTRIBUTION OF DEVELOPMENT EXPENDITURE BY MINISTRIES

Ministry RM Million Percentage
1 Ministry of Infrastructure Development 217.24 39.48
2 Ministry of Agriculture and Food Industry 93.29 16.96
3 Chief Minister’'s Department 91.07 16.55
4 Ministry of Rural Development 44.83 8.15
5 Ministry of Local Government and Housing 33.42 6.07
6 Ministry of Finance 20.00 3.64
7 Ministry of Community Development and 12.89 2.34
Consumer Affairs
8 Ministry of Tourism, Culture and Environment 11.41 2.07
9 Ministry of Industrial Development 9.74 1.77
10 | Ministry of Youth and Sports 9.50 1.73
11 Ministry of Resource Development and 1.80 0.33
Information Technology
12 Contingency 5.00 0.91
TOTAL 550.19 100.00
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