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The Honourable Judge Karen Ramagge
Speaker of the Gibraltar Parliament
The Parliament

Gibraltar

Dear Madam Speaker,

| herewith enclose my report on the audit of the public accounts of Gibraltar for the
years ended 31 March 2017 and 31 March 2018, together with the accounts certified
by me. | shall be grateful if you would arrange for the report and accounts to be laid in
the next session of the Parliament, pursuant to section 74(2) of the Gibraltar
Constitution 2006.

Yours sincerely,

A R Sacramento
Principal Auditor
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PART 1 - INTRODUCTION

Reporting Authority

111

1.1.2

11.3

Section 74(1) of the Constitution of Gibraltar requires the public accounts of Gibraltar and of
all courts of law and all authorities and offices of the Government to be audited and reported
on by the Principal Auditor. Section 74(2) requires that such reports be submitted and laid
before the Gibraltar Parliament. Section 74(3) lays down that in the exercise of his functions
under the Constitution the Principal Auditor shall not be subject to the direction or control of
any other person or authority.

The provisions of Part IX of the Public Finance (Control and Audit) Act empower the Principal
Auditor to audit and report on the accounts of every person or body that is in receipt of a
contribution from public monies, or in respect of whom the Government has given a
guarantee to any person, or whose operations may impose or create a liability on any public
monies - not being a body corporate whose accounts the Principal Auditor is for the time
being specifically required or empowered to audit and report on under any other law. A copy
of every such audited account and any report of the Principal Auditor thereon is required to
be laid before the Gibraltar Parliament.

The Principal Auditor is also required to audit the accounts of a number of other bodies, such
as those of statutory corporations, authorities and agencies; and, by agreement, audits other
accounts; and reports thereon in accordance with the relevant legislation. He also has a
statutory obligation to examine liquidators’ accounts in respect of companies in compulsory
liquidation and official trustee accounts of debtors adjudged bankrupt where the winding up
commenced prior to 1 November 2014, the date of the coming into force of the Insolvency
Act 2011.

Audit Evidence

1.21

The audit programme of work, decided annually by the Principal Auditor, is designed to
provide sufficient and appropriate audit evidence in order to offer a reasonable basis for an
opinion to be given on the general accuracy and regularity of the Government’s financial and
accounting transactions. Given the significant volume and diversity of these transactions
such evidence is obtained by applying selective and sampling procedures. In deciding the
level of selective testing and sample sizes, account is taken of the results of in-depth reviews
designed to identify possible areas of weakness and/or risk and also on the degree to which
reliance and assurance can be placed on Treasury, departmental accounting practices and
internal control systems.

Reporting Process

1.3.1

1.3.2

The Principal Auditor has discretion as to the form and content of his annual report on the
public accounts of Gibraltar. However, he generally restricts himself to reporting matters that
he considers significant and/or constitute an actual or potential loss of public resources, a
lack of financial control, an impairment of accountability and a breach of, or non-compliance
with, legislative or other requirements. He does not generally report errors or deficiencies
that, in his opinion, have been, or are being, satisfactorily rectified, except where deficiencies
have resulted in a loss to the public purse. Departments covered in this report are not the
only departments that have been subjected to audit examination since the last report.

Audit views, advice, recommendations and other observations contained in the report on the
annual accounts are discussed with Controlling Officers and Receivers of Revenue who are
requested for their views and comments. Where appropriate, responses from auditees are
summarised for inclusion in the annual report.
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Value for Money Audit

1.41

1.4.2

1.4.3

14.4

1.4.5

1.4.6

1.4.7

Value for Money (VFM) examinations assess the extent to which government departments
and other public bodies have employed their resources; whether financial, human or
material; in the performance of their functions and activities. VFM audits principally provide
independent information, advice and assurance concerning economy, efficiency and
effectiveness in the major fields of revenue, expenditure and the management of resources,
including the evaluation of service quality and the measurement of performance. VFM
reviews also highlight appropriate means of securing improvements in financial control and
value for money, and encourage, support and assist audited bodies in taking proper action
where improvements are shown to be necessary and cost effective in order to enhance
accountability.

Although the Principal Auditor does not yet have specific statutory authority to carry out VFM
examinations he has been doing so, with the support of the Government, since 1992. VFM
reviews do not question the merits of policy objectives. However, the means by which policy
objectives are pursued, the implementation arrangements and controls, the costs incurred
and the results achieved are all legitimate subjects for VFM studies.

The Principal Auditor reports both good practice and management deficiencies. The
selection of topics for investigation is based on a systematic review of government spending
with particular attention given to areas where the largest resources are involved, where VFM
is judged most at risk and where there are greater opportunities to enhance performance.
All studies undertaken as part of the VFM programme should have a lasting benefit to the
audited body through improved service delivery, financial savings and/or improved
governance.

Draft VFM reports are discussed with the audited body concerned with a view to identify any
fundamental differences of opinion on the main facts and conclusions to ensure accuracy
and completeness as well as a balanced and fair presentation. Reports do incorporate
responses received to the main issues raised.

Audit work on VFM reviews conducted so far has generally provided a positive and valuable
effect on departments and other public bodies, by delivering a greater awareness in the
areas covered by the audit programme of VFM studies and from improvements made to
systems and procedures on the specific areas examined.

Five VFM reviews were completed since the audit report on the annual accounts for the
financial year 2015-16 was published. A summary of the main findings and
recommendations is presented in Part 5 of this report.

The Principal Auditor is committed to continue undertaking VFM reviews given that VFM
examinations play a crucial role in providing an independent assessment on whether
government departments and other public entities are spending taxpayers’ money
economically, efficiently and effectively.
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2016-17

General

211

21.2

213

214

21.5

Section 52 of the Public Finance (Control and Audit) Act (“the Act”) requires the Accountant
General within a period of nine months, or such longer period as shall be allowed, after the
close of each financial year to sign and transmit to the Principal Auditor accounts showing
fully the financial position of the Government of Gibraltar at the end of such financial year.

On 26 December 2017, the Minister responsible for Finance granted an extension for the
said public accounts to be submitted to me by the Accountant General, in accordance with
the provisions of Section 52 (1) of the Act, until such time as the Supplementary Appropriation
Bill was sanctioned by Parliament and the Appropriation Act was published in the Gazette.

The Accountant General submitted to me on 3 April 2018 an advance draft of the public
accounts of Gibraltar for the financial year ended 31 March 2017, pending the publication of
the Supplementary Appropriation (2016/2017) Bill.

Pursuant to Section 52 of the Act the Accountant General submitted to me on 28 July 2021
the public accounts of Gibraltar for the financial year ended 31 March 2017, subsequent to
the publication of the Supplementary Appropriation (2016/2017) Act 2021 in Legal Notice No.
14 of 2021 of the First Supplement to the Gibraltar Gazette No. 4881 of 27 July 2021, which
provides, inter alia, for the appropriation of further sums of money to the service of the year
ended 31 March 2017 in respect of Consolidated Fund Recurrent Expenditure; Consolidated
Fund Contributions towards the Social Assistance Fund and the Improvement and
Development Fund; Recurrent Expenditure of Public Undertakings; and Capital Expenditure
of Public Undertakings.

However, the Accountant General re-submitted to me the final set of accounts on 28
November 2023 after all adjustments and amendments to the public accounts of Gibraltar
had been carried out.

Statement of Assets and Liabilities

2.21

2.2.2

The Statement of Assets and Liabilities, prepared as part of the public accounts of Gibraltar,
does not reflect a large number of government assets, as the government accounting system
is principally maintained on a cash basis, except for interest earned on investments, as well
as investments, which are accounted for on an accrual basis. Assets not shown include
government housing and buildings, vehicles, debtors, as well as shareholding in government-
owned companies and joint venture companies. Liabilities, such as sundry creditors are
similarly not shown in the statement.

The Statement of Assets and Liabilities therefore represents mainly year-end cash assets
and liabilities. A note to this effect appears in the Notes to the Accounts in the Annual
Accounts.

Consolidated Fund

231

2.3.2

General - The Consolidated Fund consists of all revenues and other monies raised or
received for the purposes of the Government of Gibraltar, except revenues or other monies
that are payable by or under any law into some other fund. All expenditure from the
Consolidated Fund must be authorised by an appropriation law or by the Gibraltar
Constitution or any other law in force in Gibraltar.

The Consolidated Fund Balance on 31 March 2017 stood at £119.72m, compared to
£84.68m on 31 March 2016, an original estimate of £93.69m and a forecast outturn of
£115.47m.
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233

2.3.4

2.3.5

Consolidated Fund - Revenue - Recurrent revenue during the financial year 2016-17 was
£655.72m, compared to an original estimate of £590.79m, a forecast outturn of £653.76m
and an increase of £74.18m (12.76%) compared to the previous year’s recurrent revenue
yield of £581.54m. The year-on-year rise was due to increases in receipts principally from
Company Tax £26.50m, Import Duties £14.61m, Stamp Duties £14.74m, Income Tax
£6.74m, Gibraltar Electricity Authority — Sale of Electricity to Consumers — Other Revenue
£3.35m, Group Practice Medical Scheme £2.17m, Court Fees £1.20m, Widows’ and
Orphans’ Pensions Scheme Contributions £0.90m, Recovery of Airport Fire and Rescue
Service Costs — MOD £0.84m, Airport Departure Tax £0.73m, General Rates and Salt Water
Charges £0.65m, Dividends from Government Shareholdings — AquaGib Ltd £0.60m,
Gambling Charges and Fees £0.41m, Fees and Concessions £0.35m, Land Registration
Fees £0.35m, Gibraltar Electricity Authority — Commercial Works £0.29m, Sale of Electricity
to Consumers: Billed Charges to Consumers £0.28m, Other Reimbursements £0.25m,
Airport Landing Fees £0.25m and Companies House Fees £0.22m. On the other hand, there
was a year-on-year decrease in Dividends from Government Shareholdings — Gibtelecom
Ltd £2.12m, House Rents £0.54m, GHA Services Provided to MOD £0.25m and Kings
Bastion Leisure Centre £0.21m.

The titles of the Receivers of Revenue and Controlling Officers referred to hereunder are as
specified in the Approved Government of Gibraltar Estimates of Revenue and Expenditure
2016-2017, notwithstanding that the titles might have changed at the time | requested an
explanation for a variance. However, if the responsibilities changed to a different Receiver of
Revenue or Controlling Officer at the time that | requested an explanation for a variance, |
have then made reference to the latter Receiver of Revenue or Controlling Officer.

| hereunder provide the explanations received from Receivers of Revenue for the major
variances between original estimates and actual revenue during the financial year 2016-17:

Head 1 — Income Taxes
Subhead 1 — Income Tax

Original Estimate - £150,000,000 Actual Revenue - £154,840,062

The Commissioner of Income Tax informed me that the primary contributors towards the
increase were:

e anincrease in the annual average earnings;

¢ continuous progress made by the Income Tax Office in the timely payment by employers
of current PAYE; and

e growth in the finance, gaming and construction sectors.

Head 1 — Income Taxes
Subhead 2 — Company Tax

Original Estimate - £105,000,000 Actual Revenue - £135,682,730

The Commissioner of Income Tax explained that the reason for the increase was attributable
to a growth in the collection of corporation tax from the gaming, insurance and finance
sectors.

Head 2 — Duties, Taxes and Other Receipts
Subhead 1 — Import Duties

Original Estimate - £150,000,000 Actual Revenue - £166,492,897

The Collector of Customs informed me that the budget for Import Duties is set by the Office
of the Financial Secretary. He further explained that the reason for the positive variance
between the estimated revenue and actual revenue collected was due to an increase in

4
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volume of imports of cigarettes, fuel oil, motor spirits and other dutiable items. Additionally,
there was a rise in the import duty collected as a result of a budget increase in the import
duty payable on water pipe tobacco from 12% ad valorem duty to £3 per kilo (representing a
three-fold increase in import duty on this commodity).

Head 2 — Duties, Taxes and Other Receipts
Subhead 4 — Stamp Duties

Original Estimate - £22,000,000 Actual Revenue - £19,650,640

The acting Accountant General informed me that the estimate for Stamp Duties is provided
by Land Property Services Limited based on the previous year’s collections, as it is difficult
to predict with accuracy the volume of real property transactions that will occur in the year.
The acting Accountant General added that the Treasury’s estimates submission was
increased by the Office of the Financial Secretary.

Head 3 — Gambling Charges, Fees and Lottery
Subhead 1 — Gambling Charges and Fees

Original Estimate - £14,000,000 Actual Revenue - £15,266,369

The Principal Secretary, Education, Justice and International Exchange of Information,
informed me that the Gambling Division’s revenue estimate for the financial year 2016-17
was based on the minimum amount of revenue expected to be received. The Principal
Secretary added that it is always difficult to calculate the exact revenue to be received from
their licensed gaming operators as they do not know for certain how they will perform, and
the operators do not provide forecast figures either. Nevertheless, the Principal Secretary
further explained that the main variance to the estimate resulted from the delay in the merger
of one gaming company with another and as a consequence the fees from the company were
omitted in the estimates calculation; additionally, one other gaming operator that was
licensed in March 2016 was also inadvertently omitted from the estimate.

Head 3 — Gambling Charges, Fees and Lottery
Subhead 4 — Government Lottery - Surplus

Original Estimate - £1,000 Actual Revenue - £591,861

The acting Accountant General explained that the £1k estimate was a token figure and that
due to the wide variations that can occur in annual surpluses this is not reflected in
Consolidated Fund Revenue until the surplus is established, and the transfer is effected at
the end of the financial year.

Head 4 — Rates and Rents
Subhead 1 — General Rates and Salt Water Charges

Original Estimate - £24,000,000 Actual Revenue - £24,576,489

The acting Accountant General explained that the estimates figure is normally provided by
Land Property Services Limited, who had informed her that the positive variance was
attributable to an increase in collections as a result of the arrears recovery efforts.

Head 4 — Rates and Rents
Subhead 2 — Ground and Sundry Rents

Original Estimate - £2,500,000 Actual Revenue - £3,240,916

The acting Accountant General informed me that the Ground and Sundry Rents revenue
estimate is also provided by Land Property Services Limited based on the level of rents billed

5
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in the previous financial year. The company explained that the increase in revenue was due
to an increase in rents throughout the year in addition to the increased arrears recovery
efforts.

Head 5 — Departmental Fees and Receipts
Subhead 8 — Fees and Concessions

Original Estimate - £2,100,000 Actual Revenue - £2,523,909

The Chief Secretary informed me that the positive variance of £423,909 was due to the
increased services announced for the summer season in 2016 which resulted in additional
weekly services by the flight operators. It should be noted that the Fees and Concessions
revenue subhead largely comprises income derived from ground handling fees in addition to
the non-aeronautical revenue stream resulting from concessionaires’ fees received from
retail and catering outlets at the Gibraltar International Airport.

Head 5 — Departmental Fees and Receipts
Subhead 11 — Group Practice Medical Scheme

Original Estimate - £52,000,000 Actual Revenue - £53,632,722

The acting Medical Director of the Gibraltar Health Authority informed me that the increase
of £1.63m in revenue was as a result of an increase in the Group Practice Medical Scheme
contributions collected in the financial year against the revenue estimate.

Head 5 — Departmental Fees and Receipts
Utilities — Gibraltar Electricity Authority
Subhead 19(c) — Sale of Electricity to Consumers: Other Revenue

Original Estimate - £Nil Actual Revenue - £3,347,503

The Finance and Administration Director explained, on behalf of the Chief Executive Officer
of the Gibraltar Electricity Authority, that the revenue amounting to £3.30m was in respect of
electricity units supplied to GMES Ltd, who in turn sold the electricity to the Ministry of
Defence. This came as a consequence of the shut-down of the ex-ISGS (Inter Services
Generating Services) Power Station.

Head 5 — Departmental Fees and Receipts
Utilities — Gibraltar Electricity Authority
Subhead 23 — Commercial Works

Original Estimate - £4,000,000 Actual Revenue - £2,896,878

The Finance and Administration Director also explained to me, on behalf of the Chief
Executive Officer of the Gibraltar Electricity Authority, that the unfavourable variance in
revenue of £1,103,122 was mainly attributable to the non-collection of outstanding revenue
from works brought forward from the previous financial year.

Head 5 — Departmental Fees and Receipts
Subhead — 50 House Rents

Original Estimate - £2,000,000 Actual Revenue - £2,417,231

The Principal Housing Officer informed me that the increase in House Rents revenue was as
a direct result of implementing the underlisted policies that, in conjunction with other
Government departments and agencies, form part of the arrears recovery strategy.
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¢ Withholding of zone parking permits to those owing House Rent arrears until these were
settled;

¢ Non-allocation of new boat marina berth to those with House Rent arrears until these
were settled;

¢ Non-allocation of shed/stores to those in arrears of House Rent until these were settled;

e Changes of Tenancies, e.g. changes to particulars, such as inclusions to households
not authorised unless House Rent arrears were settled;

e Non-approval of flat exchanges or upgrades of flat until House Rents arrears were
settled;

¢ On the authority of the Chief Secretary and Human Resources Manager, all civil servants
and public servants who had a Government tenancy were required to pay their House
Rents by way of payroll deduction;

e Encouraging the payment of House Rents by way of automated payment (such as
standing orders, online payment or deduction at source from former civil servants’
pensions) rather than physical payment at the Counter; and

o Staff from other Government departments were seconded to the Housing Department to
assist with the one-to-one interviews with tenants in arrears.

Head 5 — Departmental Fees and Receipts
Subhead 62 — Court Fees

Original Estimate - £250,000 Actual Revenue - £1,805,703

The Chief Executive, Gibraltar Courts Service informed me that the approved budget for the
year was an estimated forecast based on revenue collected solely on court fees for
applications received through the Court counters in the preceding financial years. This
forecast, she highlighted, can never be accurate as it is impossible to envisage the number
of court applications that will be received during the year. The Chief Executive added that
the approved estimate for the year did not include the amount of poundage that may be
collected from the sale of arrested ships as it is evidently not possible to foresee the number
of ships, if any, that may be arrested and sold by the Admiralty Marshal during the course of
the year. She reported that in the financial year 2016-17 the revenue collected in respect of
poundage arising from the sale of six vessels was £1,688,312, whilst the sum collected in
court fees was £117,391.

Head 5 — Departmental Fees and Receipts
Subhead 72 — Kings Bastion Leisure Centre

Original Estimate - £550,000 Actual Revenue - £Nil

The acting Senior Executive Officer, Culture and Heritage informed me that as from 1
January 2015 the running of the King’s Bastion Leisure Centre has been carried out by a
privately owned company. Under the terms of a service agreement between this private entity
and King’s Bastion Leisure Centre Company Limited, a wholly-owned government company,
the income collected from the leisure centre is credited to the government-owned company
and therefore no longer constitutes Government revenue. As a consequence, the revenue
estimate for the financial year 2016-17 should have been zero, nevertheless the department
erroneously submitted the same revenue bid as in previous years thus creating a negative
variance of £0.55m.

Head 5 — Departmental Fees and Receipts
Subhead 73(a) — Revenues Received: Mega Concert

Original Estimate - £1,000,000 Actual Revenue - £1,413,913
In his reply the acting Senior Executive Officer, Culture and Heritage informed me that the

department had underestimated their budget submission. However, he emphasised that the
exact amount of people that attend the festival is difficult to predict. The acting Senior

7
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2.3.6

2.3.7

2.3.8

2.3.9

Executive Officer also informed me that the department had sold more VIP and VVIP
Corporate Boxes than envisaged, thereby significantly increasing the revenue collected.
Additionally, the producers were able to obtain more sponsorship revenue than originally
estimated at the time of the budget submission.

Head 6 — Government Earnings
Other Fees and Receipts
Subhead 2 — Widows’ and Orphans’ Pension Scheme Contributions

Original Estimate - £1,000 Actual Revenue - £901,972

The Accountant General explained that the £1k estimate sum was a token figure given that
the collection of the Widows’ and Orphans’ Pension Scheme contributions was dependent
on when the Amendment to the Pensions (Widows and Orphans) Act was passed through
Parliament (the Bill had been tabled in Parliament in July 2015). This was done in August
2016 and the revenue reflects collections from August 2016 to March 2017.

Head 6 — Government Earnings
Other Fees and Receipts
Subhead 6 — Other Reimbursements

Original Estimate - £1,500,000 Actual Revenue - £3,365,517

The Accountant General informed me that the positive variance is attributable to the transfer
of employer pension contributions to Consolidated Fund Revenue as a result of members of
the teaching profession being given retrospective eligibility to retire under the Pensions Act.
The employer’s share of the pension contributions standing to their name in the relevant
contributory pension scheme(s) was returned to the employer, i.e. the Government of
Gibraltar.

Consolidated Fund — Expenditure - Recurrent expenditure for 2016-17 stood at £575.68m,
compared to an original estimate of £570.47m, a forecast outturn of £577.97m and an
increase of £36.79m (6.83%) compared against the previous year’s recurrent expenditure of
£538.89m.

Consolidated Fund — Expenditure — Consolidated Fund Contributions - There was a
contribution of £25.00m from the Consolidated Fund to the Improvement and Development
Fund in the year 2016-17 unlike the previous financial year where there was no contribution.
There was also a contribution of £25.00m to government-owned companies during the year
which was identical to the contribution made in the previous year, and which | comment in
paragraph 2.3.8 below. Furthermore, there was a transfer from Government Surplus to the
Social Assistance Fund of £20.00m which was the same as the previous year’s transfer.
There was no exceptional expenditure in the year 2016-17 unlike the previous year where
the sum of £0.02m was spent on costs relating to the Dr Giraldi Home Inquiry.

The information | requested from the Financial Secretary regarding the contribution of £25m
from the Consolidated Fund to government-owned companies in the financial year 2016-17,
together with his reply and a similar query made in relation to the contribution of £25m in the
subsequent financial year 2017-18 under Head 53 Subhead 1 Contribution to Government-
Owned Companies, is found in paragraph 2.8.6.

| draw attention hereunder to the reasons provided by Controlling Officers regarding the
major variances between the original estimates and the actual expenditure for the financial
year 2016-17, which in my opinion warrant an explanation:

Head 03 — Pensions
Subhead 1 — Pensions

Original Estimate - £33,000,000 Actual Expenditure - £34,364,821
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The acting Accountant General explained that pension payments are difficult to project with
accuracy, nevertheless, the Treasury estimate had been reduced from their submitted figure
of £34.40m.

Head 03 — Pensions
Subhead 2 — Gratuities under the Pensions Act and Parliament Act

Original Estimate - £1,000,000 Actual Expenditure - £526,286

The acting Accountant General informed me that it is similarly very difficult to provide an
accurate estimate of the gratuities that will be paid during the year and therefore a token sum
of £1m is reflected every year in the Estimates. In the financial year ended 31 March 2017
gratuity payments fell short of the token £1m by £0.47m.

Head 1 — Treasury
Subhead 2 — Other Charges — (3) Insurance Premiums and Claims

Original Estimate - £1,050,000 Actual Expenditure - £602,297

The acting Accountant General explained that the positive variance of £0.45m was as a result
of the budget sum including the cost of the Residential Property Protector premium which
was subsequently paid by Gibraltar Residential Properties Limited, on behalf of Gibraltar
Capital Assets Limited, this being the proper charge according to the acting Accountant
General.

Head 1 — Treasury
Subhead 2 — Other Charges — (6) Circulating and Commemorative Coinage Expenses: (a)
Circulating Coinage Expenses

Original Estimate - £365,000 Actual Expenditure - £61,145

The acting Accountant General informed me that the reason for expenditure falling short of
the estimate was primarily because no coinage orders were made due to the prolonged
negotiations of the circulating coinage contract. She explained that coinage requirements
throughout 2016-17 were met from existing stocks which were not replenished during the
year.

Head 2 — No.6 Convent Place
Subhead 2 — Other Charges — (17) Ex-Gratia Payments

Original Estimate - £50,000 Actual Expenditure - £790,546

The Chief Secretary informed me that the approved estimate of £50k was insufficient to meet
ex-gratia payments approved by the Chief Minister, which were not known at the time of the
estimates preparation.

Head 11 — Government Law Offices
Subhead 2 — Other Charges — (7) Legal Consultancy Services including Private Sector Fees
for Legal Advice

Original Estimate - £1,345,000 Actual Expenditure - £2,812,240

The Senior Executive Officer, Advisory and Parliamentary Counsel Offices informed me that
the budgetary bid of £1.35m for 2016-17 was made by the Chief Secretary, who had up till
then been the Controlling Officer for this subhead of expenditure. However, at the start of the
financial year 2016-17, the control of this vote of expenditure was transferred to the Senior
Executive Officer, Advisory and Parliamentary Counsel Offices. The latter explained that the
bid is calculated after writing to all government departments and aggregating their respective

9
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requests. The annual average expenditure in this subhead, which is approximately under
£3m, is also taken into account. Nevertheless, the bid presented at Estimates time is usually
reduced by the Office of the Financial Secretary. She further explained that she has to work
very closely with the Office of the Financial Secretary given that it is very difficult to manage
this budget as Government’s requirements in this area are largely demand-led.

Head 14 — Health
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority: (a) Contribution from Revenues Received

Original Estimate - £56,431,000 Actual Expenditure - £58,248,598

The acting Accountant General explained that the Contribution from Revenues Received
made to the Gibraltar Health Authority reflected actual revenue collected under Consolidated
Fund Revenue Head 5 Subheads 11, 12, 13 and 14 which collectively showed the same
variance of £1.82m.

Head 14 — Health
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority: (b) Additional Contribution

Original Estimate - £42,809,000 Actual Expenditure - £56,273,000

The acting Accountant General informed me, from information provided by the Senior
Executive Officer, Finance Department at the Gibraltar Health Authority (GHA), that the
estimate for the year is based on the GHA'’s Estimates submission. The budgetary overspend
of £13.46m was the result of increased expenditure relating to direct patient care, largely in
the areas of Sponsored Patients (£8.40m), Relief Cover (£3.85m) and Drugs (£1.44m).

Head 16 — Utilities
Subhead 2 — Other Charges - Electricity — (1) Contributions from the Consolidated Fund to
the Gibraltar Electricity Authority: (2) Contribution from Revenues Received

Original Estimate - £25,552,000 Actual Expenditure - £29,105,571

The Financial Secretary informed me that the excess variance of £3.55m arose from the
decision taken during the course of 2016-17 to properly reflect the cost of the electricity
consumed by the Ministry of Defence (MOD) as an income stream for the Gibraltar Electricity
Authority as opposed to the earlier practice of netting this revenue against expenditure. The
electricity produced by the Authority is supplied to the MOD through Gibraltar Mechanical
and Electrical Services Ltd (GMES), who in turn bills the MOD. The revenue derived is
therefore a reimbursement to the Authority of the amount received by

GMES from the MOD.

Head 16 — Utilities

Subhead 2 — Other Charges - Electricity — (1) Contributions from the Consolidated Fund to
the Gibraltar Electricity Authority: (b) Contribution from Revenues Received — Commercial
Works

Original Estimate - £4,000,000 Actual Expenditure - £2,896,878

The Financial Secretary explained that the savings of £1.10m was directly attributable to
lower than budgeted revenue, relating to Commercial Works under the Gibraltar Electricity
Authority, having been received in the financial year. The unexpected drop in this revenue
stream was as a result of two major projects, that had been scheduled for that year, not
materialising.

10
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Head 16 — Utilities
Subhead 2 — Other Charges - Electricity — (1) Contributions from the Consolidated Fund to
the Gibraltar Electricity Authority: (c) Additional Contribution

Original Estimate - £21,285,000 Actual Expenditure - £22,043,000

The Financial Secretary explained that the higher than budgeted contribution amounting to
£0.76m was as a direct result of an under-estimation of the expenditure chargeable to the
Gibraltar Electricity Authority’s ‘Purchase of Electricity: Additional Generating Capacity’
account.

Head 17 — Collection and Disposal of Refuse
Subhead 2 — Other Charges — (1) (a) (i) Wages

Original Estimate - £2,140,000 Actual Expenditure - £2,434,418

The Chief Executive (Environment) wrote to me on 30 May 2019, explaining that the excess
expenditure of £294,418 was as a consequence of having to provide cover for an employee
who was suspended in addition to another worker who was removed from duty. Moreover,
cardboard collection was an extra task that had to be carried out by two refuse collectors and
one driver. She added that both the human resources cover and the additional cardboard
collection duties had been unforeseen when the Estimates were prepared.

Head 18 — Gibraltar Health Authority — Elderly Residential Services Section
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority — Elderly Residential Services Section: (b) Additional Contribution

Original Estimate - £16,493,000 Actual Expenditure - £16,140,000

The acting Accountant General informed me, after obtaining the necessary explanations from
the Finance Manager of the GHA Elderly Residential Services Section, that the positive
variance in the additional contribution made to the Elderly Residential Services Section of
the GHA was largely due to the Dementia Residential Facility not having opened during the
financial year 2016-17 even though £1.50m had been budgeted for this purpose. By contrast,
excess expenditure was incurred in the sum of £1.17m as a result of the opening of two floors
at the John Mackintosh Wing. The difference between the two lead to the £0.35m net saving
in expenditure.

Head 24 — Economic Development
Subhead 1 — Payroll — Economic Development: 1(a) Salaries

Original Estimate - £215,000 Actual Expenditure - £1,206,917

Head 24 — Economic Development
Subhead 1 — Payroll — Training: 1(f) Salaries

Original Estimate - £674,000 Actual Expenditure - £Nil

The Principal Secretary (Economic Development) explained that both variances are as a
result of the Government having decided to merge all the Salaries expenditure relating to the
different sections/units under Head 24, namely Subhead 1(1)(f) Training; Subhead 1(1)(k)
European Union Programmes Secretariat; and Subhead 1(1)(p) Invest Gibraltar Unit, into
Subhead 1(1)(a) Economic Development. This meant that the actual expenditure under Head
24; Subhead 1 Economic Development (1)(a) Salaries increased from £309,072 to
£1,206,917 whilst the other three ‘Salaries’ subheads were reduced to zero expenditure as
shown in Figure 1 hereunder:

11
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Figure 1
Expenditure Subhead From To
Head 24, Subhead 1 Economic Development (1)(a) Salaries £309,072 £1,206,917
Head 24, Subhead 1 Training (1)(f) Salaries £470,510 £0
Head 24, Subhead 1 EU Programmes Secretariat (1)(k) Salaries £208,723 £0
Head 24, Subhead 1 Invest Gibraltar Unit (1)(p) Salaries £218,612 £0
Totals £1,206,917 £1,206,917

Head 25 — Equality and Social Services
Subhead 2 — Other Charges — (5) Contributions from the Consolidated Fund to the Care
Agency (b) Additional Contribution

Original Estimate - £16,165,000 Actual Expenditure - £14,974,000

The Senior Executive Officer, Equality and Social Services informed me, from explanations
provided by the Finance Manager of the Care Agency, that the net under expenditure of
£1.19m was due to: a substantial number of vacancies in the Agency (£847k); savings on
overtime (£238k); the effect of the vacancies resulted in savings on employer’s pension
contributions (£32k); following an increase in foster care there were less children in full time
care (£63k); savings in domiciliary care (£269k); savings in day centre expenditure as a result
of budgeting to have the day centre service open for an additional day that did not materialise
in the financial year (£28k); and other sundry savings (£129K). Conversely, there was an
increase in the payment of allowances following the application of the Agenda for Change
Agreement (£41k); an underestimate in employer’s share of social insurance contributions
(£20k); an increase in relief cover expenditure due to the number of vacancies (£107k); the
cost of a service user who had to be relocated abroad that was unforeseen at Estimates time
(£116K); increase in cost of insurance premium (£14k); increase in IT support expenditure
(£20K); ex-gratia settlement (£25k); and other sundry items of additional expenditure (£62k).

Head 27 — Housing - Administration
Subhead 2 — Other Charges — (3) Contribution to Housing Works Agency

Original Estimate - £8,056,000 Actual Expenditure - £7,606,000

The Principal Housing Officer informed me that the under expenditure was primarily as a
consequence of budgeting for the vacant non-industrial posts which remained unfilled during
the year. This had an effect in the subheads of expenditure of Salaries; Bonus Payments;
and Employer's Social Insurance Contributions under the Housing Works Agency. The
Principal Housing Officer added that there was also a decrease in the Materials subhead of
expenditure as a result of the reduction in operatives; and in the Self Repair Scheme subhead
of expenditure as this is largely demand led and was not taken up by new tenants.

Head 30 — Social Security
Subhead 2 — Other Charges — (6) Payment to Social Assistance Fund — Import Duty

Original Estimate - £15,000,000 Actual Expenditure - £7,900,000

The Financial Secretary informed me that as reported in previous years, the level of
contribution made to the Social Assistance Fund out of this subhead of expenditure continues
to be determined by the actual level of expenditure incurred by the Fund in any given year
before the contribution to Gibraltar Community Care is effected. The Financial Secretary
explained that this accounting approach was adopted following Government’s policy decision
to exclusively fund the Social Assistance Fund’s contribution to Gibraltar Community Care
from the Government’s recurrent surplus. He added, that only in the unlikely event that the
Government surplus were to prove insufficient, would this subhead provide the element of
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funds required to allow the Social Assistance Fund to meet the contribution payment to
Gibraltar Community Care. The Financial Secretary said that it is for this reason that a
prudent approach is taken at Budget time to provide for these costs; however, by the time
the Estimates book is produced with the Forecast Outturn, the Government is in a position
to determine its surplus and decide how much should be shown as a contribution to Gibraltar
Community Care from that surplus — this then results in a saving from this subhead.

Head 32 — Education
Subhead 2 — Other Charges — (5) Scholarships (a) Mandatory

Original Estimate - £15,138,000 Actual Expenditure - £15,982,058

The Education Adviser, acting for the Director of Education, explained that the variance of
£844,058 was attributable to an acute increase in postgraduate studies as a result of a
Gibraltar Government policy to award these scholarships as a continuation of the
undergraduate degree.

Head 39 — Sport and Leisure
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Sports and Leisure Authority (b) Additional Contribution

Original Estimate - £4,549,000 Actual Expenditure - £5,211,000

The Chief Executive Officer of the Gibraltar Sports and Leisure Authority informed me that
the excess expenditure of £662k was primarily due to: Water Expenditure (£210Kk) - increased
water costs due to ineffective swimming pool plant room in addition to a major fault with the
hockey pitch watering tank; Overtime (£108k) - increased overtime to ensure minimum
manning levels; Sports Grants (£118k) - increased costs due to participation in the Gotland
Island Games as well as the cost of 33 extra representatives of the organising committee
and partners for the Gibraltar 2019 Island Games; Temporary Assistance (£60k) - increase
in summer staff due to demands of the summer sports programme; Hosting of Special Sports
and Leisure Events (£51k) - added events during the year that were not included in the
original budget submission; and Revenue Received (£112k) - advertising scheme revenue
did not materialise as had been expected.

Head 40 — Culture and Heritage
Subhead 2 — Other Charges — (3) Cultural Expenses and Activities (c) Mega Concert

Original Estimate - £1,500,000 Actual Expenditure - £3,485,441

The acting Senior Executive Officer, Culture and Heritage explained that the negative
variance of £1,985,441 under the Mega Concert subhead of expenditure was as a result of
the Government taking the decision to enhance the Mega Concert after the Estimates bid
had been submitted. This was done by increasing the number of performers taking part in
the festival and also engaging superior, more expensive, acts than had originally been
planned.

Head 42 — Financial Services
Subhead 2 — Other Charges — (10) Subvention to the Financial Services Commission

Original Estimate - £515,000 Actual Expenditure - £1,515,000

The Principal Secretary, Education, Justice and International Exchange of Information,
explained that the Government agreed an increased subvention of £1.52m to the Financial
Services Commission, representing an increase of £1.00m from the approved budget for the
year, as a consequence of the Commission requiring increased funding during the year.

13
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Head 50 — Contribution to the Improvement and Development Fund
Subhead 1 — Contribution to the Improvement and Development Fund

Original Estimate - £7,500,000 Actual Expenditure - £25,000,000

The Financial Secretary informed me that even though the overall expenditure incurred under
the Improvement and Development Fund in the year 2016-17 was lower than budgeted,
because the level of capital revenue collected fell short of the sum expected to be received
that year, it required an increased contribution from the Consolidated Fund.

Consolidated Fund - Unauthorised Expenditure

241

All Consolidated Fund expenditure in the financial year 2016-17 was covered by
appropriation as required under Section 69 of the Constitution of Gibraltar.

Consolidated Fund - Unauthorised Use of Savings

2.51

There was no unauthorised use of expenditure savings in the financial year 2016-17.

2017-18

General

2.6.1

2.6.2

2.6.3

2.6.4

The Accountant General submitted to me on 12 April 2019 an advance draft of the public
accounts of Gibraltar for the financial year ended 31 March 2018, pending the publication of
the Supplementary Appropriation (2017/2018) Bill.

On 13 December 2018, the Minister responsible for Finance granted an extension for the
said public accounts to be submitted to me by the Accountant General, in accordance with
the provisions of Section 52 (1) of the Act, until such time as the Supplementary Appropriation
Bill was sanctioned by Parliament and the Appropriation Act was published in the Gazette.

Pursuant to Section 52 of the Act the Accountant General submitted to me on 28 July 2021
the public accounts of Gibraltar for the financial year ended 31 March 2018, subsequent to
the publication of the Supplementary Appropriation (2017/2018) Act 2021 in Legal Notice No.
15 of 2021 of the First Supplement to the Gibraltar Gazette No. 4881 of 27 July 2021, which
provides, inter alia, for the appropriation of further sums of money to the service of the year
ended 31 March 2018 in respect of Consolidated Fund Recurrent Expenditure; Consolidated
Fund Contributions towards the Social Assistance Fund and the Improvement and
Development Fund; Recurrent Expenditure of Public Undertakings; and, Capital Expenditure
of Public Undertakings.

However, the Accountant General re-submitted to me the final set of accounts on 28
November 2023 after all adjustments and amendments to the public accounts of Gibraltar
had been carried out.

Statement of Assets and Liabilities

271

2.7.2

The Statement of Assets and Liabilities, prepared as part of the public accounts of Gibraltar,
does not reflect a large number of government assets, as the government accounting system
is principally maintained on a cash basis, except for interest earned on investments, as well
as investments, which are accounted for on an accrual basis. Assets not shown include
government housing and buildings, vehicles, debtors, as well as shareholding in government-
owned companies and joint venture companies. Liabilities, such as sundry creditors are
similarly not shown in the statement.

The Statement of Assets and Liabilities therefore represents mainly year-end cash assets
and liabilities. A note to this effect appears in the Notes to the Accounts in the Annual
Accounts.
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Consolidated Fund

2.8.1

2.8.2

2.8.3

The Consolidated Fund balance on 31 March 2018 stood at £119.44m, compared to
£119.72m on 31 March 2017, an original estimate of £128.77m and a forecast outturn of
£114.81m.

Consolidated Fund - Revenue - Recurrent revenue during the financial year 2017-18 was
£638.06m, compared to an original estimate of £614.92m, a forecast outturn of £635.85m
and a decrease of £17.66m (2.69%) compared to the previous year’s recurrent revenue yield
of £655.72m. The year-on-year fall in revenue was due to decreases in receipts principally
from Company Tax £24.78m, Stamp Duties £14.99m, Other Reimbursements £1.54m,
Gambling Charges and Fees £1.29m, Court Fees £0.85m, Gibraltar Electricity Authority —
Sale of Electricity to Consumers: Other Revenue £0.71m, Fees and Concessions £0.52m,
Widows’ and Orphans’ Pensions Scheme Contributions £0.40m, Public Health and
Environmental Fees £0.30m, Postal Services Receipts £0.29m, House Rents £0.29m,
Recovery of Airport Fire and Rescue Service Costs — MOD £0.25m, Land Registration Fees
£0.22m, Dividends from Government Shareholdings — AquaGib Ltd £0.20m and Ship
Registration Fees £0.19m. On the other hand, there was a year-on-year increase in Income
Tax £11.79m, Import Duties £9.47m, Group Practice Medical Scheme £2.33m, General
Rates and Salt Water Charges £2.10m, Tonnage Dues £1.17m, Gibraltar Electricity Authority
— Commercial Works £0.83m, Ground and Sundry Rents £0.40m, Tourist Sites Receipts
£0.37m, Fines and Forfeitures £0.29m, Berthing Charges £0.26m, Gibraltar Regulatory
Authority — Licences and Fees £0.23m and Town Planning and Building Control Fees
£0.22m.

| hereunder provide the explanations received from Receivers of Revenue for the major
variances between original estimates and actual revenue during the financial year 2017-18:

Head 1 — Income Taxes
Subhead 1 — Income Tax

Original Estimate - £155,000,000 Actual Revenue - £166,626,866

The Commissioner of Income Tax informed me that the prime reasons for the increase in
Income Tax revenue for the year were:
e an increase in the annual average earnings;

¢ continuous progress made by the Income Tax Office in the timely payment by employers
of current PAYE; and

¢ growth in the finance, gaming and construction sectors.

Head 1 — Income Taxes
Subhead 2 — Company Tax

Original Estimate - £120,000,000 Actual Revenue - £110,902,390

The Commissioner of Income Tax explained that the negative variance in the year of £9.10m
was attributable to a decrease in the collection of corporation tax from the gaming and
insurance sectors.

In his reply, the Commissioner of Income Tax emphasised that any apparent increase or
decrease in the level of declared profits by either companies or self-employed individuals are
by their very nature open to fluctuations given their sensitivity to prevailing external market
conditions and risks. For this reason, he added, such variances cannot form the basis for
any reliable forecast or estimate unless a detailed market trend analysis is undertaken by
reference to properly documented assumptions.
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Head 2 — Duties, Taxes and Other Receipts
Subhead 1 — Import Duties

Original Estimate - £160,000,000 Actual Revenue - £175,958,334

The Collector of Customs informed me that practically the same explanations he provided in
the previous financial year 2016-17 also applied to the year 2017-18 in that the budget for
Import Duties is set by the Office of the Financial Secretary and that the reason for the
positive variance between the estimated revenue and actual revenue collected was due to
an increase in volume of imports of cigarettes, fuel oil, motor spirits and other dutiable items.
Additionally, there was a rise in the import duty collected as a result of a further budget
increase in the import duty payable on water pipe tobacco from £3/kg to £15/kg (representing
a five-fold increase in import duty on this commodity) and automotive diesel by 3p/litre
(ordinary diesel) and 1p/litre (premium diesel) respectively.

Head 2 — Duties, Taxes and Other Receipts
Subhead 4 — Stamp Duties

Original Estimate - £8,000,000 Actual Revenue - £4,665,600

The acting Accountant General informed me that the revenue estimate for Stamp Duties is
provided by Land Property Services Limited based on the previous year’s collections, as it is
difficult to predict with any degree of accuracy the volume of transactions that will occur in
the year. The acting Accountant General added that, in the same way as in 2016-17, the
Treasury’s Stamp Duties estimates submission for 2017-18 was increased by the Office of
the Financial Secretary.

Head 3 — Gambling Charges, Fees and Lottery
Subhead 4 — Government Lottery - Surplus

Original Estimate - £1,000 Actual Revenue - £509,864

The acting Accountant General explained that the £1k estimate was a token figure and that
due to the wide variations that can occur in annual surpluses this is not reflected in
Consolidated Fund Revenue until the surplus is established, and the transfer is effected at
the end of the financial year.

Head 4 — Rates and Rents
Subhead 1 — General Rates and Salt Water Charges

Original Estimate - £26,000,000 Actual Revenue - £26,673,133

The acting Accountant General explained that the estimates figure is normally provided by
Land Property Services Limited, who had informed her that the variance was due to an
increase in collections as a result of intensive arrears recovery efforts.

Head 4 — Rates and Rents
Subhead 2 — Ground and Sundry Rents

Original Estimate - £3,000,000 Actual Revenue - £3,637,011

The acting Accountant General informed me that the Ground and Sundry Rents revenue
estimate is also provided by Land Property Services Limited based on the level of rents billed
in the previous financial year. The company explained that the increase in revenue was due
to rent increases during the year in addition to the increase in arrears recovery efforts.

Head 5 — Departmental Fees and Receipts
Subhead — 8 Fees and Concessions

Original Estimate - £2,500,000 Actual Revenue - £2,005,702
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In his reply, the Chief Secretary explained that the shortfall in revenue was as a result of
Monarch Airlines going into liquidation in October 2017 and thereafter ceasing to trade. The
immediate effect to Gibraltar International Airport was a 39% loss in traffic capacity and the
loss of several airline routes. The Chief Secretary added that even though both EasyJet and
British Airways responded slightly by laying some extra capacity in January 2018, the drop
in traffic had the effect of a direct loss of income across all of the revenue subheads relating
to Aviation (i.e. Airport Departure Tax, Fees and Concessions and Airport Landing Fees) and
this reflects the drop in Ground Handling Fees collected by the operator. The latter fees
largely comprising the revenue received under Fees and Concessions, in addition to the non-
aeronautical revenue stream resulting from concessionaires’ fees received from retail and
catering outlets at the Airport.

Head 5 — Departmental Fees and Receipts
Subhead — 19 Commercial Works

Original Estimate - £2,750,000 Actual Revenue - £3,725,277

The Finance and Administration Director explained, on behalf of the Chief Executive Officer
of the Gibraltar Electricity Authority, that the positive revenue variance of £0.98m was largely
attributable to a number of new commercial projects, totalling £2.12m, which were started
during the financial year 2017-18 but had not been budgeted for. This was in addition to the
revenue received from various projects amounting to £0.21m which was in excess of the
budgeted sum. The additional revenue was offset by three commercial projects totalling
£1.35m which, although budgeted for, did not start in the financial year.

Head 5 — Departmental Fees and Receipts
Subhead — 20 Tourist Sites Receipts

Original Estimate - £3,500,000 Actual Revenue - £4,058,418

In her letter to me, the Chief Executive (Environment) explained that in the preceding financial
year 2016-17, the Government prohibited foreign registered vehicles from entering the
Nature Reserve. At the beginning, this reflected in a substantial decrease in cash sales and
a slight increase in credit sales from tour operators. When compared together at estimates
time, this still gave rise to an overall net decrease in Tourist Sites revenue. As a
consequence, the department thought it would be prudent to apply a minimum expected
increase of 1.5% in the estimated revenue budget for the year 2017-18. It was later proved,
she said, that the revenue picked up considerably hence an increase in the total revenue
collected for the year. Figure 2 shows Tourist Sites Receipts collected during the last five
financial years.

Figure 2

Financial Year Tourist Sites

Receipts
2013-14 £3,196,131
2014-15 £3,404,904
2015-16 £3,794,129
2016-17 £3,691,199
2017-18 £4,058,418

Head 5 — Departmental Fees and Receipts
Subhead — 37 Contribution by European Social Fund

Original Estimate - £500,000 Actual Revenue - £NIl

The Director EU Programmes replied to me on behalf of the Principal Secretary (Economic
Development) explaining that during the financial year 2017-18 no claims were received from
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project sponsors, consequently no claims were made to the EU Commission and therefore
no revenue was collected.

Head 5 — Departmental Fees and Receipts
Subhead — 39 House Rents

Original Estimate - £2,500,000 Actual Revenue - £2,126,354

The Principal Housing Officer explained that the House Rents revenue budget was based on
the outturn figure of the previous financial year (2016-17) and on the arrears recovery
programme implemented that same year; and although recovery of arrears continued to flow
during 2017-18, the estimated revenue figure fell short of expectations. The Principal
Housing Officer further informed me that the Housing Department maintains its strategic
policies set for the recovery of rent arrears and continues to strive in the recovery of these.

Head 5 — Departmental Fees and Receipts
Subhead — 40 Group Practice Medical Scheme

Original Estimate - £52,000,000 Actual Revenue - £55,963,689

The acting Medical Director of the Gibraltar Health Authority explained that the increase of
£3.96m in revenue was as a result of an increase in the Group Practice Medical Scheme
contributions collected in the financial year against the revenue estimates.

Head 5 — Departmental Fees and Receipts
Subhead — 47 Fines and Forfeitures

Original Estimate - £800,000 Actual Revenue - £1,169,438

Head 5 — Departmental Fees and Receipts
Subhead — 48 Court Fees

Original Estimate - £400,000 Actual Revenue - £960,692

The Chief Executive, Gibraltar Courts Service informed me that the approved estimate in
respect of Fines and Forfeitures for the year 2017-18 was an estimated forecast based on
the revenue collected in the preceding financial years. However, she emphasised that this
forecast can never be accurate as it is impossible to envisage beforehand the number of
fines that will be issued/imposed by the Magistrates’ Court, the Supreme Court, the Royal
Gibraltar Police, HM Customs or Gibraltar Car Parks Limited and how many of these fines
will be paid. The Chief Executive provided the revenue breakdown shown in Figure 3.

Figure 3

Fines and Forfeitures Revenue collected during
the financial year 2017-18

Magistrates’ Court £389,095
Supreme Court £1,870
Royal Gibraltar Police £12,628
HM Customs £9,226
Gibraltar Car Parks Limited £756,619
Total £1,169,438

The Chief Executive, Gibraltar Courts Service explained in relation to the positive variance
of £560,692 in Court Fees that the approved budget for the year was an estimated forecast
based on revenue collected solely on court fees for applications received through the Court
counters in the preceding financial years. This forecast, she highlighted, can never be
accurate as it is impossible to envisage the number of court applications that will be received
during the year. The Chief Executive further explained that the estimate for the year did not
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include the amount of poundage that may be collected from the sale of arrested ships as it
is not possible to foresee the number of ships, if any, that may be arrested and sold by the
Admiralty Marshal during the financial year. She reported that in the financial year 2017-18
the revenue collected in respect of poundage arising from the sale of eight vessels was
£574,642, whilst the sum collected in court fees was £386,050.

Head 5 — Departmental Fees and Receipts
Subhead — 69(a) Revenues Received: Mega Concert

Original Estimate - £2,000,000 Actual Revenue - £1,302,837

The acting Senior Executive Officer, Culture and Heritage informed me that the new
producers were over optimistic in their projections over the revenue to be derived from the
Mega Concert. He added that this had been due to their lack of experience as it was their
first year; additionally, the producers had had the intention of negotiating big sponsorship
deals that never came to fruition.

Consolidated Fund — Expenditure - Recurrent expenditure for the financial year 2017-18
stood at £597.34m, compared to an original estimate of £596.61m, a forecast outturn of
£599.75m and an increase of £21.66m (3.76%) compared against the previous year’s
recurrent expenditure of £575.68m.

Consolidated Fund — Expenditure — Consolidated Fund Contributions - There was a
contribution of £26.00m from the Consolidated Fund to the Improvement and Development
Fund in the year 2017-18 compared to £25.00m in the previous financial year. Furthermore,
there was a contribution of £25.00m to government-owned companies during the year which
was the same as the contribution made in the previous year. There was also a transfer from
Government Surplus to the Social Assistance Fund of £15.00m compared to £20.00m in the
previous financial year 2016-17.

As previously reported in paragraph 2.3.8, in the financial year 2016-17 there was an
approved budgeted sum of £25.00m under Head 48, Subhead 1 Contribution to Government-
owned companies; the same approved budget sum as in the financial year 2017-18 under
Head 53, Subhead 1 Contribution to Government-owned companies. On 6 March 2020, |
wrote to the Financial Secretary, who not only is the officer responsible for the preparation
of the annual estimates of revenue and expenditure that are presented in Parliament, but is
also the Controlling Officer of this Head of Expenditure, requesting that he provides me with
information/documentation in support of the Approved Estimate sums of £25m in both
financial years 2016-17 and 2017-18. | further requested to know which Government-owned
companies ultimately benefited from these contributions and the type of expenditure they
ultimately contributed to fund within them. After numerous reminders, the Financial Secretary
replied on 13 November 2020 to this query and a number of other outstanding audit queries,
explaining that the delay in providing a response was due to his involvement with Brexit and
the Covid-19 pandemic which evidently were a priority. The Financial Secretary informed me:

“Over recent years, you have requested information in relation to Government-owned
companies. Your most recent request is in respect of the £25m contribution to
Government-owned companies for the financial years 2016-17 and 2017-18 which was
paid to Gibraltar Investment Holdings Limited. Your request goes further to ask which
Government companies ultimately benefited from these contributions and the type of
expenditure they ultimately contributed to fund within them. If you were to take up my offer
to meet, | would have gladly provided you with an informal explanation as to where and
how these funds have been expended and how the amounts are allocated. However, as
you confine your requests to formal requests for written information. | am obliged to
confine my reply to a formal statement that there is no legal basis that requires or
empowers me to share this information with you for audit purposes. In fact, each of the
Government-owned companies that is required to by law, is independently audited by a
professional accounting firm. | respectfully point out that your audit remit ends with these
Government-owned companies.”
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On 30 September 2022, | replied to the Financial Secretary, explaining that | had intended
to reply earlier but recognising the unprecedented demands that Brexit and the Covid-19
pandemic had placed on his time, | had refrained from adding further pressure on him. |
informed the Financial Secretary, just as | had previously told him on a number of occasions,
that | was happy to meet with him any time in order for him to provide me with information,
nevertheless, this did not detract him from submitting to me a full written response to any
matter that comes under his responsibility and which is subject to audit examination. Hence,
for the Financial Secretary to propose to meet with me to provide me with an ‘informal’ verbal
explanation on where and how the Consolidated Fund contributions to Government-owned
companies had been expended and how the amounts are allocated was completely
unacceptable to me. | reiterated to the Financial Secretary what | had told him previously,
and that is, that | require a detailed response to a written query. This, in my view, is the
appropriate way to operate as it avoids possible ambiguities and misinterpretations,
particularly if | needed to quote his response in my report to Parliament.

| further informed the Financial Secretary that his reply, as a formal statement, informing that
there is no legal basis that requires or empowers him to share this information with me for
audit purposes and that my audit remit ends with these Government-owned companies, was
with respect, totally incorrect and misguided. | told him that as he well knew, section 74(1) of
the Gibraltar Constitution prescribes that:

“The public accounts of Gibraltar and of all courts of law and all authorities and offices of
the Government shall be audited and reported on by the Principal Auditor and for that
purpose the Principal Auditor or any person authorised by him in that behalf shall have
access to all books, records, reports and other documents relating to those accounts. [my

emphasis underlined]'.

Also, section 57(b) of the Public Finance (Control and Audit) Act states that:

“57. In the performance of his functions under the Constitution and under this Act the
Principal Auditor shall have such other powers as are reasonably necessary in order to
satisfy himself whether or not—

(b) all moneys which have been appropriated and disbursed have been applied for the
purposes for which they were appropriated and the expenditure conforms with the

authority which governs it. [my emphasis underlined]'.

In addition, section 56(1)(b) of the Public Finance (Control and Audit) Act stipulates that:

“56. (1) In the performance of his functions under the Constitution and under this Act, the
Principal Auditor—

(b) may call upon any public officer for any explanations and information which he may

L

require in order to enable him to discharge his duties. [my emphasis underlined]'.

| told the Financial Secretary, if this were not enough, under Part IX of the Public Finance
(Control and Audit) Act, which deals with the examination and audit of accounts of corporate
and similar bodies, section 60(1) prescribes that:

“60. (1) This Part shall apply to every person or body—

(a) that is in receipt of a contribution from any public moneys:

not being a body corporate whose accounts the Principal Auditor is for the time being
specifically required or empowered to audit and report on under any other law. [my
emphasis underlined].”

| further informed the Financial Secretary that the legal opinion | had from the Senior Advisory
Counsel from the Office of the Advisory Counsel in the Government Law Offices, in
connection with my request for information from a private company that receives a contract
fee to carry out a service for the Gibraltar Government, is that | am legally empowered to
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obtain this information in relation to corporate bodies that receive a contribution from public
monies.

| told the Financial Secretary that in my view, it was perfectly reasonable and legitimate for
me to request any information relating to public monies paid out from the Consolidated Fund
that Parliament had approved to be paid to Government-owned companies and which |
needed as part of the audit of the public accounts of Gibraltar. | told the Financial Secretary
that he should understand that £25m was a significant and material sum in the accounts of
each of the two financial years that | was auditing and as such it was important that | sought
information relating to this expenditure. To draw a parallel as an example, | told the Financial
Secretary, that | can, and do request information relating to the budget that Wildlife Gibraltar
Ltd or Women in Need, for instance, submit in support of the annual grant that Government
pays to these organisations, yet evidently | am not the auditor of these entities, but | am
indeed the auditor of the public accounts of Gibraltar.

| clarified to the Financial Secretary that | did not intend to carry out an audit and give an
opinion on the financial statements of the Government-owned companies, as my prime duty
under the Gibraltar Constitution is the audit of the public accounts of Gibraltar. |
nevertheless reiterated my belief that | may do so under the provisions of Part IX of the
Public Finance (Control and Audit) Act.

On 9 February 2023, | wrote to the new Financial Secretary informing him that | had issued
a response letter to his predecessor on 30 September 2022 on a number of issues that | had
previously raised with him and which he had replied to me earlier. | informed the Financial
Secretary that in my letter to his predecessor | had invited him to provide his further views
and comments which | had still not received. | enquired from the new Financial Secretary
that now that he was the Financial Secretary, | did not know if he shared his predecessor’s
views, or indeed whether his predecessor, if he was in the process of replying to my last
letter, had discussed the matters with him and consequently his reply, with his predecessor’s
views, would be the shared view of them both. | reminded the Financial Secretary that there
were a number of important matters raised in the correspondence, but one of particular
importance was that of the contribution from the Consolidated Fund to the Government-
owned companies, which | was not satisfied with the reply provided. In order to make myself
clear, | recapitulated the issue to the new Financial Secretary, namely that in accordance
with my statutory and constitutional role, | require to audit the public accounts of Gibraltar. |
told him that for this purpose, and among other things, | need to seek explanations and
evidence of what and where the expenditure is being spent on. In this respect, as part of the
Consolidated Fund expenditure there was a contribution of £25m made to Government-
owned companies both in the years 2016-17 and 2017-18 to which | required to know what
the £25m was budgeted to be spent on, and what the money was actually spent on. |
explained to the Financial Secretary that what | required to learn, in other words, was which
Government-owned companies received the contributions from the Consolidated Fund, and
the type of expenditure they ultimately contributed to fund within them. | told the Financial
Secretary that evidently, aside from the written explanations provided, | would require
evidence to support his explanations.

The Financial Secretary replied to me on 3 March 2023, informing me that he had only had
the opportunity to briefly discuss my letter with his predecessor but he was looking to
undertake a full review of the correspondence and discuss this further with his predecessor
and be in a position to reply to the various points once the budget process was completed
and the Estimates book was ready. Nevertheless, the Financial Secretary provided the
following information in relation to the £25m contribution from the Consolidated Fund to
Government-owned companies for both 2016-2017 and 2017-2018:

o “£25m was the amount budgeted for both financial years by the Government to be paid
to Gibraltar Investment (Holdings) Limited (“GIH”);
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e The company which received the contributions from the Consolidated Fund for 2016-17
and 2017-18 was GIH. No other company received a contribution from the Consolidated
Fund. GIH received the full £25m for both financial years from the Government so there
is no variance between the budgeted figure and the actual [sums] expended;

o Subsequently, GIH apportioned this contribution to various companies. The following is
a breakdown by financial years of how GIH largely apportioned the contribution received
from the Government in the two financial years:

Contributions provided by GIH to Subsidiary Public
Companies for the Financial Year 2016-17

Gibraltar Air Terminal Ltd £13,664,020
Gibraltar Bus Company Ltd £4,670,089
Gibraltar Car Parks Ltd £4,616,938
Kings Bastion Leisure Centre Company Ltd £1,812,005
Gibraltar Freeview Ltd £229,035
Total £24,992,087

Contributions provided by GIH to Subsidiary Public
Companies for the Financial Year 2017-18

Gibraltar Air Terminal Ltd £13,569,127
Gibraltar Car Parks Ltd £4,706,126
Gibraltar Bus Company Ltd £4,436,661
Kings Bastion Leisure Centre Company Ltd £1,874,226
Gibraltar Freeview Ltd £124,488
Total £24,710,628

The Financial Secretary reiterated, as had similarly been highlighted by his predecessor on
a number of occasions, that he was also happy to sit and discuss with me the process of the
contribution to the Government-owned companies, or any other matter further should | wish
to do so.

On 6 March 2023, | replied to the Financial Secretary, thanking him for providing me with a
schedule of the GIH’s apportionment to its related companies of its £25m contribution from
the Consolidated Fund in the financial years 2016-17 and 2017-18. Nevertheless, | reminded
the Financial Secretary that | had also requested to learn, (i) what did the subsidiary
companies require the apportioned funding for (i.e. what the funding was actually spent on);
and (ii) the evidence to support this.

The Financial Secretary replied to me on 30 March 2023, saying that his view in relation to
these specific requests is that he did not have the legal authority to provide such detail for
the purposes of an audit by my office. This view was based on the understanding that the
term ‘public money’ ends the moment the monies are received by GIH. He added that GIH
has separate and distinct legal personality to the companies to which it distributes the ‘public
money’ that it received from the Consolidated Fund. At this point what GIH does with the
contribution or any other income for that matter is a matter for this company and does not fall
within the remit of the Public Finance (Control and Audit) Act.

The Financial Secretary said that given that he and | had a clear difference in what | believe
| am empowered to receive and what he believes he is empowered to provide to me for the
purposes of an audit by my office, he said he would appreciate if | could share the legal
opinion | had obtained. He added that sharing this would allow him to see my interpretation
of the relevant provisions of the Public Finance (Control and Audit) Act and give him the
comfort that he would be able to share the information requested for the purposes of an audit
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by my office. The Financial Secretary again reiterated that he was again happy to meet and
explain the contribution apportionment in person, on an informal basis, for my own peace of
mind. He was confident that by doing so he could allay any practical concerns that | might
have.

On 18 December 2023, | wrote to the Financial Secretary telling him that | truly could not
understand how he, and previously his predecessor, could say that he does not have the
legal authority to provide such detail for the purposes of an audit by my office. | said that
previously | had informed his predecessor and | was now informing him that, with respect,
his view was incorrect and misguided, as both the Gibraltar Constitution and the Public
Finance (Control and Audit) Act give me the necessary powers to request the information |
require for the purpose of my audit of the public accounts of Gibraltar.

| again highlighted to the Financial Secretary the constitutional and statutory provisions (as
specified in paragraphs 2.8.8 and 2.8.9) that in my view empowered me to obtain the
information requested from him. | further summarised the position as follows:

e Given that the £25m contribution that was appropriated by Parliament to be paid to the
Government-owned companies in the financial years 2016-7 and 2017-18, is
Consolidated Fund expenditure, i.e. public monies, which is part of the public accounts
of Gibraltar, and | am responsible to audit this under the Gibraltar Constitution; and

e These contributions of £25m, constituting public monies, have been paid to one parent
Government-owned company, namely GIH, who has apportioned these public monies
to subsidiary public companies. | acknowledged that the Financial Secretary had
provided me with a breakdown of the £25m contribution in both years, apportioned by
GIH to its subsidiary companies. However, | still required to know for what purpose the
subsidiary companies required the public funding (i.e. what was the funding actually
spent on, and the necessary evidence in support of this).

| reiterated to the Financial Secretary, that he could not deny that | have a constitutional and
statutory right, as the external auditor to the Government of Gibraltar, and in auditing the
public accounts of Gibraltar, to satisfy myself whether or not, all monies which have been
appropriated and disbursed have been applied for the purposes for which they were
appropriated and the expenditure conforms with the authority which governs it (Section 74(1)
of the Gibraltar Constitution and section 57(b) of the Public Finance (Control and Audit) Act
refers).

As the Financial Secretary had requested me to provide him with the legal opinion | had, that
| believed allowed me to request the information | was seeking from him, | told him that the
legal opinion | had was from the Senior Advisory Counsel from the Government Law Offices.
On 31 May 2018, | wrote to the Senior Advisory Counsel in connection with my request for
information from a private company, namely Land Property Services Limited (“LPS”), that
receives a contract fee to carry out a service for the Government of Gibraltar. | informed the
Senior Advisory Counsel that | was legally empowered to inspect, examine or obtain
information held by LPS which relates to the services undertaken by the company in respect
of which the company receives a contribution from the Government of Gibraltar and which |
considered necessary for the performance of my audit. The Senior Advisory Counsel agreed
with my views in as much as drafting the letter for me to send to LPS, on the basis of the
views | had presented to him, in order to be able to obtain information from LPS. | also
provided the Financial Secretary with the email dated 20 July 2018, where | confirmed to the
Senior Advisory Counsel that following the letter | had submitted to the Managing Director of
LPS, the company had acceded to provide me with the information | requested for my audit.

| further told the Financial Secretary that his continued offers, similar to his predecessor’s, to
meet with me and explain the £25m contribution apportionment for both financial years on
an informal basis, was not acceptable, | had said this many times. | emphasised that as part
of my audit function | do not obtain and receive information, relating to the audits | carry out,
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on an informal basis, this is not an adequate and satisfactory method of working given that
in audit work, an auditor needs formal written communication and evidence to corroborate
the explanations obtained during an audit.

The Financial Secretary replied on 20 December 2023, informing me that the Government
had no issue in sharing the management accounts of these companies, or alternatively
confidentially disclosing the statements used by Treasury to prepare the figures that equate
to the contributions paid by GIH to its subsidiaries. The Financial Secretary said he was
hopeful that this disclosure would satisfy my requirement to confirm that the monies
appropriated and disbursed from the Consolidated Fund had been applied for the purposes
for which they were appropriated.

The Financial Secretary further explained, as previously highlighted in his communication to
me on 3 March 2023 (see paragraph 2.8.14), that both in the financial years 2016-17 and
2017-18 the £25m contribution to Government-owned companies has been paid in full to
GIH. Subsequently, these funds have been apportioned by GIH to its subsidiary companies
to meet the net recurrent expenditure of these companies. Expenditure of the subsidiaries
includes items that would form part of any limited company’s normal course of business,
such as: payroll costs; and related operating costs, such as: repairs and maintenance, rent
and rates, electricity and water, accounting and legal fees, cost of security services,
insurance, service charges, etc.

The Financial Secretary stressed that it was extremely important to highlight that for each of
the financial years 2016-17 and 2017-18 over £24.5m of the contribution provided each year
by GIH was paid to subsidiary public companies that provide a public service to Gibraltar,
these include the Gibraltar Bus Company Ltd, Gibraltar Air Terminal Ltd, Gibraltar Car Parks
Ltd and the Kings Bastion Leisure Centre Company Ltd.

| draw attention hereunder to the reasons provided by Controlling Officers regarding the
major variances between the original estimates and the actual expenditure for the financial
year 2017-18, which in my opinion warrant an explanation:

Head 03 — Pensions
Subhead 1 — Pensions

Original Estimate - £36,500,000 Actual Expenditure - £36,958,930

The acting Accountant General explained that pension payments are difficult to project with
accuracy, nonetheless, the Treasury estimate had been reduced from their submitted figure
of £37.00m.

Head 03 — Pensions
Subhead 2 — Gratuities under the Pensions Act and Parliament Act

Original Estimate - £1,000,000 Actual Expenditure - £1,498,906

The acting Accountant General informed me that it was similarly very difficult to provide an
accurate estimate of the gratuities that will be paid during the year and therefore a token sum
of £1m is reflected every year in the Estimates. In the financial year ended 31 March 2018
gratuity payments exceeded the token £1m by £0.50m.

Head 07 — Revenue Repayments
Subhead 1 — Repayment of Revenue

Original Estimate - £10,000,000 Actual Expenditure - £15,483,241
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In her reply to me, the acting Accountant General explained that expenditure had exceeded
the budget sum due to the release of tax assessments covering the tax years 2011-12 and
2012-13.

Head 1 — Treasury
Subhead 2 — Other Charges — (6) Circulating and Commemorative Coinage Expenses: (a)
Circulating Coinage Expenses

Original Estimate - £636,000 Actual Expenditure - £132,349

The acting Accountant General informed me that various factors contributed to the reduced
expenditure in Circulating Coinage Expenses during the financial year 2017-18. These were:
The contract for circulating coinage was finalised in mid-May 2018 and because the
production of coins can take months and payment is effected on delivery, many coin orders
made during the year 2017-18 were inevitably paid during the following year 2018-19; this
accounted for £90k. Additionally, the budget sum made provision for the production of the
new 12-sided £1 coins, at an estimated cost of £420k, which did not materialise. The
aforementioned two points obviously had an impact on the miscellaneous expenses estimate
in relation to transportation and delivery costs, which also accounts for the overall saving in
expenditure.

Head 2 — No.6 Convent Place
Subhead 2 — Other Charges — (6) Government Communication, Information and Lobbying

Original Estimate - £915,000 Actual Expenditure - £1,677,594

The Chief Secretary informed me that the reason for the negative variance of £0.76m was
due to newly contracted services and ad-hoc payments during the year which were unknown
at the time of the estimates preparation.

Head 2 — No.6 Convent Place
Subhead 2 — Other Charges — (8) Grants: (b) Other Grants and Donations

Original Estimate - £575,000 Actual Expenditure - £1,063,930

The Chief Secretary explained that the excess expenditure of £0.49m over the approved
budget for the year was as a result of a number of one-off grants authorised by the Chief
Minister which had not been budgeted for at the time that the annual estimates were
prepared.

Head 8 — Government Law Offices
Subhead 2 — Other Charges — (7) Consultancy Services including Private Sector Fees for

Legal Advice
Original Estimate - £1,500,000 Actual Expenditure - £2,667,233

The Senior Executive Officer, Advisory and Parliamentary Counsel Offices informed me that
she had presented a budgetary bid of £2,935,000 to the Office of the Financial Secretary,
however, the estimate had subsequently been reduced to £1,500,000.

Head 13 — Utilities

Subhead 2 — Other Charges - Electricity — (1) Contributions from the Consolidated Fund to
the Gibraltar Electricity Authority: (b) Contribution from Revenues Received — Commercial
Works

Original Estimate - £2,750,000 Actual Expenditure - £3,725,277

The Financial Secretary explained that the £0.98m excess in contribution was as a direct
result of a higher than anticipated level of Commercial Works revenue received by the
Gibraltar Electricity Authority during the year. The Financial Secretary added that this
increase in revenue was as a result of the collection of prior year arrears and a number of
project variations.
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Head 14 — Collection and Disposal of Refuse
Subhead 2 — Other Charges — (1) Refuse Services: (a) Collection Services provided by
Gibraltar Industrial Cleaners Ltd (i) Wages

Original Estimate - £2,307,000 Actual Expenditure - £1,830,562

Subhead 2 — Other Charges — (1) Refuse Services: (a) Collection Services provided by
Gibraltar Industrial Cleaners Ltd (ii) Overtime

Original Estimate - £120,000 Actual Expenditure - £717,747

The Chief Executive (Environment) informed that the saving of £0.48m under Gibraltar
Industrial Cleaners Ltd - Wages was due to an adjustment, effected in March 2018, to correct
a historical accounting error whereby overtime payments were being charged to Wages
instead of rightfully being allocated to Gibraltar Industrial Cleaners Ltd - Overtime. The Chief
Executive explained that the effect of this adjustment, in addition to extra overtime incurred
to cover for additional refuse collections in respect of different events, produced an
overspend of £0.60m under Gibraltar Industrial Cleaners Ltd — Overtime.

Head 14 — Collection and Disposal of Refuse
Subhead 2 — Other Charges — (1) Refuse Services: (b) Refuse Disposal: Contracted
Services: (ii) Disposal of Other Items

Original Estimate - £1,820,000 Actual Expenditure - £1,374,376

Regarding the underspend of £0.45m under refuse disposal of other items, the Chief
Executive (Environment) explained that this saving had arisen as a result of the difficulty in
disposing of tyres in the neighbouring country; in addition to budgeting for an increase in the
rate of disposal of bulky household items that had not materialised.

Head 16 — Education
Subhead 1 — Payroll — (1) Personal Emoluments (a) Salaries

Original Estimate - £21,354,000 Actual Expenditure - £20,845,933

The Education Adviser, acting for the Director of Education, explained that the savings on
Salaries of £508,067 was due to officers taking sabbaticals after having taken their maternity
leave. She added that at Estimates time, any known unpaid maternity leave that has been
requested is deducted from the department’s salary budget. However, she said that it is
impossible to foresee two calendar years in advance, the number of officers that will request
further unpaid leave.

Head 16 — Education
Subhead 2 — Other Charges — (5) Scholarships (a) Mandatory

Original Estimate - £15,566,000 Actual Expenditure - £16,686,851

With regard to the over-expenditure in the Scholarships subhead, the Education Adviser,
acting for the Director of Education, informed me that the variance of £1,120,851 was largely
due to the difficulty in projecting an accurate budget for pre and post standard three-year
degree courses. She explained that there had been a significant increase/trend in the number
of foundation courses being offered as the starter year rather than the customary ‘year one’
of the degree which is resulting in the degree duration running for four years. Like in the
previous financial year, the demand for postgraduate degrees such as Masters, PHDs, law
related and PGCEs continued to increase. The Education Adviser also drew attention to the
fact that the Estimates are prepared almost one year in advance of the next academic year,
when A-level examinations for new students, attainment of grades and university offers have
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still not taken place and completion of year results for existing students is still unknown, so
the Estimates can only be based on the number of UCAS applications projected by the
schools together with the information held on the ongoing student database. She added that
the ‘unknown element’ is further compounded by the opportunity awarded by the department
for students to take a two-year gap before embarking on a degree or a postgraduate
continuation. The Education Adviser concluded by saying that the unknown element in
relation to the duration of the degree, gap years and probability of continuation had made the
preparation of accurate estimates for ongoing and new costs relating to mandatory
scholarships extremely challenging.

Head 24 — Economic Development
Subhead 2 — Other Charges — (3) Gibraltar Development Corporation (a) Contribution from
Revenues Received

Original Estimate - £852,000 Actual Expenditure - £271,082

The Principal Secretary (Economic Development) explained that the budgeted expenditure
of £852k was made up of £500k in respect of expected revenue from a contribution by the
European Social Fund; and £352k in respect of a contribution by Government-owned
companies in respect of staff services. The reason for the under-expenditure of £581k was
primarily due, as explained under the revenue variance relating to Revenue Head 5 —
Departmental Fees and Receipts, Subhead 37 — Contribution by European Social Fund on
page 17, to the fact that even though £500k had been budgeted to be collected from the
European Social Fund, no claims for reimbursements were received from project sponsors,
which resulted in no claims made to the EU Commission, and as a consequence no revenue
was collected. This in turn resulted in a zero contribution to the Gibraltar Development
Corporation, from revenues received from the European Social Fund. To a lesser extent, the
under-expenditure was also as a consequence of an erroneous budget sum submitted due
to a high turnover of staff at the time of the Estimates submission, which, the Principal
Secretary explained, although this expenditure is allocated under his Head of Estimates, it
encompasses the revenue received from government-owned companies in respect of staff
services of which the Economic Development Department has no responsibility or access to;
this being the case, the budgeted figure is usually adjusted by the Financial Secretary.

Head 24 — Economic Development
Subhead 2 — Other Charges — (3) Gibraltar Development Corporation (b) Additional
Contribution

Original Estimate - £12,572,000 Actual Expenditure - £12,205,000

The Principal Secretary (Economic Development) informed me that the annual estimate is in
fact a ‘balancing figure’ which is adjusted by the Financial Secretary once all departments
have submitted their estimates.

Head 25 — Housing - Administration
Subhead 2 — Other Charges — (3) Contribution to Housing Works Agency

Original Estimate - £7,693,000 Actual Expenditure - £8,249,000

The Principal Housing Officer informed me that the variance was due to the commencement
of maintenance and caretaker commitments/costs at Seamaster Lodge and Charles Bruzon
House. These costs were not budgeted for at the time that the financial bids were prepared.

Head 27 — Health
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority: (a) Contribution from Revenues Received

Original Estimate - £56,660,000 Actual Expenditure - £60,568,685
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The acting Accountant General explained that the Contribution from Revenues Received
made to the Gibraltar Health Authority reflected actual revenue collected under Consolidated
Fund Revenue Head 5, Subheads 40, 41, 42 and 43 which collectively showed the same
variance of £3.91m.

Head 27 — Health
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority: (b) Additional Contribution

Original Estimate - £49,948,000 Actual Expenditure - £55,757,000

The acting Accountant General informed me, from the explanations provided by the acting
Senior Executive Officer, Finance Department at the Gibraltar Health Authority (GHA), that
the estimate for the year was based on the GHA’s Estimates submission. The GHA
expenditure exceeded the approved estimate for the year and the overspend was met from
the additional contribution made from the Consolidated Fund. The budgetary overspend of
£5.81m was the result of increased expenditure relating to direct patient care, largely in the
areas of Drugs and Pharmaceuticals (£4.04m) and Medical and Surgical Appliances
(£1.48m).

Head 28 — Gibraltar Health Authority — Elderly Residential Services Section
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Health Authority — Elderly Residential Services Section: (b) Additional Contribution

Original Estimate - £19,787,000 Actual Expenditure - £19,086,000

The acting Accountant General informed me, after obtaining the information from the Finance
Manager of the GHA Elderly Residential Services Section (GHA-ERS), that the estimate for
the year was based on the GHA-ERS’ Estimates submission. The GHA-ERS’ expenditure
fell short of the approved estimate primarily due to a high number of unfilled vacancies (32
vacant posts) in the Establishment of the GHA-ERS.

Head 29 — Care Agency
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Care
Agency: (b) Additional Contribution

Original Estimate - £16,443,000 Actual Expenditure - £15,595,000

The acting Accountant General explained to me, after seeking the necessary information
from the Finance Manager of the Care Agency, that the estimate for the year was based on
the Care Agency’s Estimates submission. The Care Agency’s expenditure fell short of the
approved estimate largely as a result of the high number of unfilled vacancies (22 vacant
posts) in the Establishment of the organisation.

Head 37 — Port
Subhead 2 — Other Charges — (1) Contribution from the Consolidated Fund to the Gibraltar
Port Authority (a) Contribution from Revenues Received

Original Estimate - £4,506,000 Actual Expenditure - £5,649,000

Head 37 — Port
Subhead 2 — Other Charges — (1) Contribution from the Consolidated Fund to the Gibraltar
Port Authority (b) Additional Contribution

Original Estimate - £1,463,000 Actual Expenditure - £Nil

The Principal Secretary, Education, Justice and International Exchange of Information,
explained that the aggregate spent between the two expenditure subheads of £5.65m
reflected a total positive variance of £0.32m against the aggregate budget of £5.97m.
According to the Principal Secretary, the savings stemmed from having budgeted for the
move of three premises when in fact one of the moves, i.e. that of the Gibraltar Port Authority
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from the North Mole offices to the new premises at Windmill Hill was delayed and not finalised
until the subsequent financial year 2018-2019. The Principal Secretary added that a number
of unfilled vacant posts due to retirements, which had been temporarily filled by officers on
substitution, had also contributed to the overall savings in expenditure.

Head 39 — Social Security
Subhead 2 — Other Charges — (6) Payment to Social Assistance Fund — Import Duty

Original Estimate - £15,200,000 Actual Expenditure - £7,900,000

In his reply, the Financial Secretary informed me that the level of funding was determined by
the actual expenditure incurred by the Social Assistance Fund as at the end of the financial
year. The saving of £7.30m was due to the contribution of £15m to Gibraltar Community Care
which was funded exclusively by way of a transfer from the Government’s surplus via Head
54 as per the extant policy detailed in the Financial Secretary’s response to the similar
query for the same subhead in the previous year, see page 30 of this report.

Head 42 — Culture
Subhead 2 — Other Charges — (3) Cultural Expenses and Activities: (b) Mega Concert

Original Estimate - £2,500,000 Actual Expenditure - £4,401,187

The acting Senior Executive Officer, Culture and Heritage explained that the excess
expenditure amounting to £1,901,187 under the Mega Concert subhead of expenditure was
as a result of:

o the fees paid to an events agency and a media and entertainment company that had not
been envisaged,;

e the cost of contracting a top artist after the line-up to the show had been closed, in
addition to the artist’s performance expenses;

e the expenses incurred contracting artists for the following year's Mega Concert (2018
Festival) having to be paid in advance from the 2017 festival budget;

¢ higher security company fees as a result of an increase in the security threat level in
Gibraltar;

e maintenance fees relating to the turf protection;

¢ settlement of outstanding invoices from the 2015 and 2016 Music Festivals;
¢ additional food supplies for the VIP area;

¢ additional emergency exit costs;

e expansion of VIP and VVIP area costs; and

¢ the added costs incurred in building a larger raised platform for persons with disabilities
in addition to more accessible toilets being installed.

Head 45 — Sport and Leisure
Subhead 2 — Other Charges — (1) Contributions from the Consolidated Fund to the Gibraltar
Sports and Leisure Authority (b) Additional Contribution

Original Estimate - £5,267,000 Actual Expenditure - £5,825,000

In his reply, the Chief Executive Officer of the Gibraltar Sports and Leisure Authority (GSLA)
informed me that the excess expenditure of £558k was primarily due to:

o Water Expenditure (£252k) - increased costs arising from a water leak in the 25m
swimming pool which required emptying the pool entirely on several occasions to
conduct repairs, in addition to an increased number of faecal incidents at the smaller
accessible pool that requires a large turnover of water mass;
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e Swimming Pool Expenses (£109K) - increased chemical consumption costs over an
extended period as a consequence of the aforementioned incidents;

e Pension Contributions (£52k) - increased contributions from staff (and by default
employer’s contributions) represented unexpected expenditure;

o Temporary Assistance (£50k) - increase in summer staff due to demands of the summer
sports programme, in addition to increased lifeguard cover following a review of the
swimming pool manning levels;

e Playground Expenses (£42k) - increased security costs as a result of the addition of

more playing areas to the GSLA’s remit in addition to the cost of works at Chilton Court
Playground; and

e Gibraltar Island Games 2019 (£40k) - token budget provision of £1k was made in
anticipation of the initial grant to be made to the Island Games project.

Head 54 — Transfer from Government Surplus
Subhead 1 — Payment to Social Assistance Fund — Import Duty — Transfer from Government

Surplus

Original Estimate - £1,000 Actual Expenditure - £15,000,000

The Financial Secretary informed me that, as previously explained in replies to similar
queries regarding the variances under this Head of Expenditure, since it is not possible to
quantify with accuracy a year-end surplus at the start of any financial year, a token provision
of £1k was again included in the Estimates for the year. The Financial Secretary added that
the £15m expenditure under this subhead provided the necessary funding to the Social
Assistance Fund to allow for the contribution to be made to Gibraltar Community Care for the
year 2017-18.

Head 55 — Contribution to the Improvement and Development Fund
Subhead 1 — Contribution to the Improvement and Development Fund

Original Estimate - £5,000,000 Actual Expenditure - £26,000,000

In his reply, the Financial Secretary informed me that the budgetary allocation that appears
in the Estimates book for this subhead is the projected budgetary variance between the
estimated Improvement and Development Fund (I&DF) expenditure and I&DF revenue (pre-
Consolidated Fund contribution) for the year. The Financial Secretary added that in effect
this is the 'top-up’ required by the I&DF to allow it to remain with a year-end positive balance.
The Financial Secretary further explained that what they estimate will be the levels of
expenditure and revenue at the time of preparing the Government's Estimates can vary
considerably given the nature of the I&DF. Sometimes capital revenue is not achieved
because of policy changes during the year resulting in property(ies) not being sold as was
the case in the financial year 2017-18. Although the overall I&DF expenditure incurred in the
year was lower than budgeted, the level of capital revenue collected under I&DF Head 102
Sale of Government Property and Other Premia fell short of the amount that had been
expected for the year, thus requiring an increased contribution from the Consolidated Fund.

Consolidated Fund - Unauthorised Expenditure

2.9.1 All Consolidated Fund expenditure in the financial year 2017-18 was covered by
appropriation as required under Section 69 of the Constitution of Gibraltar.

Consolidated Fund - Unauthorised Use of Savings
2.10.1 There was no unauthorised use of expenditure savings in the financial year 2017-18.
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2016-17

Improvement and Development Fund

2111

2.11.2

2113

2114

General - The Improvement and Development Fund (I&DF) consists of contributions
appropriated from the Consolidated Fund, in addition to monies derived from the sale of
Government properties and other premia, as well as grants received for the purpose of
meeting expenditure relating to capital projects, development works and the provision and
acquisition of capital assets.

The balance in the I&DF on 31 March 2017 stood at £7.90m, compared to an original
estimate of £2.53m, a forecast outturn of £7.40m and the comparative previous year’s closing
balance of £20.30m.

Revenue - The revenue of the I&DF for the financial year 2016-17 was £34.86m, compared
to an original estimate of £44.25m, a forecast outturn of £34.82m and the previous year’s
revenue of £107.31m.

| obtained explanations from Receivers of Revenue for the larger variances between original
estimates and actual revenue for the financial year 2016-17 and highlight the explanations
provided to me hereunder:

Head 101 — Contribution and Loans
Subhead 1 — Contribution from Consolidated Fund - Reserve

Original Estimate - £7,500,000 Actual Revenue - £25,000,000

The Financial Secretary explained in his reply to me that even though the overall expenditure
(£47.26m) incurred under the 1&DF was lower than budgeted (£61.15m), since the revenue
collected in the year 2016-17 under Head 102 - 1 Land and Building Sales and Leases
(£8.83m) was significantly lower than anticipated (budget £35.00m) and the £1m that was
expected to have been be collected under Head 104 - 7 MOD Contribution to the Gibraltar
Airport Fire and Rescue Service did not materialise, this required a higher level of contribution
from the Consolidated Fund to allow the I&DF to meet its 2016-2017 capital funding needs.

Head 102 — Sale of Government Properties and Other Premia
Subhead 1 — Land and Building Sales and Leases

Original Estimate - £35,000,000 Actual Revenue - £8,828,880

The Financial Secretary explained that the revenue that was budgeted for the sale of
properties during the year 2016-17 did not materialise.

Head 104 — Reimbursements
Subhead 6 — Receipts in Connection with the Transfer of MOD Electricity Undertakings

Original Estimate - £680,000 Actual Revenue - £344,000

The Financial Secretary informed me that at the time of the preparation of the draft Estimates
for 2016-17 the Ministry of Defence (MOD) was still disputing the payment due in respect of
the financial year 2015-16 which resulted in a 'nil’ collection that year. Given that the MOD
contribution was not received in the year 2015-16 and as the dispute was still ongoing at the
time of closing the Draft Estimates for 2016-17, it was assumed that the negotiations would
allow for two years’ of contributions to be received in the financial year 2016-17, however
this did not materialise. The dispute which was wider and covered a number of other items
has since been resolved and annual contributions are being received from the MOD.
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2115

2.11.6

Head 104 — Reimbursements
Subhead 7 — MOD Contribution to Gibraltar Airport Fire and Rescue Service

Original Estimate - £1,000,000 Actual Revenue - £Nil

The Financial Secretary explained that this revenue subhead provides for the reimbursement
by the MOD to Government of its share of the capital costs incurred by the Gibraltar Airport
Fire and Rescue Service for the purchase of the new fire trucks for the runway. The Financial
Secretary further explained that since the order for the fire trucks was not placed until both
parties were entirely happy with the specifications of the trucks and the tender process had
been properly undertaken, the Government could not claim from the MOD. During the
financial year 2016-17 only £250k of expenditure to reserve the design of the build of these
trucks was processed at the end of March 2017 out of the expected £2.25m being the full
estimate of these costs.

Expenditure - The expenditure of the I&DF for the financial year 2016-17 was £47.26m,
compared to an original estimate of £61.15m, a forecast outturn of £47.73m and the previous
year’'s expenditure of £98.25m.

| hereunder detail the reasons and explanations provided to me by Controlling Officers on
the variances between the original estimates and the actual expenditure for the financial year
2016-17 that | considered of major significance:

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (g) Contribution to Gibraltar Health Authority

Original Estimate - £2,555,000 Actual Expenditure - £1,439,000

The Financial Secretary explained that the reason for the positive variance was largely
attributable to the Gibraltar Health Authority's Electronic Health Records Project (EMIS)
being temporarily placed on hold. In addition to this, the planned purchase of a replacement
ambulance did not materialise in the financial year 2016-17 due to delays in the procurement
of the vehicle, thereby contributing to the overall reduction in the level of contribution required
by the Gibraltar Health Authority.

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (n) Housing: Works and Repairs

Original Estimate - £6,000,000 Actual Expenditure - £4,583,675

The Principal Housing Officer informed me that the expenditure budget was underspent due
to delays in the commencement of major capital works projects.

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (q) Essential Services Equipment: (iv) Gibraltar Airport
Fire and Rescue Service

Original Estimate - £2,250,000 Actual Expenditure - £250,023

The Chief Secretary informed me that the funds were allocated for the replacement of the
vehicle fleet of the Gibraltar Airport Fire and Rescue Service and to purchase 50% of the
aircraft training simulator from the MOD. The Chief Secretary further explained that the
variance of £2m related solely to the vehicle fleet project and specifically to the first payments
due to two designer and manufacturer of firefighting and rescue vehicles companies on
signing the contracts and the expected payments one month later upon completion. The
Technical Advisory Team issued its recommendations on 1 December 2016 and at that point
it was still expected that the approved funding of £2,25m would be achieved. However, the
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technical nature of the vehicle specifications caused a delay in the tender being awarded
and these payments were eventually made the following financial year.

Head 102 — Projects
Subhead 2 — Relocation Costs (b)(i) MOD Project Euston

Original Estimate - £11,000,000 Actual Expenditure - £7,352,456

The Chief Technical Officer informed me that the funding under this subhead related to the
works required to meet the Gibraltar Government’s obligations under the Lands Agreement
with the MOD. These included the construction of new housing units at Four Corners. The
Chief Technical Officer explained that the under expenditure of £3.65m was due to slower
than anticipated progress on the works required in relation to the Four Corners housing units.
These started later than had been programmed due to the need for various design issues to
be resolved and agreed, including services infrastructure.

Head 102 — Projects
Subhead 2 — Relocation Costs (d) Port Authority Relocation

Original Estimate - £1,500,000 Actual Expenditure - £275,919

The Chief Technical Officer explained that the budget related to the construction of the new
Port Authority tower at Lathbury. The under expenditure generated was due to slower than
anticipated progress on the completion and approval for the design of the second phase of
the project. This meant the contractor was not able to start on site until early 2017.

Head 102 — Projects
Subhead 4 — Other Projects (c) Old Naval Hospital Conversion and Refurbishment Works

Original Estimate - £3,100,000 Actual Expenditure - £2,289,797

The Conservation Officer explained that the approved budget for the year provided for a
potential contractual claim on behalf of the contractor when resolving the final account for
the works carried out; however, the claim was contested and therefore never presented for
payment. A new value was presented and the claim was approved for the following financial
year.

Head 102 — Projects
Subhead 4 — Other Projects (h) Wellington Front (i) Development

Original Estimate - £810,000 Actual Expenditure - £1,476,797

The acting Senior Executive Officer, Culture and Heritage, after obtaining the necessary
information from the Senior Architect at the Technical Services Department, that was
involved in the project, explained that the building contract entered into with the successful
contractor has spanned over a number of financial years. To this effect, the approved original
contract sum has not been exceeded, however, during the execution of the works, extra
works were requested which resulted in an increase to the original contract sum. The
additional works were executed but these were not necessarily limited to the annual
approved estimate.

Head 102 — Projects
Subhead 4 — Other Projects (z) Infrastructure Provision for Housing Projects (incl. Eastside)

Original Estimate - £1,900,000 Actual Expenditure - £690,306
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In his reply the Chief Technical Officer informed me that the funding under this subhead was
in relation to a number of specific projects, all of them related to the provision of services
infrastructure (potable and salt water; electricity; sewage; and storm drains) for the on-going
affordable housing projects. Of these, three projects account for most of the under
expenditure, namely the refurbishment of the sewer drains along Devil's Tower Road; the
provision of new stormwater drains at the eastern end of Devil's Tower Road; and the
provision of new stormwater drains at Waterport. The first two projects were delayed in
starting, thus not achieving the projected level of expenditure and the third was undertaken
at a lower cost than had originally been estimated.

Head 102 — Projects

Subhead 4 — Other Projects (zu) Relocation of Bus Depot/Technical Services
Garage/Calypso
Original Estimate - £1,000,000 Actual Expenditure - £12,727

The Chief Technical Officer explained that the budget related to the conversion of the MOD
MT Workshop on Dockyard Road into the new Technical Services Garage and new Gibraltar
Bus Company Depot. Before works could start, the MOD needed to vacate the premises and
relocate to the new premises being built at South Dispersal as part of the Lands Agreement.
However, there were delays with this happening due to the MOD having taken longer than
anticipated to action the relocation. This meant that the project could not start on site during
the financial year ended 31 March 2017, thus generating the under expenditure.

Head 102 — Projects
Subhead 4 — Other Projects (zy) Britannia House Refurbishment

Original Estimate - £1,000,000 Actual Expenditure - £34,391

The Chief Technical Officer explained that the funding under this subhead related to the
planned refurbishment of the ex-Britannia House property. The under expenditure was as a
result of the start of the works being delayed from what had been anticipated. This was due
to the need to agree the final scope of the works and the total cost of the project, both of
which had not been defined at the time the Chief Technical Officer took over the project in
late 2015. The works started on site in February 2017 with the first contract payment being
made at the end of the financial year 2016-17.

Head 102 — Projects
Subhead 5 — Equity Funding/Funding (c) University of Gibraltar

Original Estimate - £3,250,000 Actual Expenditure - £1,807,387

The Chief Secretary informed me that the overall sum approved for setting up the University
of Gibraltar was set at £10m, this amount was to be spread over financial years 2015-16 to
2016-17. However, there was an overall underspend on the University resulting in reduced
costs for 2016-17.

2017-18

Improvement and Development Fund

2121

2.12.2

General - The balance in the I&DF on 31 March 2018 stood at £0.71m, compared to an
original estimate of £2.67m, a forecast outturn of £0.32m and the comparative previous
year’s closing balance of £7.90m.

Revenue - The revenue of the I&DF for the financial year 2017-18 was £55.22m, compared
to an original estimate of £59.97m, a forecast outturn of £55.17m and the previous year’s
revenue of £34.86m.
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2124

2125

| obtained explanations from Receivers of Revenue for the larger variances between original
estimates and actual revenue for the financial year 2017-18 and highlight the explanations
provided to me hereunder:

Head 101 — Contribution and Loans
Subhead 1 — Contribution from Consolidated Fund - Reserve

Original Estimate - £5,000,000 Actual Revenue - £26,000,000

The Financial Secretary explained in his reply that even though the overall expenditure
(£62.40m) incurred under the I&DF was lower than budgeted (£64.70m), since revenue
collection under Head 102 - 1 Land, Building Sales and Leases and Other Premia (£17.35m)
was significantly lower than anticipated (£43.60m), the I&DF required a higher level of
contribution from the Consolidated Fund in order to allow the Government to meet its 2017-
2018 capital expenditure needs.

Head 102 — Sale of Government Property and Other Premia
Subhead 1 — Land, Building Sales and Leases and Other Premia

Original Estimate - £43,600,000 Actual Revenue - £17,350,067

The Financial Secretary informed me that the estimate for this subhead for the financial year
2017-18 provided for the sale of the ‘Rooke’ site which did not materialise and which
represents almost all of the variance. The Financial Secretary added that the sale did not
take place because policy decisions were taken during the year to focus on this site.

Head 104 — Reimbursements
Subhead 8 — MOD Contribution towards Relocation Costs — Project Euston

Original Estimate - £1,000 Actual Revenue - £434,741

The Financial Secretary explained that a £1k token figure was budgeted as at the time of the
Estimates preparation no significant revenue was expected to be received in the year 2017-
18.

Expenditure - The expenditure of the I&DF for the financial year 2017-18 was £62.40m,
compared to an original estimate of £64.70m, a forecast outturn of £62.75m and the previous
year’s expenditure of £47.26m.

| hereunder detail the reasons and explanations provided to me by Controlling Officers on
the variances between the original estimates and the actual expenditure for the financial year
2017-18 that | considered of major significance:

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (n) Housing: Works and Repairs

Original Estimate - £6,000,000 Actual Expenditure - £4,581,996

The Principal Housing Officer informed me that the underspent in capital expenditure was
once again due to delays in the commencement of major capital works projects.

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (q) Essential Services — Equipment (iv) Gibraltar Airport
Fire and Rescue Service

Original Estimate - £1,960,000 Actual Expenditure - £1,495,492

The Executive Officer from the Ministry wrote to me, on behalf of the Principal Secretary,
Tourism, Employment, Commercial Aviation and the Port, explaining that from information
provided by the Gibraltar Airport Fire and Rescue Service the budget provision was for the
replacement of their vehicle fleet and the under-expenditure of £464,508 was mainly due to
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a delay in the production process of one of the Rosenbauer Panther 4x4 vehicles. The
Executive Officer further explained that there had also been a delay in the procurement
process for the utility and command vehicles. Both delays, she said, had resulted in the final
invoices being paid the following financial year 2018-19.

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (x) Other Works

Original Estimate - £1,000 Actual Expenditure - £418,776

The Financial Secretary informed me that a £1k token figure was budgeted for as there was
no known expenditure for 2017-18 at the time of preparing the Government's Estimates.

Head 101 — Works and Equipment
Subhead 1 — Works and Equipment (y) Government Computerisation Programme

Original Estimate - £900,000 Actual Expenditure - £1,470,758

The Financial Secretary in his reply explained that the budgetary overrun was directly
attributable to demand-driven expenditure which included additional systems’ requirements
such as that for the Department of Employment’s 'ERASMUS" computer database project,
which on its own represented £200k of the overrun. This expenditure was settled after a
number of disputes with the software supplier.

Head 102 — Projects
Subhead 1 — Roads and Parking Projects (a) Roads and Tunnel Projects: (i) Tunnels and
Roads to North Front

Original Estimate - £11,500,000 Actual Expenditure - £5,745,074

The Chief Technical Officer informed me that the funding allocated under this subhead
related to the construction of the airport and frontier road tunnel and the under expenditure
of £5.75m was due to progress with the works being slower than anticipated. The Chief
Technical Officer explained that the tunnel project contractor had had to undertake repairs
to the buried concrete diaphragm walls, the extent of which only become apparent as the
excavations to create the tunnel progressed. These repairs were significantly more extensive
than they had anticipated in their works programme and as a result caused delays in
achieving their milestone payments thus leading to a significant under expenditure.

Head 102 — Projects
Subhead 2 — Relocation Costs (b)(i) MOD Project Euston

Original Estimate - £14,500,000 Actual Expenditure - £17,989,969

The Chief Technical Officer explained that the funding allocated under this subhead related
to the works required to meet Government’s obligations under the Lands Agreement with the
MOD. These included the construction of 84 new housing units at Four Corners. The over
expenditure of £3.49m generated was due to the works progressing at a quicker rate than
originally anticipated as the contractor made very good progress. The Chief Technical Officer
added that that the expenditure under this subhead included works undertaken on behalf of
the MOD for infrastructure services and for which the MOD reimbursed the Government in
the subsequent financial year 2018-19 in the sum of £1.24m.

Head 102 — Projects
Subhead 2 — Relocation Costs (c) Other Relocations

Original Estimate - £1,000,000 Actual Expenditure - £3,583,759
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2.12.6

In his letter, the Chief Technical Officer informed me that the funding allocated under this
subhead related to the relocation of HM Customs from Waterport. However, during the
financial year a number of new relocation projects were instructed under this subhead which
had not been identified at the time the estimate bids were made. These bids were in the main
related to either the construction of new schools or the new sports facility at Lathbury, as well
as various minor projects. Of the £2.58m over expenditure, the relocation of entities out of
the Waterport area into the No.4 Dock site (Rooke site) to make way for the new
comprehensive schools, accounts for £1.90m; the relocation of the Laguna youth club to
clear the Notre Dame school site accounts for £0.16m; and the relocation of entities from the
Lathbury parade ground area accounts for £0.14m. In addition, the reconstruction of the
Dockyard Gate House accounted for £0.18m. The remaining balance of £0.20m was due to
associated professional consultants' fees as well as various minor projects.

Head 102 — Projects
Subhead 4 — Other Projects (zo) Relocation of Bus Depot/Technical Services Garage/

Calypso

Original Estimate - £100,000 Actual Expenditure - £1,475,442

The Chief Technical Officer explained that the funding allocated under this subhead related
to the conversion of the ex-MOD Motor Transport Workshop building on Dockyard Road into
the new Technical Services Garage and the Gibraltar Bus Company depot, as they both
needed to be relocated. The timing of the start of the works was dependent on the MOD
vacating their Motor Transport Workshop building which was delayed on their part. A token
funding allocation of £100k was therefore made for the project due to the uncertainty over
the start date. Works were able to proceed towards the last third of the financial year 2017-
18 and thus the over expenditure was generated as a consequence of having provided only
for a token funding budget allocation.

Head 102 — Projects
Subhead 4 — Other Projects (zq) Completion of Infrastructure Service Corridor (North Front

Area)
Original Estimate - £1,000,000 Actual Expenditure - £81,548

The Chief Technical Officer informed me that the majority of the funding allocated under this
subhead related to the construction of a new sewage pumping station in the Western Beach
area. Works to complete a utility services corridor in the North Front and the area of British
Lines make up the balance. The Chief Technical Officer explained that the construction of
the pumping station required the transfer by the MOD of the land on which it would be located.
It had been anticipated that this transfer would have taken place early in the financial year to
allow construction to start but unfortunately this did not happen during the year. The under
expenditure of £0.92m was therefore generated by the inability to commence construction of
the sewage pumping station pending the transfer of MOD land.

Improvement and Development Fund — General - As | commented in my previous report,
the explanations provided to me by a number of Controlling Officers seems to indicate that
there are weaknesses in the control and management of some capital projects. As previously
emphasised by my predecessor, | too urge that existing procedures be reassessed in order
to ensure that, as far as practicable and possible, capital projects are completed on time,
given that delays in the commencement and completion of works normally result in higher
costs to Government.
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2016-17 and 2017-18

Special Funds

2.13.1

2.13.2

2.13.3

2134

Statutory Benefits Fund - A contribution of £7.00m was made from the Consolidated Fund
to the Statutory Benefits Fund in both the financial years 2016-17 and 2017-18, which is the
same level of contribution made in the previous two financial years. The social insurance
contributions collected during the year 2016-17, amounting to £22.56m, increased by £0.56m
(2.55%) from the previous year’s collections amounting to £22.00m; whilst the social
insurance contributions collected during the subsequent financial year 2017-18, amounting
to £30.13m, increased by £7.57m (33.55%) from the previous year’s collections amounting
to £22.56m. The significant increase in social insurance contributions collected during the
financial year 2017-18 was as a result of three factors: Firstly, as from 1 April 2017 the rates
of social insurance contributions increased by a range of 9.3% to 11%, depending on the
contributor category; secondly, also on 1 April 2017, the Social Security (Insurance) Act was
amended and the apportionment of the social insurance contributions collected and assigned
to the Statutory Benefits Fund increased from 30% of contributions collected to 35%; and
lastly, there was a sizeable increase in the total number of employee jobs in Gibraltar during
the year from 28,029 employee jobs in October 2017 to 29,995 employee jobs in October
2018 (Source: Statistics Office — Employment Survey Reports);

There was a year-on-year increase in total payments of the Statutory Benefits Fund
amounting to £1.19m (3.37%) from £35.30m during the previous financial year to £36.49m
in the financial year 2016-17. This increase was largely attributable to a year-on-year rise in
local Old Age Pension payments amounting to £1.26m, from £31.47m to £32.73m at the end
of March 2017. The Old Age Pension increase was principally as a result of a year-on-year
net increase of 513 in newly classified old age pensioners and the annual pension increase
of 0.4% as from 1 August 2016.

In the financial year 2017-18 there was a year-on-year increase in total payments amounting
to £1.70m (4.66%) from £36.49m during the previous financial year to £38.19m in the
financial year 2017-18. This increase was mainly attributable to a year-on-year rise in local
Old Age Pension payments amounting to £1.34m, from £32.73m to £34.07m and in
Insolvency Claims amounting to £0.37m. The Old Age Pension increase was principally as
a result of a year-on-year net increase of 274 in newly classified old age pensioners and the
annual pension increase of 2.7% as from 1 August 2017. The increase in Insolvency Claims
was as a result of claims arising from 41 employees of five different companies which were
declared insolvent. By comparison, during the previous financial year 2016-17, there was
only one insolvency claim in respect of one employee, amounting to £950.

Figures 4 and 5 below show that, other than in the first accounting period ending 31 March
2009, when the Statutory Benefits Fund was established on 1 July 2008, total annual
expenditure of the Fund has exceeded the income received by the Fund in every successive
financial year. The effect of this is that in ten years the balance in the Statutory Benefits Fund
has decreased from £20.73m as at 31 March 2009 to a negative fund balance of - £2.77m
at the end of the financial year 2018-19. The shortfall in net payments of £6.86m during 2016-
17 was partially met by an advance from the Consolidated Fund of £6.10m and the net
payments of £1.00m in 2017-18 was similarly met in part by an advance of £0.97m from the
Consolidated Fund. During the financial year 2018-19, the Statutory Benefits Fund repaid
£3.50m of the total outstanding advance received from the Consolidated Fund thus lowering
the negative Fund Account balance from -£7.04m to -£2.77m as at 31 March 2019.
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Figure 4
Financial Transfer Social Other Transfer Total Total Statutory Advance/
Year from Insurance Income from Statutory Statutory Benefits Repayment
Consolidated Contrs. Social . Benefits Fund from/to the
Fund Collected Insurance Benefits Fund Balance at Consolidated
Funds Fund Payments Year-end Fund
Income
Jul '08 — Mar '09 £10.00m £11.53m £0.52m £17.74m £39.79m £19.06m £20.73m
2009-10 £8.50m £15.76m £0.18m - £24.44m £26.72m £18.45m
2010-11 £7.50m £17.53m £0.20m - £25.23m £25.69m £17.99m
2011-12 £10.00m £18.39m £0.20m - £28.59m £29.09m £17.49m
2012-13 £10.00m £18.60m £0.18m - £28.78m £30.13m £16.14m
2013-14 £9.00m £19.92m £0.15m - £29.07m £32.18m £13.03m
2014-15 £7.00m £21.12m £0.15m - £28.27m £34.32m £6.98m
2015-16 £7.00m £22.00m £0.13m - £29.13m £35.30m £0.81m
2016-17 £7.00m £22.56m £0.07m - £29.63m £36.49m -£6.05m * £6.10m
2017-18 £7.00m £30.13m £0.06m - £37.19m £38.18m -£7.04m * £0.97m
2018-19 £7.00m £36.60m £0.07m - £43.67m £39.39m -£2.77m * -£3.50m

* The Statutory Benefits Fund balance as 31 March 2017, 31 March 2018 and 31 March 2019 do not include the advances received from
the Consolidated Fund which are shown in the adjoining column.
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2.13.5 In my last report on the public accounts for the year ended 31 March 2016, specifically in
paragraphs 2.7.1 to 2.7.8, | reported that | had written to the Financial Secretary enquiring
why the balance of the Statutory Benefits Fund had been left depleted at the end of 2015-
16; and what was the financial plan with regard to this special fund considering that it was
Government’s intention to restructure this special fund, and taking into account that the
annual approved contribution from the Consolidated Fund had been kept at £7.00m for the
years 2016-17 and 2017-18.
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2.13.6

2.13.7

2.13.8

The Financial Secretary informed me that the Government had a plan to address the
depletion of the Statutory Benefits Fund but any amendment to the scheme must accord with
Government’s obligations. The Financial Secretary added that by the end of the financial
year 2015-16, Government was clear that something had to be done urgently to address the
Fund’s position. In this respect, had it not been for the Brexit vote result, it had been the
Government'’s intention to correct the declining balance in the Fund in its 2016 budget by
increasing the rate of social insurance contributions, which had not increased since July
2010. The Financial Secretary said that in the 2016 budget address, the Chief Minister had
said that Government was committed to a total reform of the entire structure of the Statutory
Benefits Fund in order to place it on a viable footing; however, given the Brexit vote,
announcing the reformed system (at the time) in July 2016 would not have allowed the
Government to benefit from the potential flexibility that might be possible in the context of EU
rules no longer being applicable. The Financial Secretary explained that the Chief Minister
had said that an announcement would be made in due course once legal advice was received
that the new system was fully compliant with EU law. The Financial Secretary further
explained that Brexit might provide a number of challenges (and possible opportunities), as
the obligations the Government might have going forward might change and the shape of a
social insurance scheme might be different outside the EU providing greater flexibility for any
new scheme. The Financial Secretary said the final outcome would be assessed once there
is greater certainty of the shape this may take. Faced with the uncertainty leading to an
inability to reform the scheme until there is greater clarity as to how to shape it, the
Government decided to address the depletion in the Statutory Benefits Fund by firstly
increasing social insurance contributions on 1 April 2017; and additionally, as from the same
date by adjusting the allocation ratio between the Group Practice Medical Scheme and the
Statutory Benefits Fund from a 70%-30% apportionment to a revised 65%-35% allocation.

The Financial Secretary said that Government would need to determine whether further
increases to social insurance contributions might be required, but in doing so Government
would need to balance this with the reality that the Statutory Benefits Fund must meet its
obligations and accordingly any shortfalls would need to be met by Government. During the
financial years 2016-17 and 2017-18 these shortfalls were met by advances from the
Consolidated Fund. However, on 1 July 2018, a further increase in social insurance
contributions was introduced by the Government. The Financial Secretary hoped that the
effect of these changes were such that the position of the Fund stabilises whilst at the same
time getting to a position where there is clarity on the way forward. At that point, he said, it
may be possible to implement structural changes to the scheme. The effect of allocating a
bigger portion of the social insurance contribution to the Statutory Benefits Fund and
increasing social insurance contributions in two successive years enabled the Fund to
increase its level of income and in turn allowed it to repay part of the advances received from
the Consolidated Fund.

| again wrote to the Financial Secretary on 23 April 2018, drawing attention to the fact that
as the law currently stood, it was not possible for the Consolidated Fund to make advances
to the Statutory Benefits Fund, given that this Fund is not specified under section 12 of the
Public Finance (Control & Audit) Act (“the Act”) as being a special fund to which the
Consolidated Fund can make advances, notwithstanding that the forerunners of the Statutory
Benefits Fund, namely the Short-Term Benefits Fund, the Closed Long-Term Benefits Fund
and the Open Long-Term Benefits Fund are all still specified under section 12(e) (ii), (iii), (iv)
of the Act, even though these three special funds, together with the Employment Injuries
Insurance Fund, have since the establishment of the Statutory Benefits Fund on 1 July 2008
been defunct. | highlighted to the Financial Secretary that, even though section 12(e)(v) of
the Act provides for the Consolidated Fund to make advances to any other special fund, such
advances are recoverable by the Consolidated Fund before the close of the financial year in
which the advance is made. | therefore pointed out to the Financial Secretary, that if
Government required the advances made by the Consolidated Fund to the Statutory Benefits
Fund to remain beyond the year-end it could not do so under the provisions of section
12(e)(v) of the Act but should instead make legal provision by way of an amendment to the
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2.13.9

2.13.10

2.13.11

2.13.12

2.13.13

Public Finance (Statutory Benefits Fund) Act 2008 to have the Statutory Benefits Fund
included under section 12 of the Act with suitable retrospective effect.

The Financial Secretary explained to me that even though there was no provision under
section 12(e) of the Act for the Consolidated Fund to make advances to the Statutory Benefits
Fund it was nevertheless possible to do so pursuant to section 4(1)(d) of the Public Finance
(Statutory Benefits Fund) Act 2008, which had been amended on 15 December 2017 to
enable the Fund to receive any moneys specified in any law as being receivable by the
“Existing Funds” (i.e. the Short-Term Benefits Fund, the Closed Long-Term Benefits Fund,
the Open Long-Term Benefits Fund, the Employment Injuries Insurance Fund and the
Insolvency Fund).

In my reply to the Financial Secretary | informed him that although | accepted that the
amended section 4(1)(d) of the Public Finance (Statutory Benefits Fund) Act 2008 made it
possible for the Statutory Benefits Fund to receive advances from the Consolidated Fund, it
would have been more appropriate, in my view, and indeed in keeping with previous practice
by way of consistency, to have made provision under section 12(e) of the Public Finance
(Control & Audit) Act for the Statutory Benefits Fund to be added as a special fund to which
the Consolidated Fund can make advances. Such a move would not only have been neater
but it would have additionally enabled the “Existing Funds”, which are defunct and no longer
in use, to have been removed from section 12(e) and Schedule 1 of the Public Finance
(Control and Audit) Act. The fact that the “Existing Funds” are still specified as special funds
in Schedule 1 of the Act but yet are disused due to the establishment of the Statutory Benefits
Fund on 1 July 2008, to the extent that Treasury rightfully no longer prepares accounts for
these special funds, adds unnecessary confusion as to whether these five special funds are
still active or not, particularly as the Statutory Benefits Fund is not specified in Schedule 1 to
the Public Finance (Control and Audit) Act. At the close of this Report, the Financial Secretary
had not replied to the audit queries raised.

Arrears of social insurance contributions as at 31 March 2017 stood at £5,903,926 of which
30% £1,771,178 was receivable by the Statutory Benefits Fund (70% was receivable by the
Consolidated Fund Revenue Head 5 Subhead 11, Group Practice Medical Scheme). Arrears
of Social Insurance contributions as at 31 March 2018 stood at £4,946,836 of which 35%
£1,731,393 was receivable by the Statutory Benefits Fund (65% was receivable by the
Consolidated Fund Revenue Head 5 Subhead 40, Group Practice Medical Scheme). See
paragraphs 3.1.45 to 3.1.47 of this report for more detailed comments on the arrears of Social
Insurance contributions.

In May 2020, | wrote to the Director of Social Security informing him that under sections 3(3)
and 3(4) of the Social Security (Open Long-Term Benefits Scheme) Act, the pensionable age
of both males and females insured under the Gibraltar social security pension scheme shall
be equal, and that such equalisation of pensionable age, which is currently set at age 60 for
women and age 65 for men, shall occur not later than 31 December 2020. | pointed out to
the Director that in the last three election campaigns, the ruling political party, which forms
the present Government, had informed in their election manifestos that they were committed
to reforming the social security scheme and as part of that reform their aim was to equalise
pensionable age between men and women to age 60. | therefore questioned if there had
been any developments in reforming the social security scheme, and specifically, if the
pensionable age of men and women would indeed be equalised to age 60 by the end of
December 2020 in line with the requirements of the Social Security legislation. The acting
Director replied to me, explaining that he was aware of the provisions of the social security
legislation and having previously discussed this with the Minister responsible for social
security he was at present unable to advise of any developments. The acting Director said
he would revert when he had further information on the matter.

Subsequently, even though the Director of Social Security did not revert to me with
developments, | am aware that amendments were made to sections 3(3) and 3(4) of the
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Social Security (Open Long-Term Benefits Scheme) Act, pursuant to the Social Security
(Open Long-Term Benefits Scheme) Act (Amendment) Regulations 2020 [Legal Notice No.
502/2020]; the Social Security (Open Long-Term Benefits Scheme) Act (Amendment)
Regulations 2021 [Legal Notice No. 497/2021]; and the Social Security (Open Long-Term
Benefits Scheme) Act (Amendment No.2) Regulations 2022 [Legal Notice No. 339/2022].
Following these amendments to the social security legislation, the previous legal provisions,
ie.:

(3) Provision may be made by regulations made by the Minister, for amending the
definition of “pensionable age”, provided that the effects of such provision shall be that,
with effect from the Equalisation Date, the pensionable ages of men and women insured
under this Act shall be equal.

(4) For the purposes of subsection (3), the Equalisation Date shall be determined by
regulations, but shall in any event not fall later than the 31st day of December, 2020.

were amended as follows:

(3) Provision may be made by regulations made by the Minister, for amending the
definition of “pensionable age”, provided that the effects of such provision shall be that,
with effect from the Equalisation Date, the process of the equalisation of the pensionable
ages of men and women insured under this Act shall be commenced.

(4) For the purposes of subsection (3), the Equalisation Date shall be determined by
regulations, but shall in any event not fall later than the 31st day of December, 2022.

Although the process of the equalisation of the pensionable ages of men and women might
have commenced, the pensionable age of men and women has not yet been equalised at
the date of this report. In this respect, the ruling political party declared in their 2023 election
manifesto that they continue committed to setting pension availability for men and women at
age 60. However, they want to make a system, as exists in other jurisdictions, where the
contributing individual voluntarily selects, on attaining age 60, the age on which to receive
his/her pension. The individual may decide to receive his/her pension at age 60, or
alternatively choose to delay and receive a higher pension at a later date, after contributing
more towards their pension entitlement. This allows each person to make a decision based
on his or her personal circumstances, taking into account factors such as health, finances or
other considerations. According to the manifesto, the ground for this revised system is now
prepared and the implementation will be within the next four years if there is no European
Union liability involved. Alternately, it will be after the termination of the four year Schengen
Access Agreement if such an agreement is finalised.

Social Assistance Fund - The total sum transferred to the Social Assistance Fund from the
Consolidated Fund during the financial year 2016-17 amounted to £27.90m (£7.90m in
respect of Import Duty Collections and £20.00m transferred from the Government Surplus),
compared to the approved estimate of £15.00m, a forecast outturn of £27.90m and the
previous year’s transfer of £27.60m.

During the financial year 2017-18, the total sum transferred to the Social Assistance Fund
from the Consolidated Fund amounted to £22.90m (£7.90m in respect of Import Duty
Collections and £15.00m transferred from the Government Surplus), compared to the
approved estimate of £15.20m, a forecast outturn of £22.90m and the previous year’s
transfer of £27.90m.

Total expenditure for the financial year 2016-17 amounted to £27.79m, £12.72m more than
the approved estimate of £15.07m but £0.24m more than the previous year’s expenditure of
£27.55m. The variance between the approved estimate and actual expenditure during the
financial year 2016-17 was mainly attributable to a supplementary contribution from the
Government Surplus amounting to £20.00m paid to Gibraltar Community Care Trust when
only a token sum of £1,000 was provided in the approved estimate. However, there was no
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recurrent contribution to Gibraltar Community Care Trust notwithstanding an approved
estimate of £7.50m.

In the financial year 2017-18 total expenditure amounted to £22.60m, £7.29m more than the
approved estimate of £15.31m but £5.19m less than the total expenditure incurred during
2016-17 of £27.79m. The variance between the approved estimate and actual expenditure
during the financial year 2017-18 was largely attributable to a supplementary contribution
from the Government Surplus amounting to £15.00m paid to Gibraltar Community Care Trust
when only a token sum of £1,000 was provided in the approved estimate. However, there
was no recurrent contribution to Gibraltar Community Care Trust notwithstanding an
approved estimate of £7.50m.

Note Security Fund - The Note Security Fund ended the financial year 2016-17 with net
receipts of £2.47m compared to £6.43m in the previous financial year and £0.12m in 2017-
18. Total currency notes issued during 2016-17 amounted to £39.91m, a decrease of
£10.86m compared to the currency notes issued in the previous year amounting to £50.77m.
During the financial year 2017-18, total currency notes issued amounted to £20.47m, a
decrease of £19.44m compared to the previous year. Currency notes redeemed in 2016-17
totalled £37.38m, a decrease of £6.99m compared to £44.37m in notes redeemed during
2015-16. Currency notes redeemed during the financial year 2017-18 totalled £20.46m, a
further decrease of £16.92m compared to the previous year’s position.

The value of Gibraltar currency notes in circulation at the end of the financial year 2016-17
stood at £39.82m, compared with £37.30m at the end of March 2016; an increase of £2.52m
(6.76%). At the end of the financial year 2017-18, the value of Gibraltar currency notes in
circulation stood at £39.83m, an increase of £0.01m (0.03%) compared with the position in
the previous year. However, £12.00m of the currency notes in circulation as at 31 March
2017 and 31 March 2018 was held by the Savings Bank Fund in the Treasury Department’s
vault. At the end of the previous financial year, the Savings Bank Fund held £9.00m of the
currency notes in circulation in the Treasury Department’s vault. Although holding an element
of currency notes in deposit with the Savings Bank Fund complies with section 8(4) of the
Currency Notes Act 2011, this liquid portion of the fund does not generate bank interest.

Due to the high volume of new currency notes that were procured in December 2015, these
currency notes are held in storage by the Government’s currency note manufacturer in the
UK. Fees for the storage of these currency notes decreased from £52.05k in the previous
financial year to £46.59k in the year 2016-17, to £47.39k in the year 2017-18. However, the
aggregate cost to Government in storage fees since December 2015 to March 2018 amounts
to £109.45k.

The currency notes in circulation by denomination as at 31 March 2017 and 31 March 2018
are shown in Figures 6 and 7 hereunder:
Figure 6
Notes in Circulation Value
£100 Series C 2,044 x £100 £204,400
£100 Series A/AA 129,300 x £100 £12,930,000
£50 Series A/AA 182,900 x £50 £9,145,000
£20 Series A/AA 680,500 x £20 £13,610,000
£10 Series A/AA 336,800 x £10 £3,368,000
£5 Series A/AA 113,100 x £5 £565,500
£39,822,900
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Figure 7

Notes in Circulation Value
£100 Series C 3,044 x £100 £304,400
£100 Series A/AA 128,600 x £100 £12,860,000
£50 Series A/AA 208,700 x £50 £10,435,000
£20 Series A/AA 599,100 x £20 £11,982,000
£10 Series A/AA 354,700 x £10 £3,547,000
£5 Series A/AA 140,600 x £5 £703,000
£39,831,400

2.13.23 Figure 8 graphically illustrates the value of Gibraltar currency notes in circulation during the
last seven years:

Figure 8
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2.13.24 In my report on the public accounts of Gibraltar for the financial year 2015-16, | reported that
in August 2017, the acting Senior Executive Officer responsible for the Currency Section in
Treasury had written to me, on behalf of the Accountant General, informing that she was
looking into the current procedures used for the destruction of currency notes, specifically
where soiled notes are first cancelled by cutting the notes in half using a guillotine and then
destroyed by incineration. She was looking into the possibility of cancelling soiled currency
notes by having these shredded using the shredding facility of the currency notes counting
machine (Security Banknote Processing Equipment) and thereafter burning the notes and
wanted to ensure that all procedures and controls were satisfactory. At the time, | replied to
her that under Rule 16 of the Currency Notes Rules, currency notes selected for destruction
need to be cancelled by either stamping, perforating, cutting or otherwise defacing the notes
in such manner as the Commissioner of Currency (the Financial Secretary) may approve,
and any portion of such currency notes that have been removed shall be burnt; therefore, in
my view, having the notes shredded instead of being cut would not require an amendment
to Rule 16 as shredding would constitute an alternate form of defacing currency notes. The
only requirement would be for the Commissioner of Currency to formally approve in writing
the proposed new methodology of cancelling currency notes. | added that, in terms of control,
the proposed method of cancelling would still require the presence of at least one currency
officer (there are usually two officers present) and a representative of the Commissioner of
Currency and a representative of the Principal Auditor.
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| nevertheless highlighted to the Accountant General that the intention of her predecessor,
as far back as 2002, was to make use of the Security Banknote Processing Equipment as
the means of both cancelling and destroying currency notes, although to change the
methodology of destroying currency notes the Currency Notes Rules would require to be
amended. | highlighted that the use of the Security Banknote Processing Equipment would
not only accelerate the destruction process and generally ensure that currency notes are
destroyed more efficiently, but it would also reduce Note Security Fund expenditure as it
would eliminate the security transportation costs, the cost of the special container bins used
in the incineration process and, of course, the actual cost of incineration. | therefore
recommended that the Commissioner of Currency approve the new cancelling methodology
and that the Currency Notes Rules be reviewed so that the Security Banknote Processing
Equipment can be utilised as a means of destroying currency notes.

The Commissioner of Currency informed me in October 2017 that it was his and the
Government’s intention to make the necessary amendments to the Currency Notes Rules to
enable currency notes to be destroyed by means of shredding as opposed to being destroyed
by fire. Additionally, the Commissioner said he would also be formally approving the new
cancelling methodology to have the notes shredded instead of cutting the currency notes in
half. | subsequently wrote to the Accountant General in mid-March 2018 enquiring if there
had been any developments on the matter. The Accountant General reported on 19 March
2018 that changes to the currency legislation had been drafted and were pending
Government approval, additionally a ‘procedures manual’ had been finalised which she
would be submitting to me prior to implementation; she added that she was awaiting
feedback from the Department of the Environment regarding the possible recycling of the
currency notes after these had been shredded.

| wrote a number of times to the Commissioner for Currency enquiring if there had been any
developments on the matter; however, despite my reminders, at the close of this report there
had been no reply from the Commissioner for Currency. The cost of destroying currency
notes over the last six financial years ending in March 2020, amounted to £15,808; these are
costs which could easily have been avoided if the pertinent changes to the procedures and
legislation governing the cancelling and destruction of currency notes had been amended in
good time.

General Sinking Fund - The balance in the General Sinking Fund at the end of the financial
year 2016-17 stood at £5.21m, an increase of £3.48m compared to the year-end position of
£1.73m in 2015-16. At the end of the financial year 2017-18 the balance in the General
Sinking Fund stood at £8.76m, a year-on-year increase of £3.55m compared to the position
in the previous year-end. The revenue received by the Fund, consisted of a contribution from
Consolidated Fund Charges, amounting to £10.00m in both financial years 2016-17 and
2017-18. Expenditure from the Fund, in respect of public debt interest totalled £6.52m at the
end of the financial year 2016-17 and £6.44m at the end of the financial year 2017-18.

Savings Bank Fund - The return on investments income for the year ended 31 March 2017
amounted to £47.00m, a year-on-year increase of £2.27m compared against £44.73m
received in the previous financial year. The return on investments income for the year ended
31 March 2018 amounted to £50.10m, a further year-on-year increase of £3.10m. Similarly,
interest paid during the financial year 2016-17 totalled £39.96m compared to £36.93m during
the previous financial year. The interest paid during the financial year 2017-18 totalled
£42.62m. Other expenditure during 2016-17 included: £0.41m in respect of the cost of the
new banking platform and annual licence fees; and £0.07m in connection with bank
expansion costs, which included payments relating to information technology support
services. During the subsequent financial year 2017-18, costs relating to the new banking
platform and annual licence fees amounted to £0.21m, whilst bank expansion costs totalled
£0.02m.

The net income from the operations of the Gibraltar Savings Bank during the financial year
ended 31 March 2017 was £6.21m, compared to a net income of £6.76m during the previous
financial year and £6.70m in 2017-18.
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On 31 March 2017, the deposits of the bank, excluding £3.41m of accrued interest, stood at
£1,323.63m, an increase of £336.53m compared to the previous year’s total deposits
amounting to £987.10m. On 31 March 2018, the deposits of the bank, excluding £3.51m of
accrued interest, amounted to £1,336.88m.

As | mentioned in paragraph 2.13.20 of this report, the Savings Bank Fund held the sum of
£12.00m of the currency notes in circulation as at 31 March 2017 and at the end of the
financial year 2017-18 in the Treasury Department’s vault. At the end of the previous financial
year 2015-16, the Savings Bank Fund held £9.00m of the currency notes in circulation in the
Treasury Department’s vault.

The level of non-Government deposits at the end of the year 2016-17 increased by £106.96m
to £1,016.44m compared to the balance held at the end of the previous year of £909.48m.
Non-Government deposits further increased by £158.89m to £1,175.33m as at 31 March
2018. The increase of £106.96m during 2016-17 was mainly as a result of an increase in
Gibraltar Savings Bank debentures; while the increase of £158.89m in 2017-18 was largely
as a result of an increase in both Gibraltar Savings Bank debentures and Superannuation
Fund bonds.

Government deposits on 31 March 2017 stood at £307.19m, an increase of £229.57m
compared against the balance held at the end of the previous financial year amounting to
£77.62m. At the end of financial year 2017-18 Government deposits decreased by £145.64m
to £161.55m reflecting a decrease in Government Liquid Reserves held by the Gibraltar
Savings Bank. On-Call Investments accounts under Government Deposits include the
£12.00m of cash safekeeping deposits, previously mentioned in paragraph 2.13.20, that
does not generate interest.

There was a net capital gain on the Fund’s investments amounting to £0.07m, compared to
a net capital gain of £0.03m in the previous financial year and a net capital loss of £1.61m in
2017-18.

Figure 9 shows the comparable position of the Gibraltar Savings Bank investments (at the
year-end) during the period 2016-17 to 2021-22. As can be seen, there has been a decrease
in the investments held by the Gibraltar Savings Bank with the Crown Agents in recent years,
although there was further investment in this sector in 2021-22. Whilst conversely, there has
been an increase in investments in the Government of Gibraltar and Government-owned
companies/corporations during the same period.

Figure 9
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Gibraltar Savings Bank Investments 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

Crown Agents 268.06m 247.59m 242.70m 157.48m 154.96m 190.78m
Government of Gibraltar (Public Debt) 251.44m 251.44m 251.44m 326.68m 376.78m 376.83m
Government-owned Companies & Corporations 486.60m 486.60m 495.89m 547.89m 552.17m 557.22m
Other Banks * 300.36m 339.15m 400.29m 290.31m 369.32m 396.80m
Bank of England 40.55m 40.66m 40.89m 41.14m 41.15m 41.18m
Total Investments 1,347.01m 1,365.44m 1,431.21m | 1,363.50m | 1,494.38m | 1,562.81m

* Includes investments held with the Gibraltar International Bank, which is a partly-owned Government bank.

2.13.37

2.13.38

On 30 March 2022, Credit Finance Company Limited, a company in which the Gibraltar
Savings Bank presently has one ordinary share (£1), declared an interim dividend of £5.00m
payable with effect from 30 March 2022. The dividend was declared to the Gibraltar Savings
Bank and the Gibraltar Development Corporation, being the two shareholders of all of the
thirty million ordinary shares in Credit Finance Company Limited, in the proportion of their
paid-up shares, i.e. the Gibraltar Savings Bank - 1 ordinary share; and the Gibraltar
Development Corporation - 29,999,999 ordinary shares. As a result, the Gibraltar Savings
Bank received 17 pence and the Gibraltar Development Corporation, though due to have
received £4,999,999.83, nevertheless waived the right to this dividend and directed that it be
paid to the Gibraltar Savings Bank. It is pertinent to point out that on 11 March 2022, Credit
Finance Company Limited resolved that it would issue on 1 February 2022 a 3-year
debenture of £5.00m, bearing interest at 4.5% per annum, that was purchased by the
Gibraltar Savings Bank.

If the Gibraltar Savings Bank had not received the £4,999,999.83 dividend from Credit
Finance Company Limited, the Income and Expenditure Account would have reflected a net
operating surplus of £0.88m instead of the final £5.88m surplus shown in the Income and
Expenditure Account for the financial year 2021-22. | have to report that a similar transaction
occurred in the financial year 2020-21 when Credit Finance Company Limited declared an
interim dividend of £3.75m payable to the Gibraltar Development Corporation and the
Corporation waived the right to this dividend and directed that it be paid to the Gibraltar
Savings Bank, being at the time the shareholder of the £9.25m redeemable preference
shares in Credit Finance Company Limited. Also, in the financial year 2018-19, when Credit
Finance Company Limited declared an interim dividend of £9.25m payable to the Gibraltar
Development Corporation, the Corporation similarly waived the right to this dividend directing
that the dividend be paid to the Gibraltar Savings Bank. Credit Finance Company Limited
resolved that the dividend be paid in specie in the form of a debenture issued on 1 March
2019 by Credit Finance Company Limited to the Gibraltar Savings Bank, being at the time
the shareholder of the £400m redeemable preference shares in Credit Finance Company
Limited. Figure 10 summarises the net operating results in the last four financial years and
highlights the different operating results that would have occurred if there had been no ‘GDC-
waived’ dividends, or dividends received from ordinary shares held by the Gibraltar Savings
Bank in other related parties.

Figure 10
£ million 2018-19 2019-20 2020-21 2021-22
Total Income £54.92 £48.27 £52.06 £55.40
Total Expenditure (£45.78) (£46.36) (£47.06) (£49.52)
Net Operating Surplus £9.14 £1.91 £5.00 £5.88
Less Related Party Dividends from Ordinary Shares (£0.75) (£1.80) (£1.00) (£2.50)
Net Operating Surplus after omitting

Related Party Dividends from Ordinary Shares £8.39 £0.11 £4.00 £3.38
Less ‘GDC-waived’ Dividends (£9.25) - (£3.75) (£5.00)
Net Operating Results (£0.86) £0.11 £0.25 (£1.62)

* This table does not include the investment income from related parties’ preference shares and debentures.
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2.13.39

2.13.40

2.13.41

2.13.42

2.13.43

Taking into consideration that the Gibraltar Savings Bank has in recent years increased the
level of its investments in Government of Gibraltar debentures and related Government-
owned companies and corporations’ debentures and shareholdings, there is the possibility
in my view, that related party transactions can give rise to significant changes in the
operational results of the Gibraltar Savings Bank. Nevertheless, as from the financial year
2020-21 related party transactions are disclosed in the Notes to the Accounts of the Gibraltar
Savings Bank.

The Gibraltar Savings Bank (Amendment) Act 2008, which came into operation on 24 July
2008, provides, inter alia, for the surplus in revenues in any year to be transferred to the
Consolidated Fund provided that the assets of the Gibraltar Savings Bank will thereafter be
not less than the liabilities to depositors, as represented by the deposits in the Gibraltar
Savings Bank. The consequence of the amendment is that it is no longer necessary for the
Gibraltar Savings Bank to maintain a reserve balance. No transfers were made from the
bank’s Reserve Account to the Consolidated Fund during financial years 2016-17 and 2017-
18. The reserves at the end of the financial year 2016-17 stood at £32.11m reflecting an
increase of £6.28m compared to the position at the end of the previous financial year of
£25.83m. While the reserves as at 31 March 2018 further increased by £5.09m to £37.20m.

On 21 October 2021, | wrote to the Director of the Gibraltar Savings Bank in connection with
the audit of the financial statements of the Gibraltar Savings Bank, enquiring to know what
was the investment policy of the Bank. The Director replied to me on the same day informing
me that the Gibraltar Savings Bank’s investment policy continues to be in lines with Section
11 of the Gibraltar Savings Bank Act. He also provided me with a copy of the latest [dated
20 March 2018] Investment Management Agreements with the Crown Agents in respect of
the Gibraltar Government investments.

| replied to the Director of the Gibraltar Savings Bank on 22 October 2021, informing him that
it was my belief that in terms of the investment policy of the Gibraltar Savings Bank, section
13A of the Gibraltar Savings Bank Act is more relevant than section 11, given that the latter
legal provision and those in sections 11C and 11D of the Gibraltar Savings Act simply state
that the moneys held in the ordinary accounts, investment call accounts, bonds and
debentures shall, as far as practicable, be invested on behalf of the Savings Bank, under the
direction of the Financial Secretary, in such securities or be employed at interest in such
manner as shall be approved from time to time by the Government. | explained that Section
13A is somewhat more specific in terms of investment policy, investment strategy and
investment objectives in that it states: (1) Notwithstanding any other provision of this Act, the
deposits in the Savings Bank and other moneys of the Savings Bank may be held in cash or
cash deposits. (2) In directing the investment of the Deposits in the Savings Bank, the
Financial Secretary shall take account of the maturity profile of such Deposits in the Savings
Bank and, where considered appropriate, match the maturity dates of investments against
the maturity dates of such deposits. (3) In directing investments of the deposits in the Savings
Bank in accordance with section 13A(2) preference shall be given to investments that will
maximise the social and economic development of the community in furtherance of the
objectives provided for in Section 4. Nevertheless, | insisted to the Director of the Gibraltar
Savings Bank that | still required to learn what is the risk policy within the Gibraltar Savings
Bank’s investment strategy and any investment restrictions there might be in place, other
than those investments managed by the Crown Agents.

In his reply dated 25 October 2021, the Director of the Gibraltar Savings Bank explained that
in regard to the risk options of investments, that are not managed by the Crown Agents, the
Gibraltar Savings Bank opts for a no risk or low risk options. The Director added that whilst
the Gibraltar Savings Bank (as directed by the Financial Secretary) is extremely selective on
which investments it opts for it does not have any set restrictions aside from not opting for
high risk investments.
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2.13.44

2.13.45

2.13.46

2.13.47

On the same day | replied to the Director of the Gibraltar Savings Bank, informing him that |
did not consider his reply to be very explicit as it did not outline what the Bank considers to
be no/low risk investments and by contrast, high risk investments. | added that his response
together with his previous reply on the investment policy of the Gibraltar Savings Bank, where
he explained that this continues to be in lines with the Gibraltar Savings Bank Act, lead me
to think that the overall investment policy of the Bank is not properly outlined and documented
as indeed | considered it should be. | therefore requested the Director to confirm if the
Gibraltar Savings Bank had a document defining what is its investment policy. | further added
that if not, then did he not agree that aside from what is contained in the legislation, good
practice prescribes that the investment policy outlining who is authorised to invest, sell,
reinvest the proceeds of sales; what are the objectives when investing; the investment
guidelines on which instruments to invest, etc. should be properly documented.

The Director of the Gibraltar Savings Bank immediately replied to me on the same day,
explaining that the bank considers each investment opportunity that may present itself and
then based on the information it has, determines if the investment opportunity presents a low
or a high risk. The Director said there were a number of factors which could result in an
investment opportunity being high risk, as could be information being provided to the Bank,
expected return, etc. The Director disagreed with my view that the overall investment policy
of the Bank was not properly outlined and documented. In his opinion the investment policy
is clearly outlined and the Gibraltar Savings Bank (as directed by the Financial Secretary)
does not entertain or consider high risk investments or ‘puts all its eggs in one basket’ so to
speak. The Director confirmed that the Gibraltar Savings Bank does not have a defining
document to allow some element of flexibility when it comes to investing. The Director of the
Gibraltar Savings Bank said he would discuss with the Financial Secretary whether a
document defining the various areas of an investment policy should be issued.

On 27 October 2022, | wrote to the Financial Secretary in his capacity as previous Director
of the Gibraltar Savings Bank, highlighting that | had not received [after a year since my last
correspondence] any further communication from him informing me of the previous Financial
Secretary’s decision regarding the need for the Gibraltar Savings Bank to have a
documented investment policy. | questioned what had been the decision of the then Financial
Secretary. | reiterated that | was still firmly of the view that the Gibraltar Savings Bank should
have a formally documented investment policy in accordance with best practice. | added that
| did not consider the reason he had provided, i.e. ‘to allow some element of flexibility when
it comes to investing’ to be a good reason for not documenting the Bank’s overall investment
policy. | suggested that if allowing for certain flexibility was an important consideration for
him, then perhaps provision for exercising some flexibility could be incorporated in a
documented policy so long as it is largely within the defined investment policies outlined in
such a document. The Financial Secretary replied on the same day explaining that the matter
had not been concluded with his predecessor and no firm decision was taken on the
approach of the investment policy at the time, unfortunately other matters took precedence,
and the Gibraltar Savings Bank investment policy was not discussed in detail. The Financial
Secretary further stated that as this issue had been raised during his time as Director of the
Gibraltar Savings Bank he was committed to looking into the matter further. He concluded
by saying that he would work together with the current acting Director of the Gibraltar Savings
Bank to prepare an investment policy for the Bank.

On 23 October 2023, | wrote to the acting Director of the Gibraltar Savings Bank, questioning
whether a documented investment policy for the Gibraltar Savings Bank had been prepared
and if so, could the policy document be forwarded to me. The acting Director confirmed to
me on 24 October 2023 that the draft [Gibraltar Savings Bank investment policy] was still
pending discussion. She explained that there had been a multitude of pressing matters since
the beginning of the year, but she assured me that the matter would be addressed as
promised.
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2.13.48 Section 12 of the Gibraltar Savings Bank Act, prescribes that | audit the annual accounts of
the Gibraltar Savings Bank and that the accounts, once audited and certified, be laid before
the Minister with responsibility for the Gibraltar Savings Bank not later than the 315t day of
October ensuing in every year (prior to the financial year 2018-19, the statutory deadline for
submitting the audited accounts of the Gibraltar Savings Bank was 315t August); and
published in the Gibraltar Gazette. Figure 11 depicts the dates that the accounts of the
Gibraltar Savings Bank were gazetted in the last 16 years, showing the time taken to publish
the accounts after these have been audited and submitted to the Minister:
Figure 11
Financial Date of Audit Date the Accounts Time taken to Gazette
Year Certificate on of the GSB were  the Accounts of the GSB
GSB Accounts Gazetted
2007-08 14 August 2008 18 September 2008 1 month, 4 days
2008-09 21 August 2009 1 October 2009 1 month, 10 days
2009-10 16 August 2010 21 October 2010 2 months, 5 days
2010-11 17 August 2011 29 September 2011 1 month, 12 days
2011-12 29 August 2012 3 October 2013 1 year, 1 month, 4 days
2012-13 30 August 2013 30 October 2014 1 year, 2 months
2013-14 27 August 2014 19 March 2015 6 months, 20 days
2014-15 28 August 2015 19 January 2017 1 year, 4 months, 22 days
2015-16 31 August 2016 28 March 2019 2 years, 6 months, 28 days
2016-17 31 August 2017 22 August 2019 1 year, 11 months, 22 days
2017-18 31 August 2018 22 August 2019 11 months, 22 days
2018-19* 31 October 2019  (not yet Gazetted) (over 4 years and ongoing)
2019-20 27 October 2020 (not yet Gazetted) (over 3 years and ongoing)
2020-21 29 October 2021  (not yet Gazetted) (over 2 years and ongoing)
2021-22 31 October 2022  (not yet Gazetted) (over 1 year and ongoing)
2022-23 31 October 2023  (not yet Gazetted) (2 months and ongoing)
* As from the financial year 2018-19, the statutory deadline for submitting the audited accounts of the Gibraltar Savings Bank
was changed to 315 October, previously the statutory deadline had been 315 August.
As can be seen in Figure 11, there has been considerable delay in recent years in the time
taken to publish (and make public) in the gazette the audited accounts of the Gibraltar
Savings Bank. The average time taken to publish these accounts during the last 11 years
has been 1 year and 9 months. However, the greatest delay in publishing the Gibraltar
Savings Bank accounts has been those for the financial year 2018-19, which, as at the date
of this report, had still not been gazetted after having been submitted to the Minister over 4
years ago, which is an excessively prolonged time for the Government to place these
accounts in the public domain. | wrote to the Accountant General on 19 January 2023,
informing her that in my view, once the audit examination of the Gibraltar Savings Bank
accounts has been finalised and the accounts certified by me, the accounts should be
published in the Gazette immediately and without delay. In her reply to me, dated 28
September 2023, the acting Accountant General said she agreed with my comments and
that she was awaiting the Minister's approval to proceed with the publication of the
unpublished Gibraltar Savings Bank accounts.
2.13.49 It should be noted that when gazetted, the full set of audited Gibraltar Savings Bank accounts

are not published, but instead, solely the Income and Expenditure Account, the Deposits and
Withdrawals Account, the Balance Sheet and the Statement of Investments are gazetted.
The Notes to the Accounts, the Report of the Director of the Gibraltar Savings Bank and the
Audit Certificate together with the Audit Report on the Accounts are not published in the
Gibraltar Gazette even though these are an integral and indispensable part of any audited
financial statements. This means that the complete audited Gibraltar Savings Bank accounts
are never made public. | raised this matter with the Director of the Gibraltar Savings Bank
who informed me that the Minister responsible for the Savings Bank had said that the annual
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2.13.50

2.13.51

2.13.52

2.13.53

accounts of the Gibraltar Savings Bank are published in strict accordance with the provisions
of section 12 of the Gibraltar Savings Bank Act and as this legislation does not specify for
the aforementioned elements of the audited accounts to be gazetted, this is not done. |
informed the Director of the Gibraltar Savings Bank that, with respect, | considered this to be
a very simplistic view and interpretation of what requires to be published and that in my
opinion the full set of the Gibraltar Savings Bank audited accounts should be gazetted, as
otherwise there is no public disclosure on the accounts. | also informed the Director of the
Gibraltar Savings Bank that given the prominence that the Gibraltar Savings Bank has in the
public accounts of Gibraltar | was of the strong view that these accounts, once audited,
should be presented in Parliament as is the case with the public accounts of Gibraltar and
the accounts of all statutory authorities and agencies. This would ensure that the full set of
audited accounts of the Gibraltar Savings Bank are made more transparent and accessible
to the public in a timely manner. In order to ensure maximum public disclosure of the Gibraltar
Savings Bank accounts, | have decided to include a copy of the full set of the bank’s
accounts, which includes the elements that are never published as previously mentioned, in
respect of the financial years 2018-19, 2019-20, 2020-21, 2021-22 and 2022-23 which have
still not been gazetted; these are contained in Appendices A to E at the end of Part 2 of
this report, see pages 61 to 143.

Government Insurance Fund - In my last report | highlighted that following a Government
decision to self-insure, provision had been made during the financial years 2014-15 to 2017-
18 for annual contributions to be made from the Consolidated Fund to the Government
Insurance Fund (Head 1 Treasury, Subhead 2 Other Charges — (15) Government Insurance
Fund). | further reported that the annual contributions to the Government Insurance Fund
had, nonetheless, never materialised inasmuch as these contributions and the corresponding
insurance claims disbursements had instead been accounted for through a Deposit Account
(suspense account). During the 4-year period annual approved funds totalling £2.45m were
allocated to the deposit account from which insurance claims totalling £1.30m were paid out
during the same period, pending the establishment of the Government Insurance Fund.
Moreover, during the financial year 2018-19, a further sum of £0.60m was allocated to the
Deposit Account and £0.30m of insurance claims paid therefrom. | had informed the acting
Accountant General in May 2018 that | considered the way these transactions had been
accounted for, via a deposit account, to be improper, as these transactions were evidently
not fully disclosed in the public accounts of Gibraltar. At the time | finalised my report on 14
January 2019, | reported that the Government Insurance Fund had not yet been established
as a Special Fund.

However, soon after my report was laid in Parliament on 30 May 2019, the Government
established the Government Insurance Fund, pursuant to section 18(3) of the Public Finance
(Control and Audit) Act, on 13 June 2019. This special fund provides for any benefits payable
in respect of death in-service of public sector employees and for the settlement of any other
claims and related expenditure for which the Government may self-insure.

| wrote to the Accountant General on 29 July 2019, drawing attention to the fact that when
the Government Insurance Fund had been established, no regulations of this special fund
had been enacted in accordance with section 19(1) of the Public Finance (Control and Audit)
Act. | explained to the Accountant General, and subsequently to the Financial Secretary, that
regulations were necessary in order to outline specifically: the purpose of the Fund; what
constitutes the revenue and expenditure of the Fund; and establish the Controlling Officer of
the Fund. | have to report that despite a number of reminders to the Financial Secretary and
Accountant General | received no reply as to whether Government has the intention to enact
Government Insurance Fund Regulations.

Quite separately, | further wrote to the Accountant General on 3 April 2020, highlighting that
there were a number of pending issues relating to death-in-service payments that are
chargeable to the Government Insurance Fund which require a Government policy decision
on their treatment. The issues where a policy decision is needed, entail: whether employees
over the age of 60 years are covered under the Government Insurance Fund scheme;
whether employees who retire before age 60 are covered under the scheme until they attain
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60 years of age; what is the treatment of death-in-service payments in respect of contract
officers who die in-service; are employees on non-final salary pension conditions who also
do not contribute towards a contributory pension scheme entitled to death-in-service
payments, and if so, what is the criteria used to make payment; are employees on non-final
salary pension conditions who similarly do not contribute towards a contributory pension
scheme, but yet had employer’s contributions made to a contributory pension scheme
entitled to death-in-service payments. | also pointed out to the Accountant General that there
are no written guidelines or rules on the part of Government -as employer- governing death
in-service payments, thus making it difficult for public officers to know what is their
entitlement.

Gibraltar Government Lottery

2141

2.14.2

2143

2144

2145

The Gibraltar Government Lottery account for the financial year 2016-17 showed a surplus
of £0.59m on the year’s operations against the estimated surplus of £0.08m and the previous
financial year’s surplus of £0.74m. The financial year 2017-18 similarly showed a surplus of
£0.51m against the estimated surplus of £0.09m.

The actual net proceeds on the sale of lottery tickets during the financial year 2016-17 was
£5.49m, an increase of £1.39m (33.9%) compared against the estimate for the year of
£4.10m, and a rise of £0.05m (0.9%) compared to the previous financial year’s net proceeds
amounting to £5.44m. In the financial year 2017-18, the actual net proceeds on the sale of
lottery tickets amounted to £5.69m, an increase of £1.59m (38.8%) compared against the
estimate for the year of £4.10m, and a rise of £0.20m (3.6%) compared to the previous
financial year’s net proceeds.

Prizes unclaimed and minor prizes on returned tickets from the previous year’s lottery draws
allocated during the financial year 2016-17 amounting to £100k, were less than the year’s
estimate of £200k by £100k (50.0%), and decreased by £156k (60.9%) against the previous
financial year’s comparative figure of £256k. In the financial year 2017-18, prizes unclaimed
and minor prizes on returned tickets from the previous year’s lottery draws amounted to £96k,
reflecting a decrease of £104k (52.0%) when compared to the year’s estimate of £200k; and
also a decrease of £4k (4.0%) against the previous year’s comparative figure of £100k.

Unsold tickets in respect of lottery draws held in the financial year 2016-17 accounted for
10.1% of overall lottery tickets available for sale; whilst unsold tickets relating to lottery draws
held during 2017-18 represented 8.2% of overall lottery tickets available for sale. Figure 12
depicts the value of unsold lottery tickets against the value of overall lottery tickets on sale,
over the last seven years.

Figure 12
Value of Overall Value of Unsold
. . Value of Unsold - Lottery Tickets as %
Financial Year . Lottery Tickets
Lottery Tickets . of Overall Lottery
available for Sale .
Tickets on Sale
2011-12 £1,202,291 £6,100,000 19.7%
2012-13 £1,141,652 £6,100,000 18.7%
2013-14 £892,629 £6,100,000 14.6%
2014-15 £774,448 £6,100,000 12.7%
2015-16 £660,512 £6,100,000 10.8%
2016-17 £614,493 £6,100,000 10.1%
2017-18 £507,189 £6,200,000 8.2%

Prizes on returned lottery tickets resulted in winnings by Government of 10.3% of total major
prizes during the financial year 2016-17; whilst the prizes on returned lottery tickets during
the financial year 2017-18 resulted in winnings by Government of 6.3%. Figure 13 shows the
value of prizes on returned lottery tickets against the value of total major lottery prizes, over
the last seven years.
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Figure 13

Prizes on Total Value of Prizes on Returned
Financial Year Returned Lottery Major Lottery Tickets as % of Total
Tickets Prizes Major Lottery Prizes

2011-12 £929,500 £3,522,500 26.4%
2012-13 £654,000 £3,522,500 18.6%
2013-14 £421,500 £3,522,500 12.0%
2014-15 £506,500 £3,522,500 14.4%
2015-16 £453,000 £3,522,500 12.9%
2016-17 £362,500 £3,522,500 10.3%
2017-18 £225,500 £3,572,500 6.3%

Public Debt

2.15.1

2.15.2

2.15.3

Section 3(1) of the Public Finance (Borrowing Powers) Act 2008 provides, inter alia, for the
Government to borrow any sum or sums of money provided that it shall not draw down or
incur any additional public debt that will cause:

(i) the Net Public Debt after such borrowing or drawing to exceed the higher of £300m or
40% of Gibraltar's Gross Domestic Product; or

(i) the Annual Debt Service Ratio to exceed 8%.

The definition of “Net Public Debt” under the Public Finance (Borrowing Powers) Act 2008,
is the Aggregate Public Debt less the Government’s Cash Reserves; whilst “Aggregate
Public Debt” means the total amount of (Gross) Public Debt owing by the Government less
any amount held in any sinking fund established by the Financial Secretary to provide for the
repayment of such Public Debt.

The Public Debt of Gibraltar stood at £447.70m on 31 March 2017 and on 31 March 2018,
representing no change in the level of public debt from the position on 31 March 2016. The
Net Public Debt stood at £314.88m on 31 March 2017 compared to £340.99m as at the end
of the previous financial year. On 31 March 2018 this stood at £318.78m. During financial
years 2016-17 and 2017-18 there was no Government borrowing and no repayment of loans
or redemption of debentures.

Figure 14 depicts the year-end level of public debt in respect of the last seven financial years:
Figure 14
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2.15.4 Figure 15 shows the public debt movement during the financial year 2016-17:

Figure 15
Public Debt as at 1 April 2016 £447,700,000

Borrowing during the year -

Redemptions and Repayments during the year -

Public Debt as at 31 March 2017 £447,700,000

Represented by:-

Commercial Borrowing:

= Barclays Bank PLC £150,000,000 33.5%
= NatWest Offshore Limited £50,000,000 11.2%
Debentures:

. i - i st
Sg}/jrnment of Gibraltar - Registered Debentures 1 September £100,000,000 22.3%
= Government of Gibraltar - Monthly Income Registered Debentures

1st October 2014 £147,700,000 33.0%

£447,700,000

2.15.5 Figure 16 shows the public debt movement during the financial year 2017-18:
Figure 16
Public Debt as at 1 April 2017 £447,700,000

Borrowing during the year -

Redemptions and Repayments during the year -

Public Debt as at 31 March 2018 £447,700,000

Represented by:-

Commercial Borrowing:

= Barclays Bank PLC £150,000,000 33.5%
= NatWest Offshore Limited £50,000,000 11.2%
Debentures:

- i - i st
Sg}/jrnment of Gibraltar - Registered Debentures 1t September £100,000,000 22.3%
= Government of Gibraltar - Monthly Income Registered Debentures

1st October 2014 £147,700,000 33.0%

£447,700,000

Loans issued by the Government of Gibraltar

2.16.1 Improvement and Development Fund (I&DF) - There were no new loans issued by the
I&DF in the financial year 2016-17. Of the five loans in place at the beginning of the year,
four loans were keeping to repayments in accordance with their respective agreements.

2.16.2 The other remaining loan, issued to Inverrigan Limited on 16 January 2003 amounting to

£48,000, continued to be in default of its loan agreement at the beginning of the financial
year up until mid-November 2016. The total debt as at 10 November 2016 was £81,093;
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2.16.3

made up of £48,000 in respect of capital, £12,907 relating to the loan agreement interest and
£20,186 in connection with default interest. It was established, from correspondence
between the Financial Secretary and the acting Accountant General in November 2016, that
the Financial Secretary had contacted the Director and Shareholder of Inverrigan Limited
around that time to remind him that the company needed to repay the loan and interest
payments. At the meeting, the Director of Inverrigan Limited replied that he had not been
chased on the debt and he had forgotten all about it until the matter had been raised around
that time in Parliament. After the Financial Secretary discussed the matter with the Director,
the latter agreed to repay the loan sum. However, given the lack of chasing there had been
to recover the loan, the Financial Secretary felt that it was unfair for the company to pay
either the loan interest or the interest that had accrued on default of the company meeting
the repayment of the loan. He therefore determined that the company should settle the
interest outstanding by the payment of £7,000 (around half of the loan interest due) and that
the balance of loan interest and default interest be written-off. On 11 November 2016,
Inverrigan Limited repaid the loan of £48,000 in full, plus the sum of £7,000 in respect of loan
interest. The remaining balance of interest outstanding as at 11 November 2016 totalling
£26,093, made up of £5,907 in respect of loan interest and £20,186 in respect of default
interest, was written-off on 16 February 2017.

There were similarly no new loans issued by the I1&DF in the financial year 2017-18. Of the
four loans in place as at 1 April 2017, one loan (that issued to Gibraltar Chronicle Printing
Limited) was fully repaid on 26 September 2017. The three remaining loans were keeping to
repayments in accordance with their respective agreements at the financial year-end.

Losses of Cash and Stores Written-off and Claims Abandoned

2171

217.2

2.17.3

| hereunder provide the reasons for the major write-offs of abandoned claims and cash losses
during the financial years 2016-17 and 2017-18, which in my opinion merited an explanation.

Treasury — General Rates and Salt Water Charges - During the financial year 2016-17 the
Financial Secretary authorised the write-off of the total sum of £39,262 in respect of General
Rates and Salt Water Charges, comprised of £10,376 in Rates and £28,886 in respect of
penalties as detailed hereunder:

e General Rates and Salt Water Charges totalling £10,339 due by 3 not-for-profit
organisations and £37 due by 2 inactive accounts belonging to one not-for-profit
organisation were written off due to the retrospective application of a rates exemption
under Section 282 of the Public Health Act;

e Penalties totalling £4,636 due by 15 companies and 1 not-for profit organisation after all
outstanding General Rates and Salt Water Charges had been paid;

¢ Penalties amounting to £15,299 owed by 23 individuals after all General Rates and Salt
Water Charges arrears had been paid;

e Penalties amounting to £586 owed by 3 inactive accounts pertaining to individuals after
all General Rates and Salt Water Charges arrears had been paid; and

¢ Penalties amounting to £8,365 owed by 4 inactive companies after all General Rates
and Salt Water Charges arrears had been paid.

There were no write-offs authorised by the Financial Secretary during the financial year 2017-
18 in respect of General Rates and Salt Water Charges.

Treasury — Loans Issued by the Improvement and Development Fund - As mentioned
in paragraph 2.16.2 of this report, following the full repayment of the loan of £48,000 by
Inverrigan Limited on 11 November 2016, in addition to a sum of £7,000 in respect of loan
interest, the remaining sum of £26,093, made up of £5,907 in respect of loan interest and
£20,186 in respect of default interest, was approved for write-off by the Financial Secretary
on 16 February 2017.
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2174

217.5

2.17.6

Gibraltar Electricity Authority — Outstanding Electricity Bills - In the financial year 2016-
17, the sum of £30,559 was authorised by the Financial Secretary to be written-off in respect
of outstanding electricity bills owed by 25 companies that were either liquidated or struck-off
by the Registrar of Companies, most of which had been outstanding for over six years

Housing Works Agency — Deficiency of Stores - A total of £23,177 was authorised to be
written-off by the Financial Secretary during the financial year 2016-17 in respect of
deficiencies found in the Housing Works Agency (HWA) stores. These deficiencies have
come to light from thorough and specific stock checks conducted on a weekly basis and are
mainly as a result of the disorganised and swift transfer of the stores in 2011 from the
Buildings and Works Department to the HWA in order to avoid disruptions to the HWA'’s
productivity levels.

Housing - Administration — House Rents Arrears - On 17 October 2017, the Financial
Secretary gave his approval to write-off the sum of £1,243 in respect of House Rents arrears
owing from one tenant, dating back to a three-year period ending in October 2003, whose
previous government dwelling was severely affected by rising dampness and a lack of
ventilation.

Arrears of Revenue

2181

2.18.2

2.18.3

2184

General - Total arrears of revenue due to Government on 31 March 2017 stood at £47.19m,
a decrease of £7.33m compared to £54.52m at the end of the previous financial year.

As at 31 March 2018, the total arrears due to Government had further decreased by £4.44m
to £42.75.

Figure 17 shows the comparable position of quantifiable debts at the year-end owed to
Government over the last seven financial years:

Figure 17
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The total arrears figure shown for the financial year 2014-15 in Figure 17 has been restated
to comparably reflect the revised policy of the Gibraltar Electricity Authority of only
recognising commercial works debts when the works have commenced and there is related
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expenditure incurred. Additionally, the arrears totals for the financial years 2012-13 to 2015-
16 have been amended to reflect the removal of Fines and Forfeitures included in previous
charts depicting the comparable position of quantifiable debts owed to Government. The
Accountant General agreed that Fines and Forfeitures should not be classified as arrears of
revenue and are not reportable under a return of arrears of revenue after the Chief Justice
recommended that outstanding fines and forfeitures did not constitute arrears of revenue
since they are not a revenue-raising mechanism but rather exclusively part of the judicial
process, see paragraph 2.18.10 of this report.

2.18.5 The overall decrease in arrears of revenue of £7.33m as at 31 March 2017 compared to the
previous year-end was mainly as a result of year-on-year increases and decreases in the
following arrears of revenue:

Figure 18

Increase in Arrears of Revenue Amount Decrease in Arrears of Revenue Amount
General Rates and Salt Water Charges £0.80m Income Tax £3.25m
Other Receipts (Hospital Fees) £0.50m Company Tax £3.63m
Tonnage Dues £0.21m Sale of Electricity to Consumers £1.10m
Scholarship Fees - Reimbursements £0.12m House Rents £0.47m
Bunkering Charges £0.10m Commercial Works (Gib Electricity Authority) £0.35m
Berthing Charges £0.06m Ground and Sundry Rents £0.20m
Gambling Charges and Fees £0.05m Airport Departure Tax £0.09m
Tourist Sites Receipts £0.04m Fees and Concessions £0.05m
Hostel Fees £0.02m Import Duties £0.03m
Airport Landing Fees £0.03m

Port Arrival and Departure Tax £0.02m

Ship Registration Fees £0.02m

£1.90m £9.24m

2.18.6 The overall decrease in arrears of revenue of £4.44m as at 31 March 2018 compared to the
arrears position at the end of the previous financial year was mainly as a result of year-on-
year increases and decreases in the following arrears of revenue:

Figure 19

Increase in Arrears of Revenue Amount Decrease in Arrears of Revenue Amount
Commercial Works (Gib Electricity Authority) £0.71m Income Tax £2.95m
Other Receipts (Hospital Fees) £0.57m Company Tax £1.52m
Airport Departure Tax £0.26m Sale of Electricity to Consumers £0.73m
Scholarship Fees - Reimbursements £0.14m Tonnage Dues £0.25m
Airport Landing Fees £0.07m Ground and Sundry Rents £0.23m
Berthing Charges £0.06m General Rates and Salt Water Charges £0.22m
Gambling Charges and Fees £0.03m House Rents £0.21m
Tourist Sites Receipts £0.02m Bunkering Charges £0.08m
Residents Contributions (GHA - ERS) £0.02m Ship Registration Fees £0.07m
Hostel Fees £0.01m Postal Services Receipts £0.07m

£1.89m £6.33m

2.18.7 Arrears of Income Tax, Company Tax, General Rates and Salt Water Charges, Ground and
Sundry Rents and House Rents, as customary, are dealt with in Part 3 of this report, in
addition to Arrears of Scholarship Fees - Reimbursements which | have reported in more
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2.18.8

2.18.9

2.18.10

detail in Part 3. | hereunder provide information regarding arrears of revenue as at the end
of the financial years 2016-17 and 2017-18, which in my view deserved an explanation.

Arrears of Other Receipts - Arrears in respect of Other Receipts (Hospital Fees) increased
by £501,597 from £1,767,589 at the end of the previous financial year to £2,269,186 as at
31 March 2017 and by £573,802 to £2,842,988 as at 31 March 2018. The successive year-
on-year increases primarily relate to a debt owed by one patient amounting to £1,662,647
(73.3% of total arrears) as at 31 March 2017, which further escalated to £1,901,994 (66.9%
of total arrears) as at 31 March 2018. This patient was first billed in 2009 and the Gibraltar
Health Authority (GHA) has informed me that the patient’s debt, amounting to £1,967,957,
extends up to 7 July 2018 after which date the patient was transferred to the GHA Elderly
Residential Services, at which point invoicing by the GHA ceased.

The reasons provided to me by the GHA for the escalating arrears of Hospital Fees,
disregarding the aforementioned patient, was that most debtors do not reside in Gibraltar
and are uncontactable. | was informed that the GHA follow firm protocols in the recovery of
arrears and liaise with the Department of Health in England to adopt best practice procedures
in the recovery of Hospital Fees arrears. The GHA carried out a thorough exercise to contact
all debtors with outstanding arrears dating back to the 2007-08 financial year, with a view of
initiating recovery of their outstanding debts and also of determining irrecoverable debts. The
arrears exercise revealed total debts, amounting to £157,357, which are considered
irrecoverable. The GHA will be requesting approval from the Financial Secretary to write-off
these arrears of Hospital Fees which are deemed irrecoverable.

Arrears of Fines and Forfeitures - On 26 March 2019, | wrote to the Accountant General
informing him that as a consequence of a meeting held by the Chief Executive of the Gibraltar
Courts Service with senior managers of the Central Arrears Unit, where the Chief Justice
was also present, the latter expressed the view that fines imposed in the Magistrates’ and
Supreme Courts and which remain unpaid for a period of time are not Government arrears
of revenue but rather are one of the sentencing options available to the Courts over which
the administration has no input whatsoever. The Chief Justice further explained that as part
of the judicial process, the Courts need to consider the time scale over which a fine is to be
paid and upon application those periods can be extended. The enforcement of those fines is
undertaken in a number of ways and includes action by Court Bailiffs when so ordered by
the Court or more usually a period of imprisonment in default. In the latter case, upon serving
the prison sentence, the fine is extinguished. The Chief Justice further added that the
purpose of sentencing is to be found in section 479 (1) of the Criminal Procedure and
Evidence Act which, inter alia, includes the punishment of offenders and the reduction of
crime. The Chief Justice said it is not a revenue-raising mechanism but exclusively part of
the judicial process and as a matter of principle, not least because of the separation of
powers between the different arms of Government, it is wrong to categorise non-paid fines
as arrears of Government revenue. Nonetheless, once collected those fines do become
Government Revenue. The officials from the Central Arrears Unit agreed with the arguments
put forward by the Chief Justice and by the Chief Executive of the Gibraltar Courts Service.
| therefore proposed to the Accountant General that, considering the explanations of the
Chief Justice, | am of the view that unpaid fines and forfeitures should no longer be treated
as arrears of revenue for the purpose of including these outstanding amounts in the
Statement of Aggregate Arrears of Revenue in the Public Accounts of Gibraltar. | added that
in my opinion, we should solely include information on outstanding fines and forfeitures as a
footnote to this Statement but not as part of the main table encompassing all arrears of
revenue owed to Government at the year-end. Nevertheless, | was of the view that the
departmental Return of Arrears of Revenue should continue to be submitted by the Chief
Executive of the Gibraltar Courts Service, in accordance with Accounting Instructions, in
order to monitor the level of fines and forfeitures that are outstanding. On 10 June 2019, the
Accountant General informed me that after having reviewed the arguments put forward by
the Chief Justice and the Chief Executive of the Gibraltar Courts Service he was in
agreement with the proposal put forward.
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2.18.11

2.18.12

2.18.13

2.18.14

2.18.15

2.18.16

2.18.17

2.18.18

Arrears of Airport Departure Tax - Arrears due in respect of Airport Departure Tax as at
31 March 2017 decreased by £94,035 to £248,420 from the previous financial year-end
arrears of £342,455. The year-on-year arrears as at 31 March 2018, however, increased
substantially by £259,628 to £508,048 due primarily to a sum of £248,020 owing by Monarch
Airlines that stopped operations on 2 October 2017 as a result of becoming insolvent. The
arrears owing as at 31 March 2018 also include the sum of £62,220 due by Andalus Airlines
in respect of the period July 2009 to March 2010. The arrears owed by these carriers were
subsequently written-off by the Financial Secretary on 12 April 2022.

Arrears of Fees and Concessions - Arrears due in connection with Fees and Concessions
decreased during the year by £51,366 to £55,665 as at 31 March 2017. As at 31 March 2018,
the level of arrears remained practically at the same level amounting to £55,149; these
arrears being mainly in respect of the financial year 2017-18 except for the sum of £400,
which dates back to 2006 and which is deemed irrecoverable, as the shop the arrears related
to ceased trading.

Arrears of Airport Landing Fees - There was a decrease in respect of Airport Landing Fees
arrears of £30,076 to £87,615 as at 31 March 2017, compared to the previous financial year-
end arrears position of £117,691. However, as at 31 March 2018, arrears increased by
£74,089 to £161,704, largely due to a sum of £64,193 owing by Monarch Airlines. The arrears
owing as at 31 March 2018 also include the sum of £27,139 due by Andalus Airlines in
respect of the period August 2009 to March 2010. The arrears owed by these carriers were
subsequently written-off by the Financial Secretary on 12 April 2022.

Arrears of Tourist Sites Receipts - The arrears of Tourist Sites Receipts as at 31 March
2017 increased year-on-year by £44,746 to £347,856 of which £120,638 had exceeded the
90-day credit period terms established by the Gibraltar Tourist Board and consisted of
outstanding invoices amounting to £117,885 and £2,753 owed by two companies. The former
sum was due within the financial year 2016-17 but the latter arrears debt was owed since 31
May 2014.

As from 1 April 2017, the Chief Executive (Environment) took over responsibility as Receiver
of Revenue for Tourist Sites Receipts from the Chief Executive Officer, Gibraltar Tourist
Board.

As at 31 March 2018, Tourist Sites Receipts arrears had increased by £23,577 to £371,433.
Of this sum, £108,780 had exceeded the 90-day credit period and was owed by the same
company who in previous years had been the highest debtor. The other company who had
previously owed £2,753 in excess of the credit period settled their historic debt on 8
September 2017.

Arrears of Postal Services Receipts - Revenue collected from Postal Services Receipts
consists of Postal, Franking and Bulk Mailing fees; E-Commerce fees; and Terminal Dues.
Arrears of Postal Services Receipts, as at 31 March 2017 decreased by £6,342 from
£108,379 in respect of the previous financial year to £102,037. These arrears consist of
amounts owing predominantly in respect of E-commerce fees (£96,529), and to a less extend
to Postal, Franking and Bulk Mailing fees (£5,507) but do not include Terminal Dues
outstanding. The position as at 31 March 2018 was that arrears had decreased by £70,115
to £31,922, made up of £19,751 in respect of Postal, Franking and Bulk Mailing fees; and
£12,171 relating to E-Commerce fees. Again, arrears outstanding as at 31 March 2018 do
not include Terminal Dues outstanding.

I must mention, that since the appointment of a new Director of Postal Services on 3 June
2019, Terminal Dues revenue is now being properly collected and, in turn, also rightfully
included in the annual return of arrears of revenue submitted by the Receiver of Revenue as
required under Accounting Instructions, something which previously with the previous
Director of Postal Services had not been undertaken since 31 March 2014, despite my
predecessor's and my own repeated requests for the submission of this information to the
Receiver of Revenue.
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2.18.19

2.18.20

2.18.21

2.18.22

2.18.23

2.18.24

2.18.25

2.18.26

In his first arrears of revenue return submitted as at 30 September 2019, the new Director of
Postal Services reported that there was a total of £87,399 outstanding in respect of Terminal
Dues. On 31 March 2020, the outstanding Terminal Dues arrears amounted to £53,218 of
which £25,499 had been recovered after the year-end.

Arrears of Tonnage Dues - Tonnage Dues arrears increased significantly from £286,098 at
the end of the previous financial year to £501,047 as at 31 March 2017. On enquiring from
the acting Finance Manager at the Gibraltar Port Authority the reasons for such a substantial
increase, she explained that of the sum of £501,047 owing at the end of 2016-17, £229,788
(45.9%) related to arrested vessels in British Gibraltar Territorial Waters by the Admiralty
Marshal. Tonnage Dues in respect of arrested vessels are not received by the Gibraltar Port
Authority until the vessels have been either released or sold. The outstanding tonnage dues,
amounting to £229,788, in respect of the arrested vessels was settled during the months of
April, May and August 2017 when the vessels were released/sold. The position as at 31
March 2018 was that arrears of Tonnage Dues had decreased by £253,826 to £247,221.

Arrears of Berthing Charges - There was a year-on-year increase in Berthing Charges as
at 31 March 2017 of £63,862 from £29,988 at the end of the previous year to £93,850. The
arrears as at 31 March 2018, further increased by £63,077 to £156,927. It should be noted,
however, that none of these arrears related to previous years; the arrears of £156,927
referred to the financial year 2017-18 and were repaid after the year-end.

Arrears of Bunkering Charges - Arrears of Bunkering Charges stood at £128,227 as at 31
March 2017, an increase of £100,227 from the position at the end of the previous financial
year. However, the arrears position decreased by £84,227 to £44,000 as at 31 March 2018;
however, these arrears referred entirely to the financial year 2017-18 and were also repaid
after the year-end.

Arrears of Ship Registration Fees - Arrears of Ship Registration Fees as at 31 March 2017
totalling £136,928 decreased year-on-year by £21,035. The position as at 31 March 2018
was that arrears had again decreased year-on-year by £70,974 to £65,954. As mentioned in
previous audit reports, the Maritime Administrator once again informed me that £23,505 of
the total debt was due by a company in liquidation and that a claim for the sum owed had
been lodged with the liquidator. The remaining balance of arrears of revenue referred entirely
to the financial year 2017-18 and were also repaid after the year-end.

Arrears of Sale of Electricity to Consumers - Arrears of Sale of Electricity to Consumers
decreased year-on-year by £1,103,568 from £8,549,296 to £7,445,728 as at 31 March 2017.
However, as the sum of £30,559 was written-off during the financial year, arrears of Electricity
Charges to Consumers effectively decreased year-on-year by £1,073,009. As at 31 March
2018, arrears of Sale of Electricity to Consumers had further decreased year-on-year by
£730,439 to £6,715,289.

Arrears of Commercial Works - Arrears of revenue in respect of works carried out by the
Gibraltar Electricity Authority to private and public entities stood at £185,170 as at 31 March
2017, a significant year-on-year decrease of £349,215. Arrears of Commercial Works as at
31 March 2018 further decreased by £60,318 to £124,852. However, most of the sums owed
as at 31 March 2018 were due by government companies, departments, authorities and
agencies which were settled during the subsequent financial year 2018-19.

Arrears of Non-Residents’ School Fees - Arrears due in respect of Non-Residents’ School
Fees as at 31 March 2017 stood at £98,028, a decrease of £2,080 from £100,108 at the end
of the previous financial year. The position as at 31 March 2018 was that arrears had further
decreased by £1,760 to £96,268. However, an examination of the debts owing to the
Department of Education showed that of the 25 non-resident debtors only one individual is
repaying the debt owing to the Government.
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Gibraltar Audit Office

THE CERTIFICATE OF THE PRINCIPAL AUDITOR TO THE
MINISTER WITH RESPONSIBILITY FOR PUBLIC FINANCE

[ certify that I have audited the financial statements of the Gibraltar Savings Bank
for the financial year ended 31 March 2019 in accordance with the provisions of
Section 12 of the Gibraltar Savings Bank Act. These statements comprise the
Income and Expenditure Account, the Deposits and Withdrawals Account, the
Investment Adjustment Account, the Reserve Account, the Balance Sheet, the
Statement of Investments and the related notes. These financial statements have
been prepared using the cash receipts and disbursements basis of accounting, as
modified by the accounting policies set out within them.

Respective responsibilities of the Director of the Gibraltar Savings Bank
and the Principal Auditor

The Director of the Gibraltar Savings Bank is responsible for the preparation of
the financial statements and for being satisfied that they are properly presented.
The policy is to prepare the financial statements on the cash receipts and
disbursements basis, as modified by the accounting policies set out within them.
On the cash basis, revenue is recognised when received rather than when earned,
and expenses are recognised when paid rather than when incurred.

My responsibility is to audit, certify and report on the financial statements in
accordance with the provisions of Section 12 of the Gibraltar Savings Bank Act.
I have conducted my audit of the financial statements in accordance with
generally accepted government auditing standards.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or error.
This includes an assessment of: whether the accounting policies are appropriate
to the Gibraltar Savings Bank’s circumstances and have been consistently
applied and adequately disclosed; and the overall presentation of the financial
statements. In addition, I read all the financial and non-financial information in
the Report of the Director of the Gibraltar Savings Bank to identify material
inconsistencies with the audited financial statements. If I become aware of any
apparent material misstatements or inconsistencies, I consider the implications
for my certificate.
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I am required to obtain evidence sufficient to give reasonable assurance that the
expenditure and income recorded in the financial statements have been applied
to the purposes intended by the Gibraltar Savings Bank Act and the financial
transactions recorded in the financial statements conform to the authorities that
govern them.

Opinion on regularity

In my opinion, in all material respects, the income and expenditure recorded in
the financial statements have been applied to the purposes intended by the
Gibraltar Savings Bank Act and the financial transactions recorded in the
financial statements conform to the authorities that govern them.

Opinion on financial statements

In my opinion, the financial statements properly present the revenue collected
and expenses paid, the deposits and withdrawals, the investment adjustment and
the reserve for the financial year ended 31 March 2019 and the assets and
liabilities as at the end of that period.

Opinion on other matters

In my opinion, the information given in the Report of the Director of the
Gibraltar Savings Bank is consistent with the financial statements.

Matters for which I report by exception

I have nothing to report in respect of the following matters, which I report to you
if, in my opinion:

e T have not received all of the information and explanations, which to the best
of my knowledge and belief were necessary for the purpose of the audit; or

e proper books of account have not been kept by the Gibraltar Savings Bank,
so far as appears from the examination of those books; or

e the Gibraltar Savings Bank has not discharged its financial duties and
obligations in accordance with the provisions of the Gibraltar Savings Bank
Act; or

e the financial statements are not in agreement with the accounting records.

Report

I have no observations to make on these financial statements.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

31 October 2019
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Gibraltar Audit Office

THE CERTIFICATE OF THE PRINCIPAL AUDITOR TO THE
MINISTER WITH RESPONSIBILITY FOR PUBLIC FINANCE

I certify that I have audited the financial statements of the Gibraltar Savings Bank
for the financial year ended 31 March 2020 in accordance with the provisions of
Section 12 of the Gibraltar Savings Bank Act. These statements comprise the
Income and Expenditure Account, the Deposits and Withdrawals Account, the
Investment Adjustment Account, the Reserve Account, the Balance Sheet, the
Statement of Investments and the related notes. These financial statements have
been prepared using the cash receipts and disbursements basis of accounting, as
modified by the accounting policies set out within them.

Respective responsibilities of the Director of the Gibraltar Savings Bank
and the Principal Auditor

The Director of the Gibraltar Savings Bank is responsible for the preparation of
the financial statements and for being satisfied that they are properly presented.
The policy is to prepare the financial statements on the cash receipts and
disbursements basis, as modified by the accounting policies set out within them.
On the cash basis, revenue is recognised when received rather than when earned,
and expenses are recognised when paid rather than when incurred.

My responsibility is to audit, certify and report on the financial statements in
accordance with the provisions of Section 12 of the Gibraltar Savings Bank Act.
I have conducted my audit of the financial statements in accordance with
generally accepted government auditing standards.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or error.
This includes an assessment of: whether the accounting policies are appropriate
to the Gibraltar Savings Bank’s circumstances and have been consistently
applied and adequately disclosed; and the overall presentation of the financial
statements. In addition, I read all the financial and non-financial information in
the Report of the Director of the Gibraltar Savings Bank to identify material
inconsistencies with the audited financial statements. If I become aware of any
apparent material misstatements or inconsistencies, I consider the implications
for my certificate.
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I am required to obtain evidence sufficient to give reasonable assurance that the
income and expenditure recorded in the financial statements have been applied
to the purposes intended by the Gibraltar Savings Bank Act and the financial
transactions recorded in the financial statements conform to the authorities that
govern them.

Opinion on regularity

In my opinion, in all material respects, the income and expenditure recorded in
the financial statements have been applied to the purposes intended by the
Gibraltar Savings Bank Act and the financial transactions recorded in the
financial statements conform to the authorities that govern them.

Opinion on financial statements

In my opinion, the financial statements properly present the revenue collected
and expenses paid, the deposits and withdrawals, the investment adjustment and
the reserve for the financial year ended 31 March 2020 and the assets and
liabilities as at the end of that period.

Opinion on other matters

In my opinion, the information given in the Report of the Director of the
Gibraltar Savings Bank is consistent with the financial statements.

Matters for which I report by exception

I have nothing to report in respect of the following matters, which I report to you
if, in my opinion:

e [ have not received all of the information and explanations, which to the best
of my knowledge and belief were necessary for the purpose of the audit; or

e proper books of account have not been kept by the Gibraltar Savings Bank,
so far as appears from the examination of those books; or

e the Gibraltar Savings Bank has not discharged its financial duties and
obligations in accordance with the provisions of the Gibraltar Savings Bank
Act; or

e the financial statements are not in agreement with the accounting records.

Report

I have no observations to make on these financial statements.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

27 October 2020
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Gibraltar Savings Bank
Director’s Report on the Accounts for the Year Ended 31 March 2020

The Gibraltar Savings Bank is accounted for through a Government Special Fund - the
Savings Bank Fund.

Income during the year totalled £48.27 million and was comprised of £48.04 million from
return on investments and £0.23 million from early redemption charges and miscellaneous
receipts.

Net income during the year ended 31 March 2020 was £1.91 million, compared with a net
income of £9.14 million during the previous year. The Covid 19 pandemic had a significant
negative effect in the Fund’s investments, resulting in capital losses for the year of £1.05
million. The first six months of the year ending 31 March 2021 have seen the Fund’s
investments performance rebound positively with gains of £0.36 million.

Management charges for the year ending 31 March 2020 totalled £0.55m.

The net increase in reserves during the year was £0.86 million. The end of year reserves
stood at £45.64 million.

At the year-end, the deposits of the bank, excluding £3.57 million of accrued interest, stood
at £1,326.43 million. The previous year-end figure totalled £1,394.98 million. Deposits as at
31 March 2020 were made up as follows:

Deposits Previous
Year
Non-Government Deposits £'m £'m
Ordinary Deposits 96.1 92.9
On-Call Investment Accounts 4.7 7.6
Pensioners’ Monthly Income Debentures 104 11.8
Special Issue of Pensioners’ Monthly Income Debentures 01/01/22 313 31.8
Monthly Income Debentures 46.6 43.7
Special Issue of Monthly Income Debentures 2.2 2.3
3-Year Fixed Term Monthly Income Debentures 35.4 31.1
5-Year Fixed Term Monthly Income Debentures 414.2 516.8
10-Year Fixed Term Pensioners’ Monthly Income Debentures 404.2 288.9
10-Year Accumulator Bonds 5.4 55
10-Year Pensioner Accumulator Bonds 5.0 5.0
Children’s Bond 10.2 7.1
Other Debentures (Special Issues) 0.0 0.2
Gibraltar Provident Trust Fund Bonds 8.1 8.0
Guaranteed Superannuation Fund Bond 179.5 172.4
1,253.3 1,225.1
Government Deposits
On-Call Investment Accounts 73.1 169.8
1,326.4 1,394.9
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Non-Government Deposits stood at £1,253.3 million. This represents an increase of £28.2
million over the previous year and is as a result of the Gibraltar Savings Bank operations.
Government deposits in the Gibraltar Savings Bank were down by 56.9% due to a decrease in

the level of Government Liquid Reserves held by the bank.

The following is a summary of interest rates payable to depositors by the bank during the

period 1 April 2019 to 31 March 2020:-

__dfdinary Deposits

0.5 per cent per annum

Monthly Income Debentures

1 or 2 per cent per annum

Pensioners’ Monthly Income Debentures

2 per cent per annum

3-Year Fixed Term Pensioners’ Monthly Income Debentures

3 per cent per annum

3-Year Fixed Term Monthly Income Debentures

2 or 2.5 per cent per annum

5-Year Fixed Term Pensioners’ Monthly Income Debentures

4 or 5 per cent per annum

5-Year Fixed Term Monthly Income Debentures

3,4 or 5 per cent per annum

10-Year Fixed Term Pensioners’ Monthly Income Debentures

5 per cent per annum

Special Issue of Pensioners’ Monthly Income Debentures
01/01/22

2.5 per cent per annum

Children’s Bond

5 per cent per annum

Rates for the 10-Year Accumulator Bonds and the 10-Year Pensioner Accumulator Bonds are
dependent on when the Bond was issued. The interest on these Bonds is 2% for the first year
from the issue date and the interest rate increases by 1% per annum in each subsequent
year to reach a maximum interest rate of 11% per annum payable in the tenth year that the

investment is held.
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Gibraltar Savings Bank - Results During Last Six Years
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Reserves Net Income/Expenditure Investment Adjustments
OMar-15 19.04 7.89 0.04

OMar-16 25.83 6.76 0.03

HEMar-17 32.11 6.21 0.07

BMar-18 37.20 6.70 (1.61)

H Mar-19 44.78 9.14 (1.56)

H Mar-20 45.64 1.91 (1.05)

C Santos
Accountant General and Director, Gibraltar Savings Bank
26 October 2020
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SAVINGS BANK FUND
ACCOUNTS FOR THE YEAR ENDED 31 MARCH 2020

INCOME AND EXPENDITURE ACCOUNT

2020 2019
Note £ £
INCOME
Return on Investments 48,037,512 45,497,986
Dividend in specie received as a debenture 2 - 9,250,000
Early Redemption Charges 227,130 170,384
Miscellaneous Receipts 2,289 5,043
48,266,931 54,923,413
EXPENDITURE
Interest Paid :
Debentures 39,234,957 39,372,696
On-Call Investment Accounts 140,834 163,059
Ordinary Deposits 472,387 445,279
Bonds 5,641,360 4,971,011
45,489,538 44,952,045
Banking Platform Costs and Annual Licence Fees 267,080 - 207,151
Expansion Costs - 18,050
Miscellaneous Expenses 50,448 22,002
Management and Other Charges 551,047 582,995
(46,358,113) (45,782,243)
Net Income transferred to Reserve Account 1,908,818 9,141,170
DEPOSITS AND WITHDRAWALS ACCOUNT
INCREASE IN DEPOSITS
Debentures 17,811,979 26,290,891
Bonds 10,033,639 28,552,529
Ordinary Deposits 3,223,721 2,099,028
On-Call Investment Accounts - 1,159,457
31,069,339 58,101,905
DECREASE IN DEPOSITS
On-Call Investment Accounts (99,623,773) -
Net Decrease in Deposits during the year (68,554,434) 58,101,905
INVESTMENT ADJUSTMENT ACCOUNT
INCREASE IN INVESTMENTS - -
DECREASE IN INVESTMENTS
Net Capital Loss on Investments (1,045,075) (1,563,564)
Net Decrease in Investments transferred to Reserve Account (1,045,075) (1,563,564)
RESERVE ACCOUNT
INCREASE IN RESERVES
Net Income transferred from Income and Expenditure Account 1,908,818 9,141,170
DECREASE IN RESERVES
Transfer of Surplus to Consolidated Fund = -
Net Decrease in Investments transferred from Investment Adjustment Account (1,045,075) (1,563,564)
Net Increase in Reserves during the year 863,743 7,577,606
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SAVINGS BANK FUND

BALANCE SHEET AS AT 31 MARCH 2020

ASSETS
Investments on 1 April 2019
Net Sale of Investments during the year

Net Decrease in Investments as per Investment Adjustment Account

Investments on 31 March 2020
Cash in Hand

FINANCED BY

Debentures

Deposits on 1 April 2019

Accrued Interest on 1 April 2019

Net Increase in Deposits

Decrease in Accrued interest during the year
Deposits on 31 March 2020

On Call Investment Accounts

Deposits on 1 April 2019

Net Decrease in Deposits during the year
Deposits on 31 March 2020

Ordinary Deposits

Deposits on 1 April 2019

Net Increase in Deposits during the year
Deposits on 31 March 2020

Bonds

Deposits on 1 April 2019

Accrued Interest on 1 April 2019

Net Increase in Deposits during the year

Increase in Accrued Interest during the year
Deposits on 31 March 2020

Total Deposits on 31 March 2020

Reserve Account
Reserve Account on 1 April 2019
Net Increase in Reserves during the year
Reserve Account on 31 March 2020

Fund Account Balance on 31 March 2020
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2020

1,431,209,208

(66,662,077)

1,364,547,131

(1,045,075)

1,363,502,056
12,140,528

1,375,642,584

926,590,121
3,350,241
17,811,979

(60,965)

947,691,376

177,367,006

(99,623,773)

77,743,233

92,917,997

3,223,721

96,141,718

198,107,983
241,805
10,033,639
39,925

208,423,352

1,329,999,679

44,779,162
863,743

45,642,905
1,375,642,584

C Santos

2019
£

1,365,443,683
67,329,089

1,432,772,772
(1,563,564)

1,431,209,208
12,145,107

1,443,354,315

900,299,230
3,307,220
26,290,891
43,021

929,940,362

176,207,549
1,159,457
177,367,006

90,818,969
2,099,028
92,917,997

169,555,454
207,082
28,552,529
34,723

198,349,788

1,398,575,153

37,201,556

7,577,606

44,779,162

1,443,354,315

Director, Gibraltar Savings Bank

26 October 2020



SAVINGS BANK FUND

STATEMENT OF INVESTMENTS ON 31 MARCH 2020
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2020
SUMITOMO MITSUI BANKING FRN 07/09/20 £4,700,000.00 99.920 £4,696,240.00 £4,698,568.28
0.050 £2,328.28
LEEDS BUILDING SOCIETY FRN 15/04/23 ’ £4,000,000.00 98.922 £3,956,880.00 £3,967,191.85
0.258 £10,311.85
TSB BANK PLC FRN 15/02/24 £5,000,000.00 98.892 £4,944,600.00 £4,952,942.01
0.167 £8,342.01
LLOYDS BANK PLC FRN 16/05/24 £4,000,000.00 97.925 £3,917,000.00 £3,922,260.01
0.132 £5,260.01
EUROPEAN INVESTMENT BANK FRN 15/01/25 £3,500,000.00 99.381 £3,478,335.00 £3,485,098.70
0.193 £6,763.70
NATIONAL AUSTRALIA BANK FRN 04/02/25 £6,000,000.00 96.766 £5,805,960.00 £5,815,944.28
0.166 £9,984.28
ROYAL BANK OF CANADA FRN 30/01/25 £4,000,000.00 96.539 £3,861,560.00 £3,868,678.86
0.178 £7,118.86
NIBC BANK NV 3.125% 15/11/23 £9,500,000.00 105.686 £10,040,138.80 £10,151,874.72
1.176 £111,735.92
FIL LIMITED 6.75% 19/10/20 £10,000,000.00 103.040 £10,303,986.97 £10,606,445.99
3.025 £302,459.02
FCE BANK PLC 3.25% 19/11/20 . £9,500,000.00 100.930 £9,588,390.96 £9,700,587.00
1.181 £112,196.04
DAIMLER INTL FINANCE BV 1.5% 18/08/21 £5,000,000.00 99.871 £4,993,548.46 £5,039,859.94
0.926 £46,311.48
VOLKSWAGEN FIN SERVICES NV 1.875% 07/09/21 £5,000,000.00 99.893 £4,994,647.01 £5,047,413.40
1.055 £52,766.39
FCA BANK SPA IRELAND 1.625% 29/09/21 .£10,000,000.00 99.324 £9,932,367.82 £10,014,061.81
0.817 £81,693.99
INVESTEC PLC 4.5% 05/05/22 £6,950,000.00 103.776 £7,212,457.77 £7,495,299.98
4.070 £282,842.21
CREDIT SUISSE GP FUNDING LTD 3% 27/05/2022 £10,000,000.00 102.553 £10,255,292.56 £10,508,571.25
2.533 £253,278.69
VOLKSWAGEN FIN SERVICES NV 1.625% 09/06/22 £5,000,000.00 100.125 £5,006,258.50 £5,071,968.88
1.314 £65,710.38
SWEDBANK AB 1.625% 28/12/22 £5,000,000.00 100.794 £5,039,691.90 £5,060,559.39
0.417 £20,867.49
LLOYDS BANK PLC 5.75% 09/07/25 £10,000,000.00 101.579 £10,157,872.95 £10,575,769.12
4.179 £417,896.17
BARCLAYS PLC 2.375% 06/10/23 £7,000,000.00 101.192 £7,083,459.31 £7,163,858.90
1.149 £80,399.59
VIRGIN MONEY PLC 2.25% 21/04/20 £1,000,000.00 100.026 £1,000,259.46 £1,021,468.48
2121 £21,209.02
SKY PLC 2.875% 24/11/20 " £9,000,000.00 100.918 £9,082,591.42 £9,173,083.22
1.005 £90,491.80
HSBC HOLDINGS PLC 2.175% 27/06/23 £8,000,000.00 101.136 £8,090,861.82 £8,223,025.75
1.652 £132,163.93
BAT INTERNATIONAL FINANCE PLC 1.75% 05/07/21 £10,000,000.00 100.182 £10,018,208.18 £10,147,306.54
1.291 £129,098.36
Carried forward £152,150,000.00 £155,711,838.36 £155,711,838.36
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2020
Brought forward £152,150,000.00 £155,711,838.36 £155,711,838.36
LLOYDS BANK GBP CALL A/C £7.45 100.000 £7.45 £7.45
BANK OF NEW YORK GBP A/C £1,350,732.19 100.000 £1,350,732.19 £1,350,732.19
GOVERNMENT OF GIBRALTAR MONTHLY INCOME £147,700,000.00 100.000 £147,700,000.00 £148,452,663.01
DEBENTURES ISSUED ON 1 OCTOBER 2014 0.510 £752,663.01
GOVERNMENT OF GIBRALTAR DEBENTURES £100,000,000.00 100.000 £100,000,000.00 £103,008,219.18
ISSUED ON 1 SEPTEMBER 2014 3.008 £3,008,219.18
GOVERNMENT OF GIBRALTAR FIXED TERM 5 YEAR £75,000,000.00 100.000 £75,000,000.00 £75,216,472.56
MONTHLY INCOME DEBENTURE 10 OCTOBER 2024 0.289 £216,472.56
ISSUED ON 10 OCTOBER 2019
CREDIT FINANCE COMPANY LTD DEBENTURES £9,250,000.00 100.000 £9,250,000.00 £9,297,137.05
ISSUED ON 1 MARCH 2019 0.510 £47,137.05
CREDIT FINANCE COMPANY LTD REDEEMABLE £9,250,000.00 100.000 £9,250,000.00 £9,250,000.00
PREFERENCE SHARES
CREDIT FINANCE COMPANY LTD FIXED TERM 3 YEAR £10,000,000.00 100.000 £10,000,000.00 £10,025,479.52
MONTHLY INCOME DEBENTURE 1 APRIL 2022 0.255 £25,479.52
CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £65,000,000.00 100.000 £65,000,000.00 £65,220,821.99
MONTHLY INCOME DEBENTURE 1 APRIL 2024 0.340 £220,821.99
CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £40,750,000.00 100.000 £40,750,000.00 £40,923,047.89
MONTHLY INCOME DEBENTURE 1 APRIL 2024 0.425 £173,047.89
CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £275,000,000.00 100.000 £275,000,000.00 £276,401,369.88
MONTHLY INCOME DEBENTURE 1 APRIL 2024 0.510 £1,401,369.88
GSBA LTD MONTHLY INCOME DEBENTURE . £10,000,000.00 100.000 £10,000,000.00 £10,050,958.90
ISSUED ON 1 DECEMBER 2019 0.510 £50,958.90
GSBA LTD MONTHLY INCOME DEBENTURE £10,000,000.00 100.000 £10,000,000.00 £10,050,958.90
ISSUED ON 1 MARCH 2020 0.510 £50,958.90
GIBRALTAR PROPERTIES LTD MONTHLY INCOME DEBENTURE £20,000,000.00 100.000 £20,000,000.00 £20,050,958.90
ISSUED ON 1 DECEMBER 2019 0.255 £50,958.90
GIBRALTAR PROPERTIES LTD MONTHLY INCOME DEBENTURE £10,000,000.00 100.000 £10,000,000.00 £10,025,479.45
ISSUED ON 1 MARCH 2020 0.255 £25,479.45
VISA - SHAREHOLDING (1) £7.92 5233496.717 £414,492.94 £415,257.69
9655.934 £764.75
GSBA LTD - ORDINARY SHARES £11,000,000.00 100.000 £11,000,000.00 £11,000,000.00
GIBTELECOM LTD - ORDINARY SHARES (2) £15,000.00 503985.271 £75,597,790.66 £75,597,790.66
BANK OF ENGLAND £41,140,696.89 100.000 £41,140,696.89 £41,140,832.15
0.000 £135.26
BARCLAYS BANK PLC £14,762,248.33 100.000 £14,762,248.33 £14,769,530.99
0.049 £7,282.66
NATIONAL WESTMINSTER OFFSHORE LTD '£180,472,947.20 100.000 £180,472,947.20 £180,476,302.52
0.002 £3,355.32
JYSKE BANK £432,840.61 100.000 £432,840.61 £432,975.49
0.031 £134.88
GIBRALTAR INTERNATIONAL BANK £72,125,947.78 100.000 £72,125,947.78 £72,184,092.23
0.081 £58,144.45
Carried forward £1,255,400,428.37 £1,341,052,926.96 £1,341,052,926.96
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2020

Brought forward £1,255,400,428.37 £1,341,052,926.96 £1,341,052,926.96

KLEINWORT HAMBROS BANK £20,401,271.90 100.000 £20,401,271.90 £20,401,774.95
0.002 £503.05

MONEYCORP BANK £2,044,756.05 100.000 £2,044,756.05 £2,047,353.90
0.127 £2,597.85

£1,277,846,456.32 £1,363,502,055.81 £1,363,502,055.81

Notes:

(1) The Visa shareholding shown above is based on a re-valuation as at 31 March 2020 of its 230 Series C preference shares in Visa Inc.

(2) The Savings Bank Fund has paid and holds the beneficial interest in 15,000 Ordinary Shares (7,500 Class A and 7,500 Class B) of

£1 each in Gibtelecom Ltd, with the legal interest in these shares being held by the Government.
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SAVINGS BANK FUND

Notes to the Accounts for the Year Ended 31 March 2020

1.

Principal Accounting Policies

Basis of Accounting

These financial statements have been prepared on a ‘cash basis’, in line with the standards for the
preparation of the public accounts of Gibraltar, except for the accounting policies shown
hereunder:

Return on Investments

Interest earned on investments and interest payable is accounted for on an accrual basis.

Dividend in specie

The dividend in specie received as a debenture by the Gibraltar Savings Bank has been recognised
in the Income and Expenditure account on 1 March 2019, being the effective date of the debenture
issue.

Investments

The investments in bonds and other securities managed by the Crown Agents have been valued as
fair value or amortised cost, depending on the portfolio in which they are held.

Shares are valued at fair value or cost.

Debentures are valued at cost plus accrued interest.

Dividend in specie received as a debenture

On 1 March 2019, Credit Finance Company Limited declared an interim dividend of £9.25m payable
to the Gibraltar Development Corporation, being the shareholder of all of the thirty million
ordinary shares in the company. However, the Gibraltar Development Corporation waived the right
to this dividend directing that any dividend on surpluses earned to date be paid to the Gibraltar
Savings Bank, being the shareholder of all of the four hundred million redeemable preference
shares in Credit Finance Company Limited. Credit Finance Company Limited resolved that the
dividend be paid in specie in the form of a debenture issued on 1 March 2019 by Credit Finance
Company Limited to the Gibraltar Savings Bank, with monthly interest payable at 6% per annum
and redeemable at par on 1 January 2029.
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APPENDIX D

Report of the Principal Auditor
on the Accounts of the
Gibraltar Savings Bank

for the financial year ended
31 March 2022
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THE CERTIFICATE OF THE PRINCIPAL AUDITOR TO THE MINISTER
WITH RESPONSIBILITY FOR PUBLIC FINANCE

| certify that | have audited the financial statements of the Gibraltar Savings Bank
for the financial year ended 31 March 2022 in accordance with the provisions of
Section 12 of the Gibraltar Savings Bank Act. These statements comprise the
Income and Expenditure Account, the Deposits and Withdrawals Account, the
Investment Adjustment Account, the Reserve Account, the Balance Sheet, the
Statement of Investments and the related notes. These financial statements have
been prepared using the cash receipts and disbursements basis of accounting, as
modified by the accounting policies set out within them.

Respective responsibilities of the Director of the Gibraltar Savings Bank and
the Principal Auditor

The Director of the Gibraltar Savings Bank is responsible for the preparation of the
financial statements and for being satisfied that they are properly presented. The
policy is to prepare the financial statements on the cash receipts and
disbursements basis, as modified by the accounting policies set out within them.
On the cash basis, revenue is recognised when received rather than when earned,
and expenses are recognised when paid rather than when incurred.

My responsibility is to audit, certify and report on the financial statements in
accordance with the provisions of Section 12 of the Gibraltar Savings Bank Act. |
have conducted my audit of the financial statements in accordance with generally
accepted government auditing standards.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or error.
This includes an assessment of: whether the accounting policies are appropriate
to the Gibraltar Savings Bank’s circumstances and have been consistently applied
and adequately disclosed; and the overall presentation of the financial statements.
In addition, | read all the financial and non-financial information in the Report of the
Director of the Gibraltar Savings Bank to identify material inconsistencies with the
audited financial statements. If | become aware of any apparent material
misstatements or inconsistencies, | consider the implications for my certificate.

| am required to obtain evidence sufficient to give reasonable assurance that the
income and expenditure recorded in the financial statements have been applied to
the purposes intended by the Gibraltar Savings Bank Act and the financial
transactions recorded in the financial statements conform to the authorities that
govern them.

Opinion on regularity

In my opinion, in all material respects, the income and expenditure recorded in the
financial statements have been applied to the purposes intended by the Gibraltar
Savings Bank Act and the financial transactions recorded in the financial
statements conform to the authorities that govern them.

105



APPENDIX D (Cont'd)

Audit Certificate

Opinion on financial statements

In my opinion, the financial statements properly present the revenue collected and
expenses paid, the deposits and withdrawals, the investment adjustment and the
reserve for the financial year ended 31 March 2022 and the assets and liabilities
as at the end of that period.

Matter of Emphasis - Interim Dividend Received

| draw attention to Note 3 - Related Party Transactions in the Notes to the Accounts
in the financial statements, that explains that a £5.00m interim dividend declared
by Credit Finance Company Limited on 30 March 2022, was waived by the
Gibraltar Development Corporation (the holder of 29,999,999 ordinary shares of £1
each) and directed that it be paid to the Gibraltar Savings Bank (the holder of one
ordinary share of £1 each) on 30 March 2022, and that it has not been separately
disclosed with an explanatory paragraph in Note 2 - Investment Income in the
Notes to the Accounts. My opinion is not modified in respect of this matter.

Opinion on other matters

In my opinion, the information given in the Report of the Director of the Gibraltar
Savings Bank is consistent with the financial statements.

Matters for which | report by exception

| have nothing to report in respect of the following matters, which | report to you if,
in my opinion:

¢ | have not received all of the information and explanations, which to the best
of my knowledge and belief were necessary for the purpose of the audit; or

e proper books of account have not been kept by the Gibraltar Savings Bank, so
far as appears from the examination of those books; or

o the Gibraltar Savings Bank has not discharged its financial duties and
obligations in accordance with the provisions of the Gibraltar Savings Bank
Act; or

¢ the financial statements are not in agreement with the accounting records.

Report
The observations on the financial statements are detailed in my Report.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

31 October 2022
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Report of the Principal Auditor on the Accounts of the Gibraltar Savings Bank

1.1

1.2

1.3

21

2.2

GIBRALTAR SAVINGS BANK
ACCOUNTS FOR THE FINANCIAL YEAR ENDED 31 MARCH 2022

REPORT

Income and Expenditure - The investment income for the year ended 31 March
2022 amounted to £55.17m, a year-on-year increase of £6.93m compared
against £48.24m received in the previous financial year. The investment income
sum of £55.17m includes an interim dividend payment amounting to
£4,999,999.83 declared by Credit Finance Company Limited to the Gibraltar
Development Corporation, that the Corporation directed should be paid to the
Gibraltar Savings Bank, see further details in paragraphs 3.3 and 3.4 below. |
recommended to the acting Director of the Gibraltar Savings Bank that since the
dividend of £5.00m received is not strictly a dividend derived from the Gibraltar
Savings Bank’s own investments, in my view, it should not be shown as
Investment Income in the Income and Expenditure Account, but as Other
Receipts. This would be consistent with the presentation of the Gibraltar Savings
Bank financial statements in 2020-21 and 2018-19, where the Gibraltar
Development Corporation also waived the right to dividends that were payable
to the Corporation and directed these be paid to the Gibraltar Savings Bank. In
these two instances the ‘GDC-waived’ dividends were shown separately as
‘Other Receipts’ and as ‘Dividend in specie received as a debenture’
respectively, in the Income and Expenditure Account. Nevertheless, the Director
remained of the view that the £5.00m dividend should be shown under
Investment Income. | therefore suggested to the acting Director, with the aim of
having the accounts as informative and transparent as possible, that a suitable
explanation should be provided in an Investment Income note in the Notes to the
Accounts, disclosing that the right to the dividend of £5.00m due to the Gibraltar
Development Corporation was waived by the Corporation and directed to be paid
to the Gibraltar Savings Bank. However, the acting Director of the Gibraltar
Savings Bank again did not accept my recommendation, and even though she
added an Investment Income note in the Notes to the Accounts, this simply
provides a breakdown of the investment income received by the Bank. The note
does not afford an informative explanation to the reader of the accounts that
clarifies the distinction between the dividend that was waived by the Gibraltar
Development Corporation from the dividends received from the Gibraltar Savings
Bank’s own investments. The acting Director of the Gibraltar Savings Bank did
provide an explanation on the £5.00m dividend in Note 3 - Related Party
Transactions and in her Report on the Accounts.

Interest paid during the financial year 2021-22 totalled £48.70m compared to
£46.38m during the previous financial year. Other expenditure during 2021-22
included: £0.49m in management and other charges, reflecting an increase of
£0.16m from the previous year’s expenditure of £0.33m; and £0.30m in respect
of banking platform costs and annual licence fees.

The net operating income of the Gibraltar Savings Bank during the financial year
ended 31 March 2022 was £5.88m, compared to a net income of £5.00m in the
last financial year.

Bank Deposits - There was a net increase of £63.24m in the deposits of the
Gibraltar Savings Bank during the financial year 2021-22 compared to a net
increase in deposits of £125.23m in the previous financial year.

The level of non-Government deposits held by the bank at the end of the year
increased by £66.42m to £1,419.58m compared to the balance held at the end
of the previous year of £1,353.16m. The increase in non-Government deposits
during the year was largely as a result of an increase in the issue of Gibraltar
Savings Bank debentures (£49.11m); an increase in the Guaranteed
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Superannuation Fund Bond (£9.19m); an increase in Non-Government On-Call
Investment Accounts (£6.07m); and an increase in Ordinary Deposits (£1.22m).

2.3 Of the increase of £6.07m in Non-Government On-Call Investment Accounts,
from £5.87m at the end of the previous financial year to £11.94m as at 31 March
2022, £1.09m relates to unclaimed funds that remained unredeemed on the
maturity of the debentures; whilst the maijority (£4.98m) represents the holding
of unclaimed debentures pertaining to deceased debenture holders. Previously,
such debentures continued invested until maturity, with the interest earned being
recovered on payment of the capital to the next-of-kin. However, a new policy
was introduced on 1 August 2021 whereby the value of deceased persons’
debentures are placed on a non-interest bearing On-Call Investment Account
until paid to the nominees, or claimed by the next-of-kin.

2.4 Government deposits on 31 March 2022 stood at £95.31m, a decrease of
£3.19m compared to the balance held at the end of the previous financial year
amounting to £98.50m. On-Call Investment accounts under Government
Deposits include £12.00m of cash safekeeping deposits in respect of the Note
Security Fund, relating to currency notes in circulation, that does not generate
interest.

3.1 Bank Investments - There was a net capital loss on the Gibraltar Savings Bank
investments amounting to £0.77m during 2021-22, compared to a net capital gain
of £0.37m in the previous financial year.

3.2 The graphic chart and the table overleaf show the comparable position of the
Gibraltar Savings Bank investments at the year-end over the last five financial
years. As can be seen, there has been a decrease in the investments held by
the Gibraltar Savings Bank with the Crown Agents and with a number of banks
in recent years, although in the year under review there has been a perceived
increase. Conversely, there has been an increase in the investments held by the
Gibraltar Savings Bank with the Government of Gibraltar and Government-
owned Companies/ Corporations during the same period, although during the
financial year 2021-22, investments in these sectors remained practically at the
same level.
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Gibraltar Savings Bank Investments 201718 2018-19 2019-20 2020-21 2021-22

Crown Agents * 247.59m 242.70m 157.48m 154.96m 190.78m
Government of Gibraltar (Public Debt) 251.44m 251.44m 326.68m 376.78m 376.83m
Government-owned Companies & Corporations 486.60m 495.89m 547.89m 552.17m 557.22m
Other Banks ** 339.15m 400.29m 290.31m 369.32m 396.80m
Bank of England 40.66m 40.89m 41.14m 41.15m 41.18m
Total Investments 1,365.44m | 1,431.21m | 1,363.50m | 1,494.38m | 1,562.81m

* Includes investments held in Visa Shares.

** Includes investments held with the Gibraltar International Bank, which is a partly-owned Government bank.

3.3

3.4

£ million

On 30 March 2022, Credit Finance Company Limited, a company in which the
Gibraltar Savings Bank presently has one ordinary share of £1, declared an
interim dividend of £5.00m payable with effect from 30 March 2022. The dividend
was declared to the Gibraltar Development Corporation and the Gibraltar
Savings Bank, being the two shareholders of all of the thirty million ordinary
shares in Credit Finance Company Limited, in the proportion of their paid-up
shares, i.e. the Gibraltar Savings Bank - 1 ordinary share; and the Gibraltar
Development Corporation - 29,999,999 ordinary shares. As a result, the Gibraltar
Savings Bank received 17 pence and the Gibraltar Development Corporation,
though due to have received £4,999,999.83, nevertheless waived the right to this
dividend and directed that it be paid to the Gibraltar Savings Bank. It is pertinent
to point out that on 11 March 2022, Credit Finance Company Limited resolved
that it would issue on 1 February 2022 a 3-year debenture of £5.00m, bearing
interest at 4.5% per annum, that was purchased by the Gibraltar Savings Bank.

If the Gibraltar Savings Bank had not received the £4,999,999.83 dividend from
Credit Finance Company Limited, the Income and Expenditure Account would
have reflected a net operating surplus of £0.88m instead of the final £5.88m
surplus shown in the Income and Expenditure Account. | have to report that in
the last financial year 2020-21 when Credit Finance Company Limited declared
an interim dividend of £3.75m payable to the Gibraltar Development Corporation,
the Corporation similarly waived the right to this dividend and directed that it be
paid to the Gibraltar Savings Bank, being at the time the shareholder of the
£9.25m redeemable preference shares in Credit Finance Company Limited.
Also, in the financial year 2018-19, when Credit Finance Company Limited
declared an interim dividend of £9.25m payable to the Gibraltar Development
Corporation, the Corporation also waived the right to this dividend directing that
the dividend be paid in specie in the form of a debenture issue to the Gibraltar
Savings Bank, being at the time the shareholder of £400m redeemable
preference shares in Credit Finance Company Limited. The table below
summarises the net operating results in the last four financial years and
highlights the different operating results that would have occurred if there had
been no ‘GDC-waived’ dividends, or dividends received from ordinary shares
held by the Gibraltar Savings Bank in other related parties.

2018-19  2019-20  2020-21

2021-22

Total Income
Total Expenditure

£54.92
(£45.78)

£48.27
(£46.36)

£52.06
(£47.06)

£55.40
(£49.52)

Net Operating Surplus
Less Related Party Dividends from Ordinary Shares

£9.14
(£0.75)

£1.91
(£1.80)

£5.00
(£1.00)

£5.88
(£2.50)

Less ‘GDC-waived’ Dividends

Net Operating Surplus after omitting
Related Party Dividends from Ordinary Shares

£8.39 £0.11 £4.00

(£9.25) - (£3.75)

£3.38
(£5.00)

Net Operating Results

(£0.86) £0.11 £0.25

(£1.62)

This table does not include the investment income from related parties’ preference shares and debentures.
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3.5

3.6

3.7

3.8

41

Taking into consideration that the Gibraltar Savings Bank has in recent years
increased the level of its investments in Government of Gibraltar debentures and
related Government-owned companies and corporations’ debentures and
shareholdings, there is the possibility in my view, that related party transactions
can give rise to significant changes in the operating results of the Gibraltar
Savings Bank as shown in the table above.

The greater part of the Gibraltar Savings Bank’s return on investments, on the
total amount received during the financial year 2021-22 of £55.17m, was derived
from interest received from debentures held in related party entities, i.e.
£43.44m, representing an average return on investments of 5.21% for the year.
This source of investment income yielded a much higher average return on
investments for the year than that derived by the Gibraltar Savings Bank from its
investments managed by the Crown Agents (1.63%), and its investments in other
banks (0.27%).

| wish to draw attention to the fact that on 1 December 2021, Credit Finance
Company Limited redeemed 9,250,000 redeemable preference shares of £1
each held by the Gibraltar Savings Bank, and in consideration for the redemption,
Credit Finance Company Limited issued the Bank with a non-convertible
debenture of £9,250,000, bearing interest at 5% per annum with a maturity date
of 1 April 2024. This redemption was structured by a fresh issue of 93
redeemable preference shares of £1 each at a premium of £9,249,907 to the
Gibraltar Savings Bank on 1 December 2021. On the same date, Credit Finance
Company Limited then redeemed these 93 redeemable preference shares of £1
each at a premium of £9,249,907. These transactions are included under Note 3
on the Notes to the Accounts and also in the acting Director’'s Report on the
Accounts together with the reason for issuing and redeeming the 93 redeemable
preference shares on the same day.

A similar transaction occurred on 1 April 2019, when Credit Finance Company
Limited redeemed 390,750,000 redeemable preference shares of £1 each held
by the Gibraltar Savings Bank, and in consideration for the redemption, Credit
Finance Company Limited issued the Bank with £390,750,000 of non-convertible
debentures with different rates of interest and maturity dates of 3 and 5 years.
This redemption was structured by a fresh issue of 3,908 redeemable preference
shares of £1 each at a premium of £390,746,092 to the Gibraltar Savings Bank
on 1 April 2019. The company subsequently redeemed 3,908 redeemable
preference shares at a premium of £390,746,092 on the same day. However,
the Director of the Gibraltar Savings Bank at the time did not inform me that the
redemption of the 390,750,000 redeemable preference shares had been
structured out of a fresh issue and subsequent redemption of 3,908 redeemable
preference shares. This matter only came to my attention after having a cursory
look at the financial statements of Credit Finance Company Limited for the year
ended 31 December 2019, that were filed at Companies House on 19 November
2021 — such date being after | had certified the Gibraltar Savings Bank financial
statements for the financial year 2019-20 on 27 October 2020.

Bank Reserves - The Gibraltar Savings Bank (Amendment) Act 2008, which
came into operation on 24 July 2008, provides, inter alia, for the surplus in
revenues in any year to be transferred to the Consolidated Fund provided that
the assets of the Gibraltar Savings Bank will thereafter be not less than the
liabilities to depositors, as represented by the deposits in the Gibraltar Savings
Bank. The consequence of the amendment is that it is no longer necessary for
the Gibraltar Savings Bank to maintain a reserve balance. No transfers were
made from the Bank’s Reserve Account to the Consolidated Fund during the
financial year 2021-22. The reserves as at 31 March 2022 stood at £56.13m
reflecting an increase of £5.11m compared to the position at the end of the
previous financial year of £51.02m.
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5.1 Subsequent Events - The following events occurred after the end of the
reporting period up to the audit certification of these financial statements on 31
October 2022:

e On 1 April 2022, Credit Finance Company Limited repaid on maturity the
£10.00m debenture, bearing interest at 3%, issued to the Gibraltar Savings
Bank on 1 April 2019;

e Also on 1 April 2022, Credit Finance Company Limited issued a 3-year non-
convertible debenture of £10.00m to the Gibraltar Savings Bank, bearing
interest at 4.5% per annum;

e On 20 June 2022, Gibraltar Properties Limited issued a 3-year non-
convertible debenture of £20.00m to the Gibraltar Savings Bank, bearing
interest at the UK base rate of 1.25%, as at 20 June 2022, plus 3.5% per
annum (in total, an interest rate of 4.75% per annum);

e On 15 August 2022, Gibraltar Properties Limited issued a 3-year non-
convertible debenture of £10.00m to the Gibraltar Savings Bank, bearing
interest at the UK base rate of 1.75%, as at 15 August 2022, plus 3.5% per
annum (in total, an interest rate of 5.25% per annum);

¢ On 31 October 2022, Gibraltar Properties Limited repaid the debenture of
£20.00m, bearing interest at 3%, issued to the Gibraltar Savings Bank on 1
December 2019, that was repayable on demand;

e Also on 31 October 2022, GSBA Limited increased the non-convertible
debenture of £10.00m issued to the Gibraltar Savings Bank on 1 December
2019 and maturing on 1 December 2024, by a further issue of £10.00m to
the Bank, with effect from 31 July 2022, bearing interest at 6% per annum,
under the same terms and conditions of the first issue; and

e Furthermore, on 31 October 2022, GSBA Limited increased the non-
convertible debenture of £10.00m issued to the Gibraltar Savings Bank on
1 March 2020 and maturing on 1 March 2025, by a further issue of £10.00m
to the Bank, with effect from 31 July 2022, bearing interest at 6% per annum,
under the same terms and conditions of the first issue.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

31 October 2022
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Gibraltar Savings Bank
Director’s Report on the Accounts for the Year Ended 31 March 2022

The directors who held office during the year and up to the date of the signing of these
accounts were Charles Santos, up to 30 September 2022 and Tessa Perera, as from 1 October
2022.

The Gibraltar Savings Bank is accounted for through a Government Special Fund — the
Savings Bank Fund.

Income during the year totalled £55.40 million and was comprised of £55.17 million from
investment income and £0.23 million from early redemption charges and miscellaneous
receipts.

Net income during the year ended 31 March 2022 was £5.88 million, compared with a net
income of £5.00 million during the previous year.

There was a net capital loss on the funds’ investments of £0.77 million for the year.
Management and other charges for the year ending 31 March 2022 totalled £0.49 million.
The net increase in reserves during the year was £5.11 million compared to an increase in
reserves of £5.38 million during the previous year. The reserves as at 31 March 2022 stood at
£56.13 million.

At the year-end, the deposits of the bank, excluding £3.96 million of accrued interest, stood

at £1,514.89 million. The previous year-end figure totalled £1,451.66 million. Deposits as at
31 March 2022 were made up as follows:

Deposits Previous

Year

Non-Government Deposits £'m f'm
Ordinary Deposits 108.62 107.40
On-Call Investment Accounts 11.94 5.87
Pensioners’ Monthly Income Debentures 8.50 9.68
Special Issue of Pensioners’ Monthly Income Debentures 01/01/25 24.40 29.93
Monthly Income Debentures 58.38 56.93
Special Issue of Monthly Income Debentures 1.92 2.08
3-Year Fixed Term Monthly Income Debentures 38.46 36.92
5-Year Fixed Term Monthly Income Debentures 283.16 276.78
5-Year Fixed Term Pensioners’ Monthly Income Debentures 18.79 105.93
10-Year Fixed Term Pensioners’ Monthly Income Debentures 639.86 506.11
10-Year Accumulator Bonds 4.68 5.43
10-Year Pensioner Accumulator Bonds 4.75 4.90
Children’s Bond 14.17 12.04
Gibraltar Provident Trust Fund Bonds 7.12 7.52
Guaranteed Superannuation Fund Bond 194.83 185.64

1,419.58 1,353.16
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Government Deposits
On-Call Investment Accounts 95.31 98.50

1,514.89 1,451.66

Non-Government Deposits stood at £1,419.58 million. This represents an increase of £66.42
million over the previous year and is as a result of the issue of Gibraltar Savings Bank
debentures; an increase of £9.19 million in the Guaranteed Superannuation Fund Bond and
an increase of £6.07 million in the On-Call Investment Accounts.

Government deposits in the Gibraltar Savings Bank decreased by £3.19 million. This is mainly
attributable to a decrease in the Note Security Fund.

The Special Issue of Pensioners’ Monthly Income Debentures 01/01/22 was extended to
01/01/25. The interest rate on the new Debenture was reduced from 2.50% to 2.25%.

The interest rates payable to depositors by the bank during the period April 2021 to March
2022 were as follows:-

Ordinary Deposits 0.50 per cent per annum
Monthly Income Debentures 0.75 or 2.00 per cent per annum
Pensioners’ Monthly Income Debentures 2.00 per cent per annum
Special Issue of Monthly Income Debentures 2.00 per cent per annum

3-Year Fixed Term Monthly Income Debentures | 1.50 or 2.00 per cent per annum

5-Year Fixed Term Monthly Income Debentures | 2.50 or 3.00 per cent per annum

5-Year Fixed Term Pensioners’ Monthly Income

Debentures 4.00 per cent per annum

10-Year Fixed Term Pensioners’ Monthly Income

Debentures 5.00 per cent per annum

Special Issue of Pensioners’ Monthly Income 2.50 per cent per annum

Debentures 01/01/22 extended to 01/01/25 2.25 per cent per annum w.e.f. 01/01/22
Children’s Bond 5.00 per cent per annum

Rates for the 10-Year Accumulator Bonds and the 10-Year Pensioner Accumulator Bonds are
dependent on when the Bond was issued. The interest on these Bonds is 2% for the first year
from the issue date and the interest rate increases by 1% per annum in each subsequent
year to reach a maximum interest rate of 11% per annum payable in the tenth year that the
investment is held. The interest rates payable during the period April 2021 and March 2022
were as follows:-

10-Year Accumulator Bonds 10.00 or 11.00 per cent per annum

10-Year Pensioner Accumulator Bonds 10.00 or 11.00 per cent per annum
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Review of business

On 1 December 2021, Credit Finance Company Limited redeemed 9,250,000 Preference
Shares of £1 each held by the Gibraltar Savings Bank and, in consideration for the
redemption, the Gibraltar Savings Bank was issued a non-convertible debenture of £9.25m
with a maturity date of 1 April 2024.

In order to process this transaction and comply with the Companies Act, Credit Finance
Company Ltd had to issue and redeem 93 preference shares to the Gibraltar Savings Bank on
the 1 December 2021.

The director warrants mentioning that a similar transaction occurred on 1 April 2019, where
Credit Finance Company Limited redeemed the 390,750,000 Preference Shares of £1 each
held by the Gibraltar Savings Bank and, in consideration for the redemption, the Gibraltar
Savings Bank was issued with non-convertible debentures amounting to £390.75m with
different rates of interest and maturity dates.

In order to process this transaction and comply with the Companies Act, Credit Finance
Company Ltd had to issue and redeem 3,908 preference shares to the Gibraltar Savings Bank
on the 1 April 2019.

The following dividends were received by Gibraltar Savings Bank during the financial year:

e £5,309,177 from Credit Finance Company Limited which includes £4,999,999.83,
being the interim dividend declared by Credit Finance Company Limited to the
Gibraltar Development Corporation on 30 March 2022, as one of the two ordinary
shareholders of Credit Finance Company Limited and which, in accordance with
Article 113 of the Company’s Articles of Association, the Gibraltar Development
Corporation directed that its respective dividend be paid to the Gibraltar Savings
Bank on 30 March 2022. The amount of £5,309,177 also includes an element of
return from the Preference Shares of £9.25M held by the Gibraltar Savings Bank in
Credit Finance Company Limited until redeemed on 1 December 2021 (i.e.
£309,177).

e £1,500,000 from GSBA Limited

e £1,000,000 from Gibtelecom Limited

During the financial year the following debentures were issued to the Gibraltar Savings Bank:
e Credit Finance Company Limited Monthly Income Debenture - £9,250,000 issued on 1
December 2021, maturing on 1 April 2024

e Credit Finance Company Limited Monthly Income Debenture - £5,000,000 issued on 1
February 2022, maturing on 1 February 2025
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Director, Gibraltar Savings Bank (ag)
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Gibraltar Savings Bank - Results During Last Six Years

32.11
37.20
44.78
45.64
51.02
56.13
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Net Income/Expenditure
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SAVINGS BANK FUND
ACCOUNTS FOR THE YEAR ENDED 31 MARCH 2022

INCOME AND EXPENDITURE ACCOUNT

Note
INCOME
Investment Income 2
Other Receipts
Early Redemption Charges
Miscellaneous Receipts

EXPENDITURE

Interest Paid:

Debentures

On-Call Investment Accounts
Ordinary Deposits

Bonds

Banking Platform Costs and Annual Licence Fees
Miscellaneous Expenses
Management and Other Charges

Net Income transferred to Reserve Account

DEPOSITS AND WITHDRAWALS ACCOUNT

INCREASE IN DEPOSITS
Debentures

On-Call Investment Accounts
Ordinary Deposits
Bonds

DECREASE IN DEPOSITS

Net Increase in Deposits

INVESTMENT ADJUSTMENT ACCOUNT

INCREASE IN INVESTMENTS
Net Capital Gain on Investments

DECREASE IN INVESTMENTS
Net Capital Loss on Investments

Net Decrease in Investments transferred to Reserve Account

RESERVE ACCOUNT

INCREASE IN RESERVES
Net Income transferred from Income and Expenditure Account

Net Increase in Investments transferred from Investment Adjustment Account

DECREASE IN RESERVES
Transfer of Surplus to Consolidated Fund

Net Decrease in Investments transferred from Investment Adjustment Account

Net Increase in Reserves
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2022

55,165,246
180,381
55,097
55,400,724

42,102,442
116,361
550,082

5,931,929

48,700,814

298,964
28,099
492,430

(49,520,307)

5,880,417

49,110,400
2,876,314
1,219,248

10,029,558

63,235,520

63,235,520

(767,672)
(767,672)

5,880,417

(767,672)
5,112,745

2021
£

48,235,881
3,750,000
76,307
5,556
52,067,744

39,947,645
134,687
501,186

5,798,642

46,382,160

265,566
84,288
331,146

(47,063,160)

5,004,584

79,955,200
26,635,752
11,255,084
7,379,604
125,225,640

125,225,640

370,634

370,634

5,004,584
370,634

5,375,218
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2022

WESTPAC BANKING CORP FRN 18/01/23 £1,000,000.00 100.074 £1,000,740.00 £1,002,137.50
0.140 £1,397.50

LEEDS BUILDING SOCIETY FRN 15/04/23 £1,000,000.00 100.413 £1,004,130.00 £1,006,143.60
0.201 £2,013.60

SKIPTON BUILDING SOCIETY FRN 02/05/23 £1,300,000.00 100.079 £1,301,027.00 £1,302,734.95
0.131 £1,707.95

NORDEA EIENDOMSKREDITT FRN 18/06/23 £300,000.00 100.170 £300,510.00 £300,619.69
0.037 £109.69

BANK OF CHINA/LONDON FRN 10/08/23 £1,000,000.00 99.219 £992,190.00 £993,586.38
0.140 £1,396.38

BANQUE FED CRED MUTUEL FRN 26/01/25 £1,000,000.00 99.614 £996,140.00 £997,742.00
0.160 £1,602.00

UK MUNI BONDS AGENCY FRN 12/03/25 £300,000.00 101.060 £303,180.00 £303,368.09
0.063 £188.09

AAREAL BANK AG FRN 29/04/25 £1,300,000.00 101.655 £1,321,515.00 £1,324,524.20
0.231 £3,009.20

BANK OF NOVA SCOTIA FRN 22/06/26 £1,200,000.00 102.197 £1,226,364.00 £1,226,848.12
0.040 £484.12

UNITED OVERSEAS BANK FRN 21/09/26 £1,000,000.00 102.411 £1,024,110.00 £1,024,553.01
0.044 £443.01

BMW INTL INVESTMENT BV 1.25% 11/07/22 £500,000.00 99.996 £499,980.00 £504,483.42
0.901 £4,503.42

SWEDBANK AB 1.625% 28/12/22 £1,000,000.00 100.033 £1,000,330.00 £1,004,470.41
0.414 £4,140.41

WELLS FARGO & COMPANY 1.375% 30/06/22 £1,400,000.00 99.967 £1,399,538.00 £1,413,988.68
1.032 £14,450.68

NATIONWIDE 1% 24/01/23 £1,000,000.00 99.199 £991,990.00 £993,798.22
0.181 £1,808.22

CLOSE BROTHERS GROUP PLC 2.75% 26/04/23 £1,250,000.00 100.432 £1,255,400.00 £1,270,132.14
1.179 £14,732.14

LLOYDS BK CORP MKTS PLC 1.5% 23/06/23 £1,000,000.00 99.254 £992,540.00 £996,578.46
0.404 £4,038.46

HSBC HOLDINGS PLC 2.175% 27/06/23 £1,000,000.00 100.036 £1,000,360.00 £1,016,866.16
1.651 £16,506.16

COVENTRY BLDG SOCIETY 1.875% 24/10/23 £1,000,000.00 99.334 £993,340.00 £1,001,478.74
0.814 £8,138.74

L-BANK BW FORDERBANK 1.375% 15/12/23 £1,000,000.00 99.450 £994,500.00 £998,493.15
0.399 £3,993.15

KOMMUNEKREDIT 0.375% 15/11/24 £1,100,000.00 96.320 £1,059,520.00 £1,061,056.99
0.140 £1,536.99

BANQUE FED CRED MUTUEL 1.875 13/12/22 £1,000,000.00 100.126 £1,001,260.00 £1,006,807.95
0.555 £5,547.95

BANK OF CHINA/LONDON FRN 10/08/23 £3,000,000.00 100.000 £3,000,000.00 £3,004,189.14
0.140 £4,189.14

PFANDBRIEFE TRAD HYPOTHEKEN FRN 29/09/23 £7,000,000.00 101.176 £7,082,316.85 £7,082,965.34
0.009 £648.49

Carried forward

£30,650,000.00|

£30,837,566.34|

£30,837,566.34]
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DESCRIPTION OF STOCK

NOMINAL
VALUE

TOTAL
VALUE ON
31/03/2022

ROYAL BANK OF CANADA FRN 30/01/25

AAREAL BANK AG FRN 29/04/25

UNITED OVERSEAS BANK FRN 21/09/26

INVESTEC PLC 4.5% 05/05/22

SCANIA CV AB 1.875% 28/06/22

DEXIA CREDIT LOCAL 0.5% 22/07/23

VW 1.125 18/09/23

NATIONAL GRID PLC 3.625% 06/11/23

BANCO SANTANDER SA 1.375% 31/07/24

GENERAL MOTORS FINL CO 06/09/24

DEUTSCHE BANK AG 2.625% 16/12/24

BANK OF AMERICA CORP 2.3% 25/07/25

CREDIT SUISSE GROUP AG 2.125% 12/09/25

HAMMERSON PLC 3.5% 27/10/25

OEKB OEST. KONTROLLBANK 0.5% 15/12/25

GOLDMAN SACHS GROUP INC 1% 16/12/25

NESTLE HOLDINGS INC 0.625% 18/12/25

JP MORGAN CHASE & CO 0.991% 28/04/26

VOLKSWAGEN FIN SERV 1.125% 05/07/26

AT&T INC 2.9% 04/12/26

BARCLAYS PLC 2.375% 06/10/23

WELLS FARGO & COMPANY 1.375% 30/06/22

Brought forward

Carried forward

£30,650,000.00

£2,000,000.00

£6,000,000.00

£3,000,000.00

£1,652,000.00

£7,000,000.00

£3,000,000.00

£7,000,000.00

£5,000,000.00

£5,000,000.00

£7,000,000.00

£7,000,000.00

£5,000,000.00

£7,000,000.00

£7,000,000.00

£1,800,000.00

£7,000,000.00

£2,000,000.00

£7,000,000.00

£3,000,000.00

£4,500,000.00

£7,000,000.00

£4,500,000.00

£140,102,000.00

£30,837,566.34

£2,012,530.51

£6,144,315.69

£3,095,522.17

£1,722,065.76

£7,120,455.02

£2,981,194.59

£7,067,106.86

£5,263,032.21

£5,029,650.14

£7,292,552.99

£7,318,447.59

£5,255,529.97

£7,250,388.17

£7,466,065.67

£1,800,412.54

£7,017,183.66

£1,998,680.33

£7,078,244.68

£3,010,399.05

£4,818,372.03

£7,183,862.54]

£4,561,505.49

PRICE / VALUE /
ACCRUED ACCRUED
INTEREST % INTEREST

£30,837,566.34

100.481 £2,009,614.39
0.146 £2,916.12
102.174 £6,130,427.06
0.231 £13,888.63
103.140 £3,094,193.13
0.044 £1,329.04]
100.173 £1,654,854.25
4.068 £67,211.51
100.303 £7,021,208.44
1.418 £99,246.58
99.028 £2,970,838.43
0.345 £10,356.16
100.361 £7,025,250.70
0.598 £41,856.16
103.821 £5,191,028.79
1.440 £72,003.42
99.678 £4,983,879.59
0.915 £45,770.55
102.909 £7,203,662.58
1.270 £88,890.41
103.794 £7,265,588.00
0.755 £52,859.59
103.542 £5,177,077.92
1.569 £78,452.05
102.413 £7,168,881.32
1.164 £81,506.85
105.172 £7,362,024.57
1.486 £104,041.10
99.878 £1,797,798.84
0.145 £2,613.70
99.958 £6,997,046.67
0.288 £20,136.99
99.758 £1,995,152.93
0.176 £3,527.40
100.203 £7,014,196.21
0.915 £64,048.47
99.518 £2,985,525.76
0.829 £24,873.29
106.145 £4,776,540.52
0.930 £41,831.51
101.481 £7,103,698.16
1.145 £80,164.38
100.335 £4,515,056.86
1.032 £46,448.63
£143,325,084.00

£143,325,084.00
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2022

Brought forward £140,102,000.00| £143,325,084.00| £143,325,084.00|

LLOYDS BK CORP MKTS PLC 1.5% 23/06/23 £1,000,000.00 99.256 £992,564.33 £996,602.79
0.404 £4,038.46

HSBC HOLDINGS PLC 2.175% 27/06/23 £7,000,000.00 100.759 £7,053,114.00 £7,168,657.15
1.651 £115,543.15

L-BANK BW FORDERBANK 1.375% 15/12/23 £7,000,000.00 101.538 £7,107,655.22 £7,135,607.27
0.399 £27,952.05

LLOYDS BANKING GROUP PLC 2.25% 16/10/24 £1,500,000.00 103.256 £1,548,840.72 £1,564,190.04
1.023 £15,349.32

BP CAPITAL MARKETS PLC 2.03% 14/02/25 £2,400,000.00 103.650 £2,487,588.85 £2,493,645.20
0.252 £6,056.35

SIEMENS FINANCIERINGSMAT 1% 20/02/25 £3,000,000.00 100.985 £3,029,543.48 £3,032,748.96
0.107 £3,205.48

BNP PARIBAS 3.375 23/01/26 £5,000,000.00 108.211 £5,410,550.95 £5,441,526.98
0.620 £30,976.03

SKIPTON BUILDING SOCIETY 2% 02/10/26 £5,000,000.00 102.437 £5,121,836.27 £5,171,286.82
0.989 £49,450.55

KOMMUNEKREDIT 0.375% 15/11/24 £4,000,000.00 99.940 £3,997,585.09 £4,003,174.13
0.140 £5,589.04

KOMMUNALBANKEN AS 1.5% 15/12/23 £5,000,000.00 102.192 £5,109,579.80 £5,131,360.62
0.436 £21,780.82

ASIAN DEVELOPMENT BANK 1% 15/12/22 £4,500,000.00 100.442 £4,519,883.86 £4,532,952.35
0.290 £13,068.49

BANK OF NEW YORK GBP A/C £460,726.85 100.000 £460,726.85 £512,481.37
£51,754.52

GOVERNMENT OF GIBRALTAR MONTHLY INCOME DEBENTURES £147,700,000.00 100.000 £147,700,000.00| £148,452,663.01]
£752,663.01

GOVERNMENT OF GIBRALTAR DEBENTURE £100,000,000.00 100.000 £100,000,000.00 £102,991,780.82]
£2,991,780.82

GOVERNMENT OF GIBRALTAR FIXED TERM 5 YEAR £75,000,000.00| 100.000 £75,000,000.00| £75,233,835.62
MONTHLY INCOME DEBENTURE 10 OCTOBER 2024 £233,835.62

GOVERNMENT OF GIBRALTAR FIXED TERM 5 YEAR £50,000,000.00 100.000 £50,000,000.00 £50,155,890.36
MONTHLY INCOME DEBENTURE 29 JUNE 2025 £155,890.36

CREDIT FINANCE COMPANY LTD FIXED TERM 10 YEAR £9,250,000.00 100.000 £9,250,000.00 £9,289,280.72
MONTHLY INCOME DEBENTURE 1 JANUARY 2029 £39,280.72

CREDIT FINANCE COMPANY LTD FIXED TERM 10 YEAR £3,750,000.00 100.000 £3,750,000.00 £3,769,109.64
MONTHLY INCOME DEBENTURE 1 JANUARY 2031 £19,109.64

CREDIT FINANCE COMPANY LTD FIXED TERM 3 YEAR £10,000,000.00| 100.000 £10,000,000.00| £10,025,479.52
MONTHLY INCOME DEBENTURE 1 APRIL 2022 £25,479.52

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £65,000,000.00 100.000 £65,000,000.00| £65,220,821.99
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £220,821.99

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £40,750,000.00| 100.000 £40,750,000.00| £40,923,047.89
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £173,047.89

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £275,000,000.00 100.000 £275,000,000.00 £276,401,369.88|

MONTHLY INCOME DEBENTURE 1 APRIL 2024

Carried forward

£962,412,726.85

£1,401,369.88

£972,972,597.13

£972,972,597.13
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2022

Brought forward £962,412,726.85 £972,972,597.13| £972,972,597.13|

CREDIT FINANCE COMPANY LTD FIXED TERM 3 YEAR £5,000,000.00 100.000 £5,000,000.00 £5,019,109.64
MONTHLY INCOME DEBENTURE 1 FEBRUARY 2025 £19,109.64,

CREDIT FINANCE COMPANY LTD FIXED TERM £9,250,000.00 100.000 £9,250,000.00 £9,297,137.05
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £47,137.05

GIBRALTAR NATIONAL MINT LTD FIXED TERM 3 YEAR £500,000.00 100.000 £500,000.00 £501,698.49
MONTHLY INCOME DEBENTURE 1 MAY 2023 £1,698.49

GSBA LTD FIXED TERM 5 YEAR MONTHLY INCOME DEBENTURE 1 DECEMBER 2024 £10,000,000.00| 100.000 £10,000,000.00| £10,050,959.04
£50,959.04

GSBA LTD FIXED TERM 5 YEAR MONTHLY INCOME DEBENTURE 1 MARCH 2025 £10,000,000.00 100.000 £10,000,000.00 £10,050,959.04
£50,959.04,

GIBRALTAR PROPERTIES LTD MONTHLY INCOME DEBENTURE £20,000,000.00| 100.000 £20,000,000.00| £20,050,959.04
£50,959.04

GIBRALTAR PROPERTIES LTD MONTHLY INCOME DEBENTURE £10,000,000.00 100.000 £10,000,000.00 £10,025,479.52
£25,479.52

GIBTELECOM LTD - ORDINARY SHARES (1) £15,000.00, 503985.271 £75,597,790.66| £75,597,790.66|

GSBA LTD - ORDINARY SHARES £11,000,000.00| 100.000 £11,000,000.00| £11,000,000.00|

VISA - SHAREHOLDING (2) £7.92 33463.997 £265,034.86 £265,034.86

CREDIT FINANCE COMPANY LTD - ORDINARY SHARES £1.00 100.000 £1.00 £1.00

BANK OF ENGLAND £41,181,739.47| 100.000 £41,181,739.47| £41,182,461.54
£722.07

BARCLAYS BANK PLC £7,541.26 100.000 £7,541.26 £7,541.26

NATIONAL WESTMINSTER OFFSHORE LTD £263,101,250.71] 100.000 £263,101,250.71] £263,125,655.60
£24,404.89

TRUSTED NOVUS BANK £432,975.49 100.000 £432,975.49 £433,039.44
£63.95

GIBRALTAR INTERNATIONAL BANK £105,528,957.42| 100.000 £105,528,957.42| £105,565,027.93|
£36,070.51

KLEINWORT HAMBROS BANK £20,560,937.08| 100.000 £20,560,937.08| £20,561,303.23
£366.15

MONEYCORP BANK £7,097,585.02 100.000 £7,097,585.02 £7,106,398.49

£1,476,088,722.22

Notes:

(1) The Savings Bank Fund has paid and holds the beneficial interest in 15,000 Ordinary Shares (7,500 Class A and 7,500 Class B) of
£1 each in Gibtelecom Ltd, with the legal interest in these shares being held by the Government of Gibraltar.

(2) The Visa shareholding is based on a re-valuation as at 31 March 2022 of its 230 Series C preference shares in Visa Inc.
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Notes to the Accounts For the Year Ended 31 March 2022

1.

Principal Accounting Policies

Basis of Accounting

These financial statements have been prepared on a ‘cash basis’, in line with the standards for the
preparation of the public accounts of Gibraltar, except for the accounting policies shown hereunder:

Interest earned on investments and interest payable is accounted for on an accrual basis.
Investments

The investments in bonds and other securities managed by the Crown Agents have been valued as fair
value or amortised cost, depending on the portfolio in which they are held.

Shares are valued at fair value or cost.
Debentures are valued at cost plus accrued interest.

Investment Income

Investment income includes return on debentures, dividends, interest on investments and bank interest
as follows:

2022 2021
£ £
Return on Debentures 43,442,798 42,545,426
Dividends 17,811,327 21,476,167
Interest on Investments 2,752,970 3,253,226
Bank Interest 1,158,151 961,062
Total 55,165,246 48,235,881

() Dividends includes return on shares of £2,150 for the year ending 2022.
(2 Dividends includes return on shares of £13,668 for the year ending 2021.

Related Party Transactions

The Director considers that the transactions during the year and the balances as at 31 March 2022 with
related parties were as follows:

2022 Transactions Balances
Debenture Interest Dividends Other Receipts Debentures

£ £ £ £
HM Government of Gibraltar 18,915,595 - - 372,700,000
Credit Finance Company Limited 22,407,194 (2 5309,177 - (3) 418,000,000
Gibraltar Properties Limited 900,005 - - 30,000,000
GSBA Limited 1,200,007 1,500,000 - 20,000,000
Gibraltar National Mint Limited 19,997 - - 500,000
Gibtelecom Limited - 1,000,000 - -
Total (1)43,442,798 7,809,177 - 841,200,000
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(1)

2)

3)

Debenture interest includes accrued interest up to 31 March 2022.

Preference Shares of £9.25m held by the Gibraltar Savings Bank in Credit Finance Company Limited were redeemed on 1
December 2021 and a non-convertible debenture to the same value was created and issued by the Company on the
same date as consideration for the redemption. The amount of £5,309,177 includes this element of return from the
Preference Shares (i.e. £309,177).

In order to process this transaction and comply with the Companies Act, Credit Finance Company Ltd had to issue and
redeem 93 preference shares to the Gibraltar Savings Bank on the 1 December 2021.

The amount of £5,309,177 also includes £4,999,999.83 which was the interim dividend declared by Credit Finance
Company Limited to the Gibraltar Development Corporation on 30 March 2022, being one of the two ordinary
shareholders of Credit Finance Company Limited. However, in accordance with Article 113 of the Company’s Articles of
Association, the Gibraltar Development Corporation directed that its respective dividend be paid to the Gibraltar Savings
Bank on 30 March 2022.

During the financial year the following debentures were issued to the Gibraltar Savings Bank:-

e Credit Finance Company Limited Monthly Income Debenture - £9,250,000 issued on 1 December 2021,
maturing on 1 April 2024

e (Credit Finance Company Limited Monthly Income Debenture - £5,000,000 issued on 1 February 2022,
maturing on 1 February 2025

2021 Transactions Balances
Debenture Interest Dividends Other Receipts Debentures

£ £ £ £

HM Government of Gibraltar 18,415,458 - - 372,700,000

Credit Finance Company Limited 22,011,612 462,499 3,750,000 403,750,000

Gibraltar Properties Limited 900,000 - - 30,000,000

GSBA Limited 1,200,000 - - 20,000,000

Gibraltar National Mint Limited 18,356 - - 500,000

Gibtelecom Limited - 1,000,000 - -

Total (4)42,545,426 1,462,499 3,750,000 826,950,000

4) Debenture interest includes accrued interest up to 31 March 2021.

124



APPENDIX E

FICE

125



APPENDIX E (Cont'd)

THE CERTIFICATE OF THE PRINCIPAL AUDITOR TO THE MINISTER
WITH RESPONSIBILITY FOR PUBLIC FINANCE

| certify that | have audited the financial statements of the Gibraltar Savings
Bank for the financial year ended 31 March 2023 in accordance with the
provisions of Section 12 of the Gibraltar Savings Bank Act. These statements
comprise the Income and Expenditure Account, the Deposits and Withdrawals
Account, the Investment Adjustment Account, the Reserve Account, the
Balance Sheet, the Statement of Investments and the related notes. These
financial statements have been prepared using the cash receipts and
disbursements basis of accounting, as modified by the accounting policies set
out within them.

Respective responsibilities of the Director of the Gibraltar Savings Bank
and the Principal Auditor

The Director of the Gibraltar Savings Bank is responsible for the preparation of
the financial statements and for being satisfied that they are properly presented.
The policy is to prepare the financial statements on the cash receipts and
disbursements basis, as modified by the accounting policies set out within
them. On the cash basis, revenue is recognised when received rather than
when earned, and expenses are recognised when paid rather than when
incurred.

My responsibility is to audit, certify and report on the financial statements in
accordance with the provisions of Section 12 of the Gibraltar Savings Bank Act.
| have conducted my audit of the financial statements in accordance with
generally accepted government auditing standards.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or
error. This includes an assessment of: whether the accounting policies are
appropriate to the Gibraltar Savings Bank’s circumstances and have been
consistently applied and adequately disclosed; and the overall presentation of
the financial statements. In addition, | read all the financial and non-financial
information in the Report of the Director of the Gibraltar Savings Bank to identify
material inconsistencies with the audited financial statements. If | become
aware of any apparent material misstatements or inconsistencies, | consider
the implications for my certificate.

| am required to obtain evidence sufficient to give reasonable assurance that
the income and expenditure recorded in the financial statements have been
applied to the purposes intended by the Gibraltar Savings Bank Act and the
financial transactions recorded in the financial statements conform to the
authorities that govern them.
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Audit Certificate

Opinion on regularity

In my opinion, in all material respects, the income and expenditure recorded in
the financial statements have been applied to the purposes intended by the
Gibraltar Savings Bank Act and the financial transactions recorded in the
financial statements conform to the authorities that govern them.

Opinion on financial statements

In my opinion, the financial statements properly present the revenue collected
and expenses paid, the deposits and withdrawals, the investment adjustment
and the reserve for the financial year ended 31 March 2023 and the assets and
liabilities as at the end of that period.

Opinion on other matters

In my opinion, the information given in the Report of the Director of the Gibraltar
Savings Bank is consistent with the financial statements.

Matters for which | report by exception

| have nothing to report in respect of the following matters, which | report to you
if, in my opinion:

¢ | have not received all of the information and explanations, which to the
best of my knowledge and belief were necessary for the purpose of the
audit; or

e proper books of account have not been kept by the Gibraltar Savings Bank,
so far as appears from the examination of those books; or

o the Gibraltar Savings Bank has not discharged its financial duties and
obligations in accordance with the provisions of the Gibraltar Savings Bank
Act; or

¢ the financial statements are not in agreement with the accounting records.

Report
The observations on the financial statements are detailed in my Report.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

31 October 2023
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GIBRALTAR SAVINGS BANK
ACCOUNTS FOR THE FINANCIAL YEAR ENDED 31 MARCH 2023

REPORT

1.1 Income and Expenditure - The investment income of the Gibraltar Savings
Bank for the year ended 31 March 2023 amounted to £63.67m, a year-on-year
increase of £8.50m compared to £55.17m received in the previous financial year.
The income derived from investments is composed of £48.32m from the return
on debentures; £9.68m from bank interest; £4.16m from the investments
managed by the Crown Agents and £1.51m in dividend payments.

1.2 In recent years the Gibraltar Savings Bank has received dividends that were
declared by Credit Finance Company Limited to the Gibraltar Development
Corporation, but the Corporation waived the right to these dividends and directed
that the dividends should be paid to the Gibraltar Savings Bank. In contrast, on
15 February 2023, Credit Finance Company Limited declared and paid an interim
dividend of £500k to the Gibraltar Savings Bank (the shareholder of one ordinary
A share of £1) as a consequence of re-classifying the company’s share capital
into A and B ordinary shares on 1 February 2023. The acting Director, Gibraltar
Savings Bank confirmed that Credit Finance Company Limited did not declare
the payment of a dividend to the Gibraltar Development Corporation (the
shareholder of 29,999,999 ordinary B shares of £1 each) during the year.

1.3 Interest paid during the financial year 2022-23 totalled £51.45m compared to
£48.70m during the previous financial year. Other expenditure during 2022-23
included: £0.53m in management and other charges, reflecting an increase of
£0.04m from the previous year’'s expenditure of £0.49m; and £0.31m in respect
of banking platform costs and annual licence fees.

1.4 The net operating income of the Gibraltar Savings Bank during the financial year
ended 31 March 2023 was £12.01m, compared to a net income of £5.88m in the

last financial year.

2.1 Bank Deposits - There was a net increase of £47.52m in the deposits of the
Gibraltar Savings Bank during the financial year 2022-23 compared to a net
increase in deposits of £63.24m in the previous financial year.

2.2 The level of non-Government deposits held by the bank at the end of the year
increased by £32.08m to £1,451.66m compared to the balance held at the end
of the previous year of £1,419.58m. The increase in non-Government deposits
during the year was largely as a result of a net increase in the issue of Gibraltar
Savings Bank Debentures (£24.43m); a net increase in Gibraltar Savings Bank
Bonds (£6.43m); a net increase in non-Government On-call Investment Accounts
(£1.18m); and a net increase in Ordinary Deposits (£0.04m).

2.3 There was a total sum of £13.12m held in non-Government On-call Investment
Accounts as at 31 March 2023. These deposits largely relate to: £5.11m from
the holding of unclaimed debentures pertaining to deceased debenture holders;
£5.08m in respect of unclaimed funds that remained unredeemed on the maturity
of Gibraltar Savings Bank Debentures; £2.70m being the remaining balance from
the COVID-19 Response Fund transferred to the Government Trust Fund —
Donations on 31 March 2023; and £0.21m in respect of unclaimed funds that
remained unredeemed on the maturity of Gibraltar Savings Bank Bonds.

2.4 Government deposits on 31 March 2023 stood at £110.74m, a net increase of
£15.43m compared to the balance held at the end of the previous financial year
amounting to £95.31m. The net increase in Government deposits in the Gibraltar
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Savings Bank during the year was largely attributable to a rise in the level of
Government liquid reserves (£11.35m); and the increase in the balances of the
Statutory Benefits Fund (£3.10m), General Sinking Fund (£2.15m) and the Note
Security Fund (£1.05m); and a decrease of £2.70m in respect of the COVID-19
Response Fund transferred to the Government Trust Fund — Donations, as
previously mentioned in paragraph 2.3. On-call Investment Accounts under
Government Deposits include £12.00m of cash safekeeping deposits in respect
of the Note Security Fund, relatlng to currency notes in circulation, that does not
generate interest.

3.1 Bank Investments - There was a net capital loss on the Gibraltar Savings Bank
investments amounting to £0.96m during 2022-23, compared to a net capital loss
of £0.77m in the previous financial year.

3.2 The graphic chart and the table below show the comparable position of the
Gibraltar Savings Bank investments at the year-end over the last five financial
years. As can be seen, there has been a progressive increase in the investments
held by the Gibraltar Savings Bank in Government-owned Companies and
Corporations during the last five years. Additionally, investments by the Gibraltar
Savings Bank with the Government of Gibraltar have increased from the position
five years ago. Conversely, investments with the Crown Agents have decreased
over the same period, although there was further investment in this sector in the
previous year.

£ million
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201 8/1 9 201 9/20 2020/21 2021/22 2022/23
Financial Year
Gibraltar Savings Bank Investments 2018-19 2019-20 2020-21 2021-22 2022-23
Crown Agents * 242.70m 157.48m 154.96m 190.78m 190.43m
Government of Gibraltar (Public Debt) 251.44m 326.68m 376.78m 376.83m 377.20m
Government-owned Companies & Corporations 495.89m 547.89m 552.17m 557.22m 617.45m
'mgl Other Banks ** 400.29m 290.31m 369.32m 396.80m 394.14m
[=] Bank of England 40.89m |  41.14m |  41.15m | 41.18m | 42.18m
| Total Investments 1,431.21m | 1,363.50m | 1,494.38m | 1,562.81m | 1,621.40m

* Includes investments held in Visa Shares.

** Includes investments held with the Gibraltar Intemational Bank, which is a partly-owned Government bank.

4.1 Bank Reserves - The Gibraltar Savings Bank (Amendment) Act 2008, which
came into operation on 24 July 2008, provides, inter alia, for the surplus in
revenues in any year to be transferred to the Consolidated Fund provided that
the assets of the Gibraltar Savings Bank will thereafter be not less than the
liabilities to depositors, as represented by the deposits in the Gibraltar Savings
Bank. The consequence of the amendment is that it is no longer necessary for
the Gibraltar Savings Bank to maintain a reserve balance. No transfers were
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made from the Bank’s Reserve Account to the Consolidated Fund during the
financial year 2022-23. The reserves as at 31 March 2023 stood at £67.18m
reflecting an increase of £11.05m compared to the position at the end of the
previous financial year of £56.13m.

5.1 Subsequent Events - The following events occurred after the end of the
reporting period up to the audit certification of these financial statements on 31
October 2023:

¢ On 1 May 2023, Gibraltar National Mint Limited repaid on maturity the
£0.50m debenture, bearing interest at 4%, issued to the Gibraltar Savings
Bank on 1 May 2020;

e On 31 August 2023, Gibraltar Properties Limited issued a 3-year non-
convertible debenture of £10.00m to the Gibraltar Savings Bank, bearing
interest at 3.25% per annum; and

e On 8 September 2023, GSBA Limited issued a 4-year non-convertible
debenture of £20.00m to the Gibraltar Savings Bank, bearing interest at
6.25% per annum.

A R Sacramento
Principal Auditor
Gibraltar Audit Office

31 October 2023
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Gibraltar Savings Bank
Director’s Report on the Accounts for the Year Ended 31 March 2023

The directors who held office during the year and up to the date of the signing of these
accounts were Charles Santos, up to 30 September 2022 and Tessa Perera, as from 1 October
2022.

The Gibraltar Savings Bank is accounted for through a Government Special Fund - the
Savings Bank Fund.

Income during the year totalled £64.34 million and was comprised of £63.67 million from
investment income and £0.67 million from early redemption charges and miscellaneous
receipts.

Net income during the year ended 31 March 2023 was £12.01 million, compared with a net
income of £5.88 million during the previous year.

There was a net capital loss on the funds’ investments of £0.96 million for the year.
Management and other charges for the year ending 31 March 2023 totalled £0.53 million.
The net increase in reserves during the year was £11.05 million compared to an increase in
reserves of £5.11 million during the previous year. The reserves as at 31 March 2023 stood at
£67.18 million.

At the year-end, the deposits of the bank, excluding £3.95 million of accrued interest, stood

at £1,562.40 million. The previous year-end figure totalled £1,514.89 million. Deposits as at
31 March 2023 were made up as follows:

Deposits Previous
Year

Non-Government Deposits f'm £'m
Ordinary Deposits 108.66 108.62
On-Call investment Accounts 13.12 11.94
Pensioners’ Monthly Income Debentures 7.36 8.50
Special Issue of Pensioners’ Monthly Income Debentures 01/01/25 22.73 24.40
Monthly Income Debentures 39.55 58.38
Special Issue of Monthly Income Debentures 1.77 1.92
1-Year Fixed Term Monthly Income Debentures (Variable) 17.63 0.00
3-Year Fixed Term Monthly Income Debentures 28.23 38.46
5-Year Fixed Term Monthly Income Debentures (Variable) 20.97 0.00
5-Year Fixed Term Monthly Income Debentures 246.75 283.16
5-Year Fixed Term Pensioners’ Monthly Income Debentures 0.00 18.79
10-Year Fixed Term Pensioners’ Monthly Income Debentures 712.91 639.86
10-Year Accumulator Bonds 0.00 4.68
10-Year Pensioner Accumulator Bonds 0.00 4.75
Children’s Bond 17.82 14.17
Gibraltar Provident Trust Fund Bonds 6.83 7.12
Guaranteed Superannuation Fund Bond 207.33 194.83

1,451.66 1,419.58
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Government Deposits
On-Call Investment Accounts 110.74 95.31

1,562.40 1,514.89

Non-Government Deposits stood at £1,451.66 million. The increase of £32.08 million over
the previous year is mainly as a result of the issue of Gibraltar Savings Bank debentures and
an increase of £12.50 million in the Guaranteed Superannuation Fund Bond.

Government deposits in the Gibraltar Savings Bank increased by £15.43 million. This is mainly
attributable to an increase in the Note Security Fund, the General Sinking Fund, the Statutory
Benefits Fund and the level of Government Liquid Reserves held by the bank.

The interest rates payable to depositors by the bank during the period April 2022 to March
2023 were as follows:-

Ordinary Deposits 0.50 per cent per annum

0.75 per cent per annum w.e.f. 01/12/22
Monthly Income Debentures 0.75 or 2.00 per cent per annum
Pensioners’ Monthly Income Debentures 2.00 per cent per annum
Special Issue of Monthly Income Debentures 2.00 per cent per annum

1-Year Fixed Term Monthly Income Debentures
(Variable) 3.75 per cent

3-Year Fixed Term Monthly Income Debentures | 1.50 or 2.00 per cent per annum

5-Year Fixed Term Monthly Income Debentures
(variable) 4.25 per cent

'5-Year Fixed Term Monthly Income Debentures | 2.50 or 3.00 per cent per annum

10-Year Fixed Term Pensioners’ Monthly Income

Debentures 5.00 per cent per annum
Special Issue of Pensioners’ Monthly Income

Debentures 01/01/25 2.25 per cent per annum
Children’s Bond 5.00 per cent per annum

On 1 November 2022, the Gibraltar Savings Bank issued two new Fixed Term Variable
Interest Monthly Income Debentures; effectively providing the Gibraltar Savings Bank with
the facility to offer clients the opportunity to fix deposits for 1 and/or 5 years at the interest
rate applicable on the day of investment.

The interest rate for the Ordinary Deposit Accounts was increased from 0.5% to 0.75% with
effect from 1 December 2022.

The 10-Year Accumulator Bonds and the 10-Year Pensioner Accumulator Bonds paid interest

on an annual increasing rate from 2% to 11% per annum, with the last one maturing on 1
January 2023.
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Review of business

The following are the main dividends received by Gibraltar Savings Bank during the financial

year:

£1,000,000 from Gibtelecom Limited
£500,000 from Credit Finance Company Limited

During the financial year the following debentures were issued to the Gibraltar Savings Bank:

Credit Finance Company Limited 3 Year Monthly Income Debenture - £10,000,000
issued on 1 April 2022, maturing 1 April 2025

Gibraltar Properties Limited 3 Year Monthly Income Debenture - £20,000,000 issued
on 20 June 2022, maturing on 20 June 2025

Gibraltar Properties Limited 3 Year Monthly Income Debenture - £10,000,000 issued
on 15 August 2022, maturing on 15 August 2025

Gibraltar Properties Limited 3 Year Monthly Income Debenture - £10,000,000 issued
on 1 November 2022, maturing on 1 November 2025

Gibraltar Properties Limited 3 Year Monthly Income Debenture - £20,000,000 issued
on 15 December 2022, maturing on 15 December 2025

Two of the existing debentures increased during the financial year as follows:

GSBA Limited Monthly Income Debenture - increased from £10,000,000 to
£20,000,000 on the 31 July 2022
GSBA Limited Monthly Income Debenture - increased from £10,000,000 to
£20,000,000 on the 31 July 2022

The following debenture was repaid during the financial year:

Credit Finance Company Limited 3 Year Monthly Income Debenture - £10,000,000
repaid on 1 April 2022

Gibraltar Properties Limited Monthly Income Debenture - £20,000,000 repaid on 31
October 2022
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T Perera

Director, Gibraltar Savings Bank (ag)

31 October 2023
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ACCOUNTS FOR THE YEAR ENDED 31 MARCH 2023

INCOME AND EXPENDITURE ACCOUNT

Note
INCOME
Investment Income 2
Early Redemption Charges
Miscellaneous Receipts

EXPENDITURE

Interest Paid:

Debentures

On-Call Investment Accounts
Ordinary Deposits

Bonds

Banking Platform Costs and Annual Licence Fees
Miscellaneous Expenses
Management and Other Charges

Net Income transferred to Reserve Account

DEPOSITS AND WITHDRAWALS ACCOUNT

INCREASE IN DEPOSITS
Debentures

On-Call Investment Accounts
Ordinary Deposits

Bonds

DECREASE IN DEPOSITS
Net Increase in Deposits

INVESTMENT ADJUSTMENT ACCOUNT

INCREASE IN INVESTMENTS

DECREASE IN INVESTMENTS
Net Capital Loss on Investments
Net Decrease in Investments transferred to Reserve Account

RESERVE ACCOUNT

INCREASE IN RESERVES
Net Income transferred from Income and Expenditure Account

DECREASE IN RESERVES
Transfer of Surplus to Consolidated Fund

Net Decrease in Investments transferred from Investment Adjustment Account

Net Increase in Reserves
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2023
f

63,670,028
408,478
263,866

64,342,372

44,365,168
715,520
596,056

5,768,866

51,445,610

314,691
38,432
530,666

(52,329,399)
12,012,973

24,434,600
16,609,764
45,711
6,424,957
47,515,032

47,515,032

(961,063)
(961,063)

12,012,973

(961,063)

11,051,910

2022

55,165,246
180,381
55,097
55,400,724

42,102,442
116,361
550,082

5,931,929

48,700,814

298,964
28,099
492,430

(49,520,307)
5,880,417

49,110,400
2,876,314
1,216,248

10,025,558

63,235,520

__ 63235520

(767,672)

(767,672)

5,880,417

(767,672)
5,112,745



SAVINGS BANK FUND

BALANCE SHEET AS AT 31 MARCH 2023

ASSETS
Investments on 1 April 2022

Net Purchase of Investments during the year

Net Decrease in Investments as per Investment Adjustment Account

Investments on 31 March 2023
Cash in Hand

FINANCED BY

Debentures

Deposits on 1 April 2022

Accrued Interest on 1 April 2022

Net Increase in Deposits

Increase in Accrued Interest during the year
Deposits on 31 March 2023

On-Call Investment Accounts

Deposits on 1 April 2022

Net Increase in Deposits during the year
Deposits on 31 March 2023

Ordinary Deposits

Deposits on 1 April 2022

Net Increase in Deposits during the year
Deposits on 31 March 2023

Bonds

Deposits on 1 April 2022

Accrued Interest on 1 April 2022

Net Increase in Deposits during the year

Decrease in Accrued Interest during the year
Deposits on 31 March 2023

Total Deposits on 31 March 2023

Reserve Account
Reserve Account on 1 April 2022
Net Increase in Reserves during the year
Reserve Account on 31 March 2023
Fund Account Balance on 31 March 2023
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2023
£

1,562,813,153
59,549,258

1,622,362,411
(961,063)

1,621,401,348
12,137,380

1,633,538,728

1,073,467,700
3,629,603
24,434,600
246,136

1,101,778,039

107,255,299

16,609,764

123,865,063

108,616,050
45,711
108,661,761

225,550,783
332,151
6,424,957
(256,804)

232,051,087

1,566,355,950

56,130,868

11,051,910

67,182,778

1,633,538,728

=,

T Perera

2022
£

1,494,375,170
69,205,655

1,563,580,825
(767,672)

1,562,813,153
12,169,301

1,574,982,454

1,024,357,300
3,485,897
49,110,400
143,706

1,077,097,303

104,378,985
2,876,314

107,255,299

107,396,802
1,219,248

108,616,050

215,521,225
313,517
10,029,558
18,634

225,882,934

1,518,851,586

51,018,123

5,112,745

56,130,868

1,574,982,454

Director, Gibraltar Savings Bank (ag)

31 October 2023
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2023

BANK OF CHINA/LONDON FRN 10/08/23 £1,000,000.00 99.849 £998,490.00 £1,004,534.08
0.604 £6,044.08

BANQUE FED CRED MUTUEL FRN 26/01/25 £1,000,000.00 99.391 £993,910.00 £1,001,509.69
0.760 £7,599.69

UK MUNI BONDS AGENCY FRN 12/03/25 £300,000.00 100.367 £301,101.00 £301,802.93
0.234 £701.93

AAREAL BANK AG FRN 29/04/25 £1,300,000.00 100.811 £1,310,543.00 £1,320,928.45
0.799 £10,385.45

BANK OF NOVA SCOTIA FRN 22/06/26 £1,000,000.00 101.218 £1,012,180.00 £1,013,402.07
0.122 £1,222.07

UNITED OVERSEAS BANK FRN 21/09/26 £1,000,000.00 101.127 £1,011,270.00 £1,012,627.16
0.136 £1,357.16

SIEMENS FINANCIERINGSMAT 0.875% 05/06/23 £1,000,000.00 99.294 £992,940.00 £1,000,107.81
0.717 £7,167.81

LLOYDS BK CORP MKTS PLC 1.5% 23/06/23 £800,000.00 99.134 £793,072.00 £796,302.77
0.404 £3,230.77

COVENTRY BLDG SOCIETY 1.875% 24/10/23 £1,000,000.00 98.040 £980,400.00 £988,538.74
0.814 £8,138.74

VOLKSWAGEN FIN SERVICES NV 1.625% 10/02/24 £1,000,000.00 96.989 £969,890.00 £972,071.51
0.218 £2,181.51

BASF SE 1.75% 11/03/25 £1,000,000.00 94.205 £942,050.00 £943,006.28
0.096 £956.28

BG ENERGY CAPITAL PLC 5.125% 01/12/25 £900,000.00 100.986 £908,874.00 £924,038.38
1.685 £15,164.38

TOYOTA MOTOR FINANCE BV 4.625% 08/06/26 £900,000.00 99.788 £898,092.00 £910,978.64
1.432 £12,886.64

DNBNO 2.625 10/06/26 £1,000,000.00 94.833 £948,330.00 £969,473.84
2.114 £21,143.84

BP CAPITAL MARKETS PLC 2.274% 03/07/26 £900,000.00 93.548 £841,932.00 £846,850.62
: 0.547 £4,918.62

TD 2.875 05/04/27 £1,000,000.00 91.492 £914,920.00 £943,276.16
2.836 £28,356.16

NATWEST MARKETS PLC 6.375% 08/11/27 £900,000.00 104.143 £937,287.00 £959,765.42
2.498 £22,478.42

KOMMUNEKREDIT 0.375% 15/11/24 £1,100,000.00 93535 £1,028,885.00 £1,030,421.99
0.140 £1,536.99

IFFIM 2.75% 07/06/25 £800,000.00 96.797 £774,376.00 £789,323.95
1.868 £14,947.95

BANK OF CHINA/LONDON FRN 10/08/23 £3,000,000.00 100.000 £3,000,000.00 £3,018,132.23
0.604 £18,132.23

ROYAL BANK OF CANADA FRN 30/01/25 £2,000,000.00 100311 £2,006,227.08 £2,020,462.24
0.712 £14,235.16

AAREAL BANK AG FRN 29/04/25 £6,000,000.00 101.469 £6,088,110.73 £6,136,043.60
0.799 £47,932.87

UNITED OVERSEAS BANK FRN 21/09/26 £3,000,000.00 102.439 £3,073,165.30 £3,077,236.78
0.136 £4,071.48

Carried forward £31,900,000.00 £31,980,835.34 £31,980,835.34
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2023
Brought forward £31,900,000.00 £31,980,835.34 £31,980,835.34
DEXIA CREDIT LOCAL 0.5% 22/07/23 £3,000,000.00 99.770 £2,993,106.16 £3,003,462.32
0.345 £10,356.16
VW 1.125 18/09/23 £7,000,000.00 100.115 £7,008,055.73 £7,049,911.89
0.598 £41,856.16
NATIONAL GRID PLC 3.625% 06/11/23 £5,000,000.00 101.437 £5,071,839.89 £5,143,843.31
1.440 £72,003.42
BANCO SANTANDER SA 1.375% 31/07/24 £5,000,000.00 99.816 £4,990,777.54 £5,036,548.09
0.915 £45,770.55
GENERAL MOTORS FINL CO 06/09/24 £7,000,000.00 101.716 £7,120,138.04 £7,209,028.45
1.270 £88,890.41
DEUTSCHE BANK AG 2.625% 16/12/24 £7,000,000.00 102.397 £7,167,768.00 £7,220,627.59
0.755 £52,859.59
COMMERZBANK AG 1.75% 22/01/25 £5,000,000.00 95.402 £4,770,094.38 £4,786,395.75
0.326 £16,301.37
BANK OF AMERICA CORP 2.3% 25/07/25 £5,000,000.00 102.475 £5,123,750.00 £5,202,202.05
1.569 £78,452.05
CREDIT SUISSE GROUP AG 2.125% 12/09/25 £7,000,000.00 101.714 £7,119,998.15 £7,201,505.00
1.164 £81,506.85
HAMMERSON PLC 3.5% 27/10/25 £7,000,000.00 103.726 £7,260,846.19 £7,364,887.29
1.486 £104,041.10
OEKB OEST. KONTROLLBANK 0.5% 15/12/25 £1,800,000.00 99.911 £1,798,391.77 £1,801,005.47
0.145 £2,613.70
GOLDMAN SACHS GROUP INC 1% 16/12/25 £7,000,000.00 99.969 £6,997,841.63 £7,017,978.62
0.288 £20,136.99
NESTLE HOLDINGS INC 0.625% 18/12/25 £2,000,000.00 99.823 £1,996,455.72 £1,999,983.12
0.176 £3,527.40
JP MORGAN CHASE & CO 0.991% 28/04/26 £7,000,000.00 100.153 £7,010,716.28 £7,074,764.75
0.91S £64,048.47
VOLKSWAGEN FIN SERV 1.125% 05/07/26 £3,000,000.00 99.631 £2,988,918.89 £3,013,792.18
0.829 £24,873.29
NATL GRID ELECT TRANS 1.375% 16/09/26 £2,000,000.00 90.295 £1,805,904.58 £1,820,671.70
0.738 £14,767.12
AT&T INC 2.9% 04/12/26 £4,500,000.00 104.833 £4,717,478.33 £4,759,309.84
0.930 £41,831.51
SCTWID 5.5 16/06/23 £7,000,000.00 100.295 £7,020,684.31 £7,324,465.13
4.340 £303,780.82
LLOYDS BK CORP MKTS PLC 1.5% 23/06/23 £1,000,000.00 99.861 £998,608.92 £1,002,647.38
0.404 £4,038.46
L-BANK BW FORDERBANK 1.375% 15/12/23 £7,000,000.00 100.638 £7,044,683.82 £7,072,635.87
0.399 £27,952.05
LLOYDS BANKING GROUP PLC 2.25% 16/10/24 £6,500,000.00 97.907 £6,363,944.71 £6,430,458.41
1.023 £66,513.70
BP CAPITAL MARKETS PLC 2.03% 14/02/25 £2,400,000.00 102.382 £2,457,170.27 £2,463,226.62
0.252 £6,056.35

Carried forward

£141,100,000.00

£142,980,186.17

£142,980,186.17
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DESCRIPTION OF STOCK NOMINAL PRICE / VALUE / TOTAL
VALUE ACCRUED ACCRUED VALUE ON
INTEREST % INTEREST 31/03/2023

Brought forward £141,100,000.00 £142,980,186.17 £142,980,186.17

SIEMENS FINANCIERINGSMAT 1% 20/02/25 £3,000,000.00 100.645 £3,019,341.62 £3,022,547.10
0.107 £3,205.48

WELLS FARGO & COMPANY 2% 28/07/25 £4,000,000.00 97.151 £3,886,041.85 £3,939,959.66
1.348 £53,917.81

BNP PARIBAS 3.375 23/01/26 £7,000,000.00 102.963 £7,207,414.34 £7,250,780.78
0.620 £43,366.44

DNBNO 2.625 10/06/26 £5,000,000.00 95.811 £4,790,540.11 £4,896,259.29
2.114 £105,719.18

BP CAPITAL MARKETS PLC 2.274% 03/07/26 £2,000,000.00 93.035 £1,860,692.50 £1,871,622.78
0.547 £10,930.28

BAT CAPITAL CORP 4 04/09/26 £6,500,000.00 97.288 £6,323,701.96 £6,471,866.34
2.279 £148,164.38

SKIPTON BUILDING SOCIETY 2% 02/10/26 £5,000,000.00 101.896 £5,094,819.12 £5,144,269.67
0.989 £49,450.55

HSBC 2.256 13/11/26 £3,500,000.00 93.881 £3,285,843.59 £3,315,696.96
0.853 £29,853.37

HSBC 1.75 24/07/27 £1,500,000.00 88.529 £1,327,929.45 £1,345,908.90
1.199 £17,979.45

NATIONWIDE BLDG SOCIETY 6.178% 07/12/27 £200,000.00 100.000 £200,000.00 £203,859.13
1.930 £3,859.13

KOMMUNEKREDIT 0.375% 15/11/24 £4,000,000.00 99.963 £3,998,503.26 £4,0b4,092.30
0.140 £5,589.04

KOMMUNALBANKEN AS 1.5% 15/12/23 £5,000,000.00 100.910 £5,045,482.64 £5,067,263.46
0.436 £21,780.82

BANK OF NEW YORK GBP A/C £714,550.93 100.000 £714,550.93 £766,305.45
£51,754.52

GOVERNMENT OF GIBRALTAR MONTHLY INCOME DEBENTURES £147,700,000.00 100.000 £147,700,000.00 £148,452,662.95
£752,662.95

GOVERNMENT OF GIBRALTAR DEBENTURE £100,000,000.00 100.000 £100,000,000.00 £102,991,781.52
£2,991,781.52

GOVERNMENT OF GIBRALTAR FIXED TERM 5 YEAR £75,000,000.00 100.000 £75,000,000.00 £75,453,698.60
MONTHLY INCOME DEBENTURE 10 OCTOBER 2024 £453,698.60

GOVERNMENT OF GIBRALTAR FIXED TERM 5 YEAR £50,000,000.00 100.000 £50,000,000.00 £50,302,465.66
MONTHLY INCOME DEBENTURE 29 JUNE 2025 £302,465.66

CREDIT FINANCE COMPANY LTD FIXED TERM 10 YEAR £9,250,000.00 100.000 £9,250,000.00 £9,297,137.05
MONTHLY INCOME DEBENTURE 1JANUARY 2029 £47,137.05

CREDIT FINANCE COMPANY LTD FIXED TERM 10 YEAR £3,750,000.00 100.000 £3,750,000.00 £3,769,109.64
MONTHLY INCOME DEBENTURE 1 JANUARY 2031 £19,109.64

CREDIT FINANCE COMPANY LTD FIXED TERM 3 YEAR £10,000,000.00 100.000 £10,000,000.00 £10,038,219.28
MONTHLY INCOME DEBENTURE 1 APRIL 2025 £38,219.28

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £65,000,000.00 100.000 £65,000,000.00 £65,220,821.99
MONTHLY INCOME DEBENTURE 1 APRiL 2024 £220,821.99

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £40,750,000.00 100.000 £40,750,000.00 £40,923,047.89
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £173,047.89

CREDIT FINANCE COMPANY LTD FIXED TERM 5 YEAR £275,000,000.00 100.000 £275,000,000.00 £276,401,369.88
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £1,401,369.88

Carried forward £964,964,550.93 £973,130,932.45 £973,130,932.45
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Brought forward £964,964,550.93 £973,130,932.45 £973,130,932.45

CREDIT FINANCE COMPANY LTD FIXED TERM 3 YEAR £5,000,000.00 100.000 £5,000,000.00 £5,019,109.64
MONTHLY INCOME DEBENTURE 1 FEBRUARY 2025 £19,109.64

CREDIT FINANCE COMPANY LTD FIXED TERM £9,250,000.00 100.000 £9,250,000.00 £9,289,280.72
MONTHLY INCOME DEBENTURE 1 APRIL 2024 £39,280.72

GIBRALTAR NATIONAL MINT LTD FIXED TERM 3 YEAR £500,000.00 100.000 £500,000.00 £501,698.49
MONTHLY INCOME DEBENTURE 1 MAY 2023 £1,698.49

GSBA LTD FIXED TERM 5 YEAR MONTHLY INCOME DEBENTURE 1 DECEMBER 2024 £20,000,000.00 100.000 £20,000,000.00 £20,101,917.77
£101,917.77

GSBA LTD FIXED TERM 5 YEAR MONTHLY INCOME DEBENTURE 1 MARCH 2025 £20,000,000.00 100.000 £20,000,000.00 £20,101,917.77
£101,917.77

GIBRALTAR PROPERTIES LTD MONTHLY INCOME DEBENTURE £10,000,000.00 100.000 £10,000,000.00 £10,025,479.52
£25,479.52

GIBRALTAR PROPERTIES LTD FIXED TERM 3 YEAR £20,000,000.00 100.000 £20,000,000.00 £20,055,205.42
MONTHLY INCOME DEBENTURE 20 JUNE 2025 £55,205.42

GIBRALTAR PROPERTIES LTD FIXED TERM 3 YEAR £10,000,000.00 100.000 £10,000,000.00 £10,027,602.71
MONTHLY INCOME DEBENTURE 15 AUGUST 2025 £27,602.71

GIBRALTAR PROPERTIES LTD FIXED TERM 3 YEAR £10,000,000.00 100.000 £10,000,000.00 £10,027,602.71
MONTHLY INCOME DEBENTURE 1 NOVEMBER 2025 £27,602.71

GIBRALTAR PROPERTIES LTD FIXED TERM 3 YEAR £20,000,000.00 100.000 £20,000,000.00 £20,055,205.42
MONTHLY INCOME DEBENTURE 15 DECEMBER 2025 £55,205.42

GIBTELECOM LTD - ORDINARY SHARES (1) £15,000.00 503985.271 £75,597,790.66 £75,597,790.66

GSBA LTD - ORDINARY SHARES £11,000,000.00 100.000 £11,000,000.00 £11,000,000.00

VISA - SHAREHOLDING (2) £7.92 1928612.500 £152,746.11 £152,746.11

CREDIT FINANCE COMPANY LTD - ORDINARY SHARES £1.00 100.000 £1.00 £1.00

BANK OF ENGLAND £42,163,727.71 100.000 £42,163,727.71 £42,173,391.47
£9,663.76

BARCLAYS BANK PLC £15,055,036.12 100.000 £15,055,036.12 £15,068,914.11
£13,877.99

NATIONAL WESTMINSTER OFFSHORE LTD £326,455,363.99 100.000 £326,455,363.99 £330,343,252.12
£3,887,888.13

TRUSTED NOVUS BANK £439,996.21 100.000 £439,996.21 £441,412.89
£1,416.68

GIBRALTAR INTERNATIONAL BANK £20,089,124.87 100.000 £20,089,124.87 £20,089,124.87
£0.00

KLEINWORT HAMBROS BANK £20,908,286.79 100.000 £20,908,286.79 £20,942,554.43
£34,267.64

MONEYCORP BANK £7,232,414.27 100.000 £7,232,414.27 £7,256,207.45
£23,793.18

£1,533,073,509.81 £1,621,401,347.73 £1,621,401,347.73

Notes:

(1) The Savings Bank Fund has paid and holds the beneficial interest in 15,000 Ordinary Shares (7,500 Class A and 7,500 Class B) of
£1 each in Gibtelecom Ltd, with the legal interest in these shares being held by the Government of Gibraltar.

(2) The Visa shareholding is based on a re-valuation as at 31 March 2023 of its 230 Series C preference shares in Visa Inc.
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Notes to the Accounts For the Year Ended 31 March 2023

1.

Principal Accounting Policies

Basis of Accounting

These financial statements have been prepared on a ‘cash basis’, in line with the standards for the
preparation of the public accounts of Gibraltar, except for the accounting policies shown hereunder:

Interest earned on investments and interest payable is accounted for on an accrual basis.

Investments

The investments in bonds and other securities managed by the Crown Agents have been valued at fair
value or amortised cost, depending on the portfolio in which they are held.

Shares are valued at fair value or cost.
Debentures are valued at cost plus accrued interest.

Investment Income

Investment income includes return on debentures, dividends, interest on investments and bank interest
as follows:

2023 2022
£ £
Return on Debentures 48,319,193 43,442,798
Bank Interest 9,685,097 1,158,151
Interest on Investments 4,157,882 2,752,970
Dividends 11,507,856 27,811,327
Total 63,670,028 55,165,246

1) Dividends includes return on shares of £7,856 for the year ending 2023.
(2 Dividends includes return on shares of £2,150 for the year ending 2022.

Related Party Transactions

The Director considers that the transactions during the year and the balances as at 31 March 2023 with
related parties were as follows:

2023 Transactions Balances
Debenture interest Dividends Other Receipts Debentures

£ £ £ £
HM Government of Gibraltar 21,553,781 - - 372,700,000
Credit Finance Company Limited 23,055,002 500,000 - 12) 418,000,000
Gibraltar Properties Limited 1,688,220 - - {2) 70,000,000
GSBA Limited 2,002,192 = - 12} 40,000,000
Gibraltar National Mint Limited 19,998 - - 500,000
Gibtelecom Limited - 1,000,000 - -
Total 1)48,319,193 1,500,000 - 901,200,000
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Notes to the Accounts For the Year Ended 31 March 2023 - Continued

(1)

(2

Debenture interest includes accrued interest up to 31 March 2023.
During the financial year the following debentures were issued to the Gibraltar Savings Bank:-

e Credit Finance Company Limited 3 Year Monthly Income Debenture - £10,000,000 issued on 1 April 2022, maturing on

1 April 2025
e Gibraltar Properties Limited 3 Year Monthly Income Debenture - £20,000,000 issued on 20 June 2022,

maturing on 20 June 2025
o Gibraltar Properties Limited 3 Year Monthly Income Debenture - £10,000,000 issued on 15 August 2022,

maturing on 15 August 2025
e Gibraltar Properties Limited 3 Year Monthly Income Debenture - £10,000,000 issued on 1 November 2022,

maturing on 1 November 2025
e Gibraltar Properties Limited 3 Year Monthly Income Debenture - £20,000,000 issued on 15 December 2022,

maturing on 15 December 2025
Two of the existing debentures increased during the financial year as follows:-

o GSBA Limited Monthly Income Debenture - increased from £10,000,000 to £20,000,000 on 31 July 2022
o GSBA Limited Monthly Income Debenture - increased from £10,000,000 to £20,000,000 on 31 July 2022

The following debenture was repaid during the financial year as follows:-

e Credit Finance Company Limited 3 Year Monthly Income Debenture - £10,000,000 repaid on 1 April 2022
o Gibraltar Properties Limited Monthly Income Debenture - £20,000,000 repaid on 31 October 2022

2022 Transactions Balances
Debenture Interest Dividends Other Receipts Debentures

£ £ £ £
HM Government of Gibraltar 18,915,595 - - 372,700,000
Credit Finance Con’.lpany Limited 22,407,194 (4)5,309,177 - 418,000,000
Gibraltar Properties Limited 900,005 - - 30,000,000
GSBA Limited 1,200,007 1,500,000 - 20,000,000
Gibraltar National Mint Limited 19,997 = - 500,000
Gibtelecom Limited = 1,000,000 - -
Total & )_43,442,798 7,809,177 - 841,200,000

3)

(4)

Debenture interest includes accrued interest up to 31 March 2022.

Preference Shares of £9.25m held by the Gibraltar Savings Bank in Credit Finance Company Limited were redeemed on 1
December 2021 and a non-convertible debenture to the same value was created and issued by the Company on the
same date as consideration for the redemption. The amount of £5,309,177 includes this element of return from the
Preference Shares (i.e. £309,177).

In order to process this transaction and comply with the Companies Act, Credit Finance Company Ltd had to issue and
redeem 93 preference shares to the Gibraltar Savings Bank on the 1 December 2021.

The amount of £5,309,177 also includes £4,999,999.83 which was the interim dividend declared by Credit Finance
Company Limited to the Gibraltar Development Corporation on 30 March 2022, being one of the two ordinary
shareholders of Credit Finance Company Limited. However, in accordance with Article 113 of the Company’s Articles of
Association, the Gibraltar Development Corporation directed that its respective dividend be paid to the Gibraltar Savings
Bank on 30 March 2022.
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Income Tax

3.11 Income Tax and Corporation Tax Receipts - The combined yield from Income Tax and
Corporation Tax for the financial year 2017-18 was £277.53m, a year-on-year decrease of
£12.99m (4.5%). Figure 20 graphically illustrates the revenue trend over the past 10 financial
years.

Figure 20
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Figure 21 below provides a breakdown of receipts for the financial years 2015-16 to 2017-

3.1.2

18.
Figure 21
2015-16 2016-17 201718
PAYE £130,140,486 £136,693,929 £147,629,395
Self-Employed’ £14,243,780 £15,971,198 £18,508,646
Section 582 £2,329,874 £1,609,575 £488,825
Section 773 £1,388,981 £565,359 -
£148,103,121 £154,840,061 £166,626,866

Corporation Tax £109,182,336 £135,682,730 £110,902,390

Total

£257,285,457

£290,522,791

£277,529,256

Income Tax and Corporation Tax refunds amounting to £13.41m and £1.90m respectively
were paid from Consolidated Fund Charges Head 07 — Revenue Repayments, Subhead 1
— Repayment of Revenue during the financial year 2017-18, compared to £7.81m and
£2.03m respectively during the previous financial year.

Income Tax Arrears - The combined arrears of Income Tax, Corporation Tax and
Employers’ PAYE deductions on 31 March 2018 stood at £17.36m, a decrease of £4.48m
from the arrears position as at 31 March 2017 which stood at £21.84m. Figure 22 graphically

3.1.3

"Includes Category 2 and High Net Worth Individuals.
2 payment of tax by or in respect of construction sub-contractors.
3 Refers to Tax Amnesty. This is a payment of 5% of the sums of money remitted.
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3.1.4

3.1.5

illustrates the comparable tax arrears position

years.

Figure 22
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Figure 23 summarises the arrears position as at 31 March 2018 and compares this to the

previous two financial year-ends.

Figure 23
31 Mar 2016 31 Mar 2017 31 Mar 2018
Assessments on:
Individuals — PAYE £6,368,312 £5,668,355 £5,822,238
Self-Employed £7,494,681 £5,548,140 £3,424,096
Companies £7,785,361 £4,154,056 £2,630,191
£21,648,354 £15,370,551 £11,876,525*
Tax due from Employers’
PAYE deductions £7,066,944 £6,465,088 £5,483,331°
Total £28,715,298 £21,835,639 £17,359,856°

Of the £17,359,856 owing as at 31 March 2018, £2,169,887 (12.5%) was collectable through

repayment agreements.

There was no authorisation granted for writing-off bad debts during the financial years 2016-
17 and 2017-18, although the Commissioner did make two separate write-off requests to
the Financial Secretary of £1,184,561, in respect of arrears of tax due from Self Employed

4 The arrears as at 31 March 2018 shown in Figure 23 includes estimated assessments totalling £2,777,378 (Individuals - £1,050,754,
Self-employed - £1,021,876 and Companies - £704,748) as well as assessments due after 31 March 2018 amounting to £782,558
(Individuals - £558,581, Self-employed - £92,226 and Companies - £131,751).

5 Of the £5,483,331 Employers’ PAYE deductions arrears as at 31 March 2018, £1,003,770 (18.3%) was recoverable through repayment
agreements.

® The total arrears sum of £17,359,856 as at 31 March 2018 includes Surcharges and Penalties amounting to £1,081,583 and £665,301
respectively (£433,153 of the surcharges were based on estimated assessments).
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individuals, and £255,340 in respect of arrears of Individuals PAYE, on 13 August 2016 and
20 March 2018 respectively.

3.1.6  The aggregate arrears position as at 31 March 2019 stood at £16.71m, a £0.65m decrease
from the arrears position as at 31 March 2018. This was as a result of a decrease in
Employers’ PAYE deductions, Individuals’ PAYE and Self-employed Individuals arrears of
£0.61m, £0.54m and £0.50m respectively. The decrease was partially offset by an increase
in Corporation Tax arrears amounting to £1.0m. Figure 24 shows the overall arrears position
as at 31 March 2019.

Figure 24
Arrears as at 31
Mar 2019
Assessments on:
Individuals — PAYE £5,279,118
Self-Employed £2,924,466
Companies £3,633,556

£11,837,1407

Tax due from Employers’
PAYE deductions £4,874,867

Total £16,712,007

3.1.7 Arrears Repayment Agreements - It is a requirement for debtors whose arrears are
repayable through a repayment agreement to be up-to-date with their statutory obligations
in respect of current tax and social insurance contributions dues.

3.1.8 A review on a sample of 15 companies maintaining repayment agreements in respect of
either Employers’ PAYE deductions or Social Insurance contributions was undertaken on 30
August 2019. The following was observed:

e Only four companies were up-to-date with their repayment schedule although one of
these was not up-to-date with their current Employers’ PAYE deductions payments nor
current Social Insurance contributions; and

e The eleven remaining companies were at least one month overdue in paying their
agreement instalments. The longest defaulter was 28 instalments behind although this
particular company ceased trading in May 2015. The Central Arrears Unit (“CAU”) was
actively chasing these defaulters.

3.1.9 The Commissioner confirmed that the Income Tax Office (“ITO”) continues to send
information packs to corporate taxpayers shortly after registration. The pack contains, inter
alia, answers to the most frequently asked questions regarding statutory obligations as
corporate taxpayers and further information regarding obligations should they wish to
become an employer. In conjunction with the ITO webpage, the pack forms part of the
taxpayer educational process.

3.1.10 Tax due from Employers’ PAYE Deductions - Figure 25 shows the age structure of known
Employers’ PAYE deductions arrears in the last five financial years as at the end of each of
the tax years shown.

" The arrears shown in Figure 24 includes estimated assessments totalling £1,840,659 (Individuals - £543,092; Self-employed - £775,199
and Companies - £522,368).
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3.1.11

3.1.12

3.1.13

3.1.14

3.1.15

Figure 25

Tax Year 31 Mar 2015 31 Mar 2016 31 Mar 2017 31 Mar 2018 31 Mar 2019

Pre 2008-09 £1,630,056 £1,555,288 £1,336,919 £1,265,477 £1,003,496
2008-09 £1,596,123 £1,562,543 £1,499,757 £1,262,678 £1,234,084
2009-10 £759,128 £710,785 £673,549 £538,790 £512,243
2010-11 £786,571 £607,375 £534,843 £488,798 £433,429
2011-12 £767,733 £557,565 £418,458 £317,105 £278,489
2012-13 £654,908 £511,573 £362,070 £206,204 £182,916
2013-14 £547,403 £364,966 £237,304 £144,550 £125,331

2014-15 - £1,166,019 £394,403 £273,177 £181,033
2015-16 - £30,830 £1,007,763 £538,548 £368,149
2016-17 - - £22 £448,004 £259,842
2017-18 - - - - £295,451
2018-19 - - - - £404

Total £6,741,922 £7,066,944 £6,465,088 £5,483,331 £4,874,867

Figure 25 above shows a positive downward trend in the level of Employers’ PAYE
Deduction arrears. As at 31 March 2019, this stood at £4.87m, a decrease of £0.61m
(11.1%) on the prior year’s position. Despite the improvement, arrears relating to tax year
2008-09 remain exceptionally high as a significant proportion of this debt is subject to the
outcome of five pending compulsory liquidations by the Court.

The Commissioner of Income Tax informed me that he was satisfied that most employers
were paying by the due date or shortly thereafter and that noncompliant employers continue
to be actively pursued for payment. The Commissioner added that £0.8m (16.3%) of
Employer's PAYE Deductions arrears was already recoverable through repayment
agreements as at 31 March 2019.

A review of 20 employer records was carried out on 13 September 2019. The objective was
to determine the timeliness of Employers’ monthly PAYE deductions payments during the
tax year 2018-19 and the first month of the 2019-20 tax year. The following points were
noted:

e During the tax year 2018-19, a total of 240 payments were due of which 89 (37.1%)
were received on or by their due dates; 91 (37.9%) were paid within 30 days; 58 (24.2%)
were paid over 30 days late; and two (0.8%) payments were still outstanding; and

o For the first month of tax year 2019-20, nine of the 20 payments (45.0%) were received
by the due date; and five (25.0%) were paid within a month thereafter. The remaining
six (30.0%) payments were still outstanding.

The Commissioner continues to outsource compliance and enforcement to the CAU with the
Unit’s remit having been extended to the recovery of current debt. Notwithstanding this, the
PAYE recovery process is supported by the ITO who have deployed additional resources in
light of the magnitude and volume of debtors. Additionally, in the continued absence of an
in-house Crown Counsel, the CAU has been able to outsource legal expertise in order to
tackle recalcitrant debtors to greater effect.

As at 31 March 2019, 74 of the 2,412 employers (3.1%), who had submitted an Employer’s

Annual Statement Declaration and Certificate (P8) for the tax year 2017-18, had outstanding
amounts owing, as shown in Figure 26.
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3.1.16

3.1.17

3.1.18

3.1.19

Figure 26
Number of Outstanding % of Overall
Level of Debt Employers Debt Outstanding Debt

Under £1,000 47 £4,084 1.4%
Between £1,000 and £30,000 25 £139,745 47.3%
Between £30,001 and £70,000 1 £58,291 19.7%
Over £70,000 1 £93,331 31.6%
Total 74 £295,451

Figure 27 depicts the number of companies as at 31 March 2019 that had submitted P8
returns over the last ten tax years but still had PAYE amounts outstanding for those tax
years.

Figure 27
Tax Year Number of P8s with Outstanding
Outstanding Amounts Amount
2009-10 53 £512,243
2010-11 49 £433,429
2011-12 35 £278,489
2012-13 40 £182,916
2013-14 49 £125,331
2014-15 46 £181,033
2015-16 56 £368,149
2016-17 45 £259,842
2017-18 74 £295,451
2018-19 1 £404
Total 448 £2,637,287

Employers’ P8 and P8A Declarations - As at 31 March 2019, a total of 82 employers had
never complied with the legal requirement to submit a P8, a notable decrease of 24
compared to 106 on 31 March 2017. Since the amounts outstanding cannot be reliably
quantified, these are not reflected in the relevant PAYE arrears amount. Notwithstanding
this, the Commissioner informed me that a review of the remaining 82 non-compliant
employers would be undertaken in order to determine how many of these were actually due
and what action should be taken.

As at 31 March 2019, a total of six employers had still not submitted the P8A declaration
form for the period April 2007 to June 2007 (as a result of the reform and introduction of the
Social Insurance Contributions System effective from 1 April 2007), compared to 314
employers on 31 March 2017. The significant decrease was as a result of an extensive
review of these outstanding P8A declaration forms carried out by the ITO to identify those
that were still collectable.

Figure 28 shows the number of companies as at 31 March 2017 and 31 March 2019 that
had still not submitted their P8s in respect of the last seven tax years.
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Figure 28

Number of P8s not submitted as at:
Tax Year

31 March 2017 31 March 2019
2011-12 146 140
2012-13 145 138
2013-14 170 155
2014-15 202 170
2015-16 253 159
2016-17 - 136
2017-18 - 245

3.1.20 As part of their policy, the CAU have been chasing outstanding P8s in a more active manner
since assuming their role in compliance. In this regard, they have favoured regular direct
contact with employers over annual written reminders as had previously been the case.

3.1.21 Self-Employed - Figure 29 provides a breakdown of the last tax assessment undertaken by
the ITO in respect of all registered self-employed persons as at 31 March 2019.

Figure 29

Last Tax Year Tax Year 2015-16 Tax Year 2017-18

Assessed Number of Number of

Individuals Individuals

Not Assessed 39 55 8
Pre 2007-08 - 5
2007-08 12 13
2008-09 17 9
2009-10 25 o5
2010-11 28 16
2011-12 51 11
2012-13 77 36
2013-14 92 39
2014-15 173 54
2015-16 2,023 57
2016-17 15 124
2017-18 - 2175
2018-19 - 10
Total 2,552 2,629

3.1.22 Special Exercise — Individuals - The Investigation Section of the Income Tax continue to
work successfully on property rental income investigations. Additionally, the section liaised
with a number of gymnasiums with a view of ensuring that fitness instructors working in
these gyms are registered for tax purposes with the ITO. Those individuals that were not
registered were followed up until they did so. Going forward, gymnasiums will not employ
fitness instructors who have not registered with the ITO. This is also the case with the use
of the facilities in the Gibraltar Sports and Leisure Authority, as the ITO Investigation Section
has informed this Authority to request tax registration documentation from all fitness
instructors or sports trainers who use their facilities to give classes.

3.1.23 The Investigation Section has also been working closely with the Gibraltar Football
Association in an effort to ‘educate’ locally registered football clubs about their obligations

8 Of the 55 individuals shown as “Not Assessed”, 29 individuals registered as self-employed on or after 1 July 2017.
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3.1.24

3.1.25

3.1.26

3.1.27

3.1.28

3.1.29

towards taxation and social insurance with a view of encouraging compliance. The
Commissioner deemed this to be necessary in light of worrying trends among football clubs
encompassing default on both payment and filing obligations.

As a result of their work, the Gibraltar Football Association amended their licence
regulations. Local football clubs are now required to submit a tax certificate of compliance,
issued by the ITO, as part of their renewal licence application. The certificate serves to prove
that the clubs are up-to-date with income tax, social insurance and corporate payments at
the time of issue and a failure to provide this may result in their licence application being
turned down. The Commissioner informed me that as part of a wider compliance approach,
further measures were being considered extending to include all corresponding obligations
with the ITO.

In addition to the specific exercises previously undertaken, the ITO’s Investigation Section
also regularly liaises with other Government departments, statutory authorities and agencies
for the exchange of essential taxation data. These bodies include the Royal Gibraltar Police,
HM Customs and the Department of Employment. The section is also in contact with the
Human Resources Department, which informs the ITO of employees working for the
Government of Gibraltar who have requested permission to perform private work outside
their working hours. The Investigation Section will contact these individuals if they are not
already rightly registered for taxation purposes.

Self-Employed Outstanding Payments on Account (POA) - A review of outstanding POA
due by 30 June 2019 was undertaken on 4 July 2019 and revealed that a total of 254 self-
employed individuals (20.1% of those with billed POA) had failed to meet the payment
deadline date. The aggregate amount outstanding totalled £0.51m, representing 7.5% of the
total billed amount.

Figure 30 provides an analysis of the outstanding POA amount. The analysis highlights that
30 individuals (11.8% of individuals with outstanding POA) collectively owed £0.31m,
representing 60.7% of the total amount outstanding.

Figure 30
Level of Debt Number of Outstanding % of Debt
Self-Employed Debt
Individuals
£1,000 or less 151 £56,186 11.0%
Between £1,001 and £5,000 73 £143,601 28.3%
Over £5,000 30 £308,516 60.7%
Total 254 £508,303

An update of outstanding POA due by 30 June 2019, as at 30 September 2019, revealed
that the number of individuals with outstanding payments had decreased from 254 to 90.
The total outstanding payments due had decreased from £0.51m to £0.10m. Only 1.5% of
the total amount billed was outstanding as at 30 September 2019 compared to 7.5% as at 4
July 2019.

Figure 31° provides a graphical illustration of arrears due by self-employed individuals as at
30 September 2019. It highlights that £1.18m (41.2% of the aggregate debt of £2.87m?°)
was owed by only 29 (5.1%) debtors, all of whom had individual arrears in excess of £25,000.

9 The arrears shown in Figure 31 include estimated assessments totalling £691,129.

10 The £2.87m figure for Self-employed Income Tax arrears includes “due after” sums (Section 39 of the Income Tax Act 2010 refers)
of £245,534.
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3.1.30

3.1.31

3.1.32

3.1.33

3.1.34

Figure 31
Total number of Total Arrears in Respect of
Self-Employed Debtors Self-Employed Individuals
41.2%

94.9%
5.1%

58.8%
Analysis showing that 5.1% of Analysis showing that 41.2% of the total
self-employed debtors each have arrears due is owed by self-employed
arrears exceeding £25,000 taxpayers with arrears exceeding £25,000

Of the 574 self-employed individuals owing arrears as at 30 September 2019, 57 or 9.9%
owed £1 or less.

The Commissioner continues to address, through the CAU, the significant debt attributable
to a small proportion of high income earners, much of which is now being chased through
the courts, although he added that this was a slow process particularly where notice was
served abroad.

A total of 35 pre-action letters and four claim forms were sent to self-employed individuals
with arrears during the two-year period spanning 1 July 2017 to 30 June 2019 and resulted
in two Supreme Court Judgments having been obtained. The use of the courts is
exceptionally resorted to where all other administrative alternatives have been exhausted
and the value of the debt justifies the cost of recovery involved in the use of external legal
professionals. As is often the case, the CAU confirmed that the issue of a pre-action letter
often prompted the positive response desired and led to no further action being required.

Qualifying, High Net Worth and Category 2 Individuals - A review of accounts under
these categories undertaken on 23 August 2019 revealed that 36 active taxpayers’ accounts
had outstanding tax arrears of £0.22m. There were also 45 inactive accounts owing tax
arrears of £0.64m. Some of these active and inactive accounts had outstanding tax dating
back to tax years 2012-13 and 2000-01, respectively.

Figure 32 provides an aged debtors analysis for all active accounts in respect of Qualifying,
High Net Worth and Category 2 Individuals, as at 23 August 2019.

Figure 32
Tax Year Tax Percentage of
Outstanding Tax Outstanding

Pre 2014-15 £638 0.3%
2014-15 £47,258 21.4%
2015-16 £39,040 17.6%
2016-17 £13,691 6.2%
2017-18 £28,404 12.8%
2018-19 £92,194 41.7%

Total £221,225
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3.1.35 Return of Expenses, Perquisites and Benefits (P10s) - As at 25 September 2019, a total
of 142 and 118 P10 returns had been processed for tax years 2016-17 and 2017-18
respectively. The sharp drop from 1,470 P10 submissions, as reported in paragraph 3.1.34
of my report on the Public Accounts for the year ended 31 March 2016, was attributable to
the ITO having solely processed those P10s where the benefit declared brought about a
charge to tax. There were further unquantified numbers of P10 returns in respect of both
years which had been received by the ITO but not yet processed.

3.1.36 Companies - Figure 33 shows the last tax year assessed of all the registered trading

companies as at 31 July 2019.

Figure 33

Last Tax Year Assessed

Number of
Companies

Not Assessed

Pre 2010

2010-2011
2011™M
2012
2013
2014
2015
2016
2017
2018
2019

494
6

3

11
24
65
49
86
202
761
1,468
21

Total

3,190

o Of the 3,190 trading companies, 396 companies had never handed in accounts;

o Of the 494 companies shown as ‘Not Assessed’, 27 commenced trading on or after 1
November 2018 and 366 had never handed in accounts; and

e Of the 2,696 companies that had been assessed, 2,583 were based on accepted
accounts; 110 companies were estimated (in accordance with section 33 of the Income
Tax Act 2010; and three companies had been assessed subject to further examination.

3.1.37 Corporation Tax Payments on Account (POA) - A review of POA due by 30 September
2019 was conducted on 9 October 2019 and revealed that a total of 340 companies (25.4%)
had failed to meet the deadline date. The aggregate amount outstanding totalled £3.36m
and accounted for 8.5% of the total amount billed. Figure 34 highlights that £2.23m (66.4%)
of the total outstanding POA was owed by only six (1.8%) companies.

Figure 34
Level of Debt Number of Outstanding % of Debt
Companies Debt
£1,000 or less 203 £49,022 1.5%
Between £1,001 and £5,000 87 £191,826 5.7%
Between £5,001 and £150,000 44 £885,491 26.4%

Over £150,000

£2,232,236 66.4%

Total

340

£3,358,575

! As from 2011, assessments fall under the Income Tax Act 2010.
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3.1.38 The Commissioner confirmed that there had been delays in the manual processing of
payments and adjustments which had resulted in an increase in reported outstanding
POA as highlighted in Figure 34 above. The delay had been brought about by a
temporary shortage in resources which was experienced during this critical period. The
Commissioner informed me that he was committed to improving efficiency in this area by
automating the process and, to this end, the ITO have developed an online payment
facility which will require the user to set out details of their payment in an online data
capture portal and link this to a unique payment reference. The use of a dedicated
payment plan and a uniquely generated reference portal will facilitate the timely and
accurate processing of payments whilst minimising errors.

3.1.39 Companies — Arrears - Figure 35 shows all arrears due by companies as at 30 June 2019,
split by amounts due over and under £25,000.

Figure 35
Type of Debt Number of >£25,000 <£25,000 Total
Companies
with Arrears
Corporation Tax 3,119 £2,307,395 £2,290,858 £4,598,253
Employers’ PAYE
deductions 308 £3,864,849 £956,818 £4,821,667
Social Insurance
contributions 460 £2,989,478 £1,595,267 £4,584,745
Total 3,887 £14,004,665

3.1.40 An analysis of the above figures revealed the following:

e Corporation Tax - 23 companies, or 0.7% of companies, with Corporation Tax arrears
owed more than £25,000 each and collectively accounted for £2.31m or 50.2% of the
debt. Of these, five companies owed more than £100,000 each.

e Employers’ PAYE Deductions - 40 companies, or 13.0% of companies, with
Employers’ PAYE deductions arrears owed more than £25,000 each and collectively
accounted for £3.86m or 80.2% of the outstanding debt. Of these, nine companies owed
more than £100,000 each and collectively accounted for nearly half (£2.25m) of the
Employers’ PAYE Deductions arrears.

¢ Social Insurance Contributions - 38 companies, or 8.3% of companies, with Social
Insurance contributions arrears owed more than £25,000 each and collectively
accounted for £2.99m or 65.2% of the outstanding debt. Of these, six companies owed
more than £100,000 each.

3.1.41 Top 15 Companies with Arrears - An exercise was undertaken to determine the fifteen
companies with the highest aggregate levels of debt as at 30 June 2019. The results
revealed that these collectively owed a total of £5.22m, representing £2.25m in Employers’
PAYE deductions arrears, £1.50m in Social Insurance contributions arrears and £1.47m in
Corporation Tax arrears. A breakdown of the debt is highlighted in Figure 36.
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3.1.42

3.1.43

3.1.44

3.1.45

3.1.46

Figure 36
Employers’ PAYE Social Corporation Total
Deductions Insurance Tax Arrears Arrears
Arrears Arrears

Company 1 £364,113 £431,072 - £795,185
Company 2 £527,783 - - £527,783
Company 3 £220,725 £216,186 £23,264 £460,175
Company 4 £130,303 £316,959 - £447,262
Company 5 - - £420,247 £420,247
Company 6 £352,613 £11,437 - £364,050
Company 7 - - £360,334 £360,334
Company 8 - - £316,996 £316,996
Company 9 £64,169 £174,407 - £238,576
Company 10 £217,118 £10,588 - £227,706
Company 11 - - £225,066 £225,066
Company 12 £57,058 £142,139 £25,659 £224,856
Company 13 £97,726 £99,992 £13,710 £211,428
Company 14 £203,769 - - £203,769
Company 15 £13,154 £95,513 £92,652 £201,319
Total £2,248,531 £1,498,293 £1,477,928 £5,224,752

The exercise brought to light that:

¢ Five companies were being processed for legal action;

Three companies’ debts were pending the outcome of ongoing liquidations;

Three companies’ arrears had been subsequently paid;
e Two companies’ accounts were under review; and
e Two companies had repayment agreements in place.

A total of 9 claim forms were filed with the Supreme Court for failing to meet payment
obligations under the Income Tax Act 2010 during the period 13 September 2017 to 30
September 2019. Additionally, two 21-day statutory demand notices in respect of the non-
payment of Employers’ PAYE deductions, Social Insurance contributions and Corporate Tax
were issued during the same period.

Social Insurance Contributions — Receipts - Total Social Insurance contributions
collections during the financial year 2016-17 amounted to £76.20m, an increase of £2.74m
(3.7%) compared to £73.46m collected during the previous financial year. Total collections
during the financial year 2017-18 stood at £86.10m, a year-on-year increase of £9.90m
(13.0%).

Social Insurance Contributions — Arrears - Arrears of Social Insurance contributions as
at 31 March 2017 stood at £5.90m and constitutes a year-on-year decrease of £0.08m
compared to £5.98m as at 31 March 2016. As at 31 March 2019, Social Insurance
contributions arrears had increased by £0.19m to £6.09m of which £1.66m (27.3%) was
recoverable through repayment agreements.

In my last report, | highlighted that Social Insurance contributions arrears, as declared by
the then Acting Commissioner of Income Tax, had been understated in her annual arrears
of revenue return to the Accountant General by £1.61m as a result of having omitted
estimated arrears relating to the period 1998 to 2006-07. The arrears figure, as at 31 March
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3.1.47

3.1.48

3.1.49

3.1.50

3.1.51

2019, still stood at £1.61m and has now been included by the Commissioner in the total
arrears figure of £6.09m reported in paragraph 3.1.45.

Figure 37 shows the number of self-employed individuals who had still not submitted their
Annual Returns of Social Insurance contributions in the last 10 years, as at 5 September
2019. Despite the excessive number of self-employed individuals not having submitted their
annual returns, the ITO confirmed having sent reminder letters for the tax years 2016-17,
2017-18 and 2018-19.

Figure 37
Tax Year Number of Annual Returns
of Self-Employed Social
Insurance Contributions
Not Submitted

2009-10 198

2010-11 242

2011-12 265

2012-13 302

2013-14 259

2014-15 217

2015-16 202

2016-17 167

2017-18 237

2018-19 723

Non-Compliant Taxpayers - In my report on the Public Accounts for the financial year
2015-16 | stated that details of 17 defaulters had been published in the Gibraltar Gazette
dated 2 February 2017. | also provided that the then Commissioner was pleased with the
usefulness and success of section 68 of the Income Tax Act 2010 (Publication of details of
failure to pay Employers’ PAYE deductions) as a deterrent given the positive response
drawn from a further 31 taxpayers whose particulars were not published in the Gibraltar
Gazette. Despite this, there have not been any further publications and | am informed that
this was due to a lack of communication between the CAU and ITO as to who should initiate
the process.

At the time of my last report, the then acting Commissioner was seeking to extend the remit
of section 68 to include Social Insurance contributions arrears and the power to publish on
alternative media. There had been no such legislated amendment at the close of this report.

Income Tax Computerised Records - As has been customary since May 2014, an audit
review was carried out on 3 July 2019 to determine the data quality and accuracy of the
computerised ITO system master file data records, as it is vital that the information held in a
database system is both reliable and accurate. The ITO system holds master file records for
individuals and companies registered for tax in Gibraltar. The exercise was performed
utilising Computer Assisted Auditing Techniques (CAATS).

The examination was carried out to verify whether the ITO had indeed corrected the
discrepancies identified in the previous audit review. Tax records held in the ITO system
master file are categorised under Active, Duplicate, Deceased, Dormant and Destroyed
records. Testing was performed primarily on Active master file records, although some
testing was also performed on Dormant and Deceased records which were inactive in the
system.
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3.1.52 Latest Review Findings - When compared to the last audit review carried out in October
2017, tests on active PAYE, Self-Employed and ‘Not for Tax’ taxpayer records revealed that,
with regards to the data integrity in the ITO system, the situation has improved. An
improvement was seen in 12 of the 23 audit tests performed on these records; 7 tests
showed a decline in data quality and 4 tests showed the same result as in the previous
review. However, discrepancies were still found in these records as in the previous review
conducted in October 2017. The testing performed showed taxpayer records with anomalies
in the data fields listed below:

e Address field entries.

¢ |D card number field entries.
e Marital status field entries.

e Gender field entries.

¢ Date of birth field entries.

3.1.53 As in the last review, additional irregularities became apparent when conducting tests for
duplicate ID card numbers, invalid marital status entries and records with an address entered
as ‘unknown’, see Figure 38. Furthermore, in testing for invalid ID card number entries in
the corresponding field, a total of 40,053 blank entries in active PAYE, Self-Employed and
‘Not for Tax’ taxpayer records were found.

Figure 38
Test Conducted No. of Records Observation
Found

Test for duplicate ID card number 873 Records found with the same ID card
number entry.

Test for duplicate ID card number 899 Records found with *.” Or .0’ as the ID card
number entry.

Test for duplicate ID card number 33 Records found with ‘1’ or a series of ‘1’s as
the ID card number entry.

Test for duplicate ID card number 306 Records found with ‘NA’ or ‘0’ as the ID
card number entry.

Test for duplicate ID card number 1,708 Records found with an ‘X’ or a series of ‘X’s
as the ID card number entry.

Test for duplicate ID card number 20 Records found with a ‘Z’ or a series of ‘Z’s
as the ID card number entry.

Test for invalid marital status 3,637 Records found with marital status as ‘C’,
‘O, X, ‘0’ or blank.

Test for records with addresses as 7 Records found with ‘Amended to reduce

‘unknown’ liability’ in the corresponding address field.
Test for records with addresses as 57 Records found with a corresponding
‘unknown’ address field blank.

3.1.54 Active Corporate Master File Records - When compared to the review conducted in
October 2017, testing of the ITO system active Corporate master file records also showed
an improvement in data quality in 14 of the 15 tests conducted. Only one of the tests showed
a decrease in data quality.

3.1.55 Additionally, in one of the tests conducted the situation remained as reported in the previous
review. In this test (namely that of testing for records with entries as “opened in error”) no
instances were found, as was the case in October 2017.

3.1.56 Consequently, overall, the testing of active Corporate records in the Income Tax Master File

as at 3 July 2019, revealed an improvement in the data quality of the ITO system records
held.
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3.1.57 Dormant and Deceased Status Master File Records - As at 3 July 2019, dormant and
deceased status type records present in the Income Tax Master File saw an increase of
approximately 159% when compared to the review conducted in October 2017. Overall 4 of
the 5 tests performed showed an increase in anomalies identified in the population of records
tested. More significantly, the number of dormant status records saw an increase of
approximately 168%.

3.1.58 The reason for the increase in dormant records was explained by the then acting
Commissioner of Income Tax on 5 May 2018 in response to an audit query. This reply
confirmed that an exercise had been carried out by matching ITO records with those of
Companies House and in the process thousands of records which had hitherto been
classified as ‘active’ in the ITO system had now been classified as ‘dormant’.

3.1.59 Of the dormant and deceased status records tested on 3 July 2019, 9,779 records had tax
refund balances of approximately £3.51m compared to 8,973 records totalling £2.46m in
October 2017. Figure 39 stratifies the results of this test by tax balance. Of the records with
refund balances of £100 or less, there were 4,891 dormant and deceased status records
present in the system.

Figure 39
Tax Balance Due Number of Records
£100 or less 4,891
More than £100 to £1,000 4,425
More than £1000 to £5,000 431
Over £5,000 32
Total 9,779

3.1.60 Of the dormant and deceased records mentioned in paragraph 3.1.59 of this report, 9,561
master file records were last assessed for tax year 2013-14 or earlier. As in the previous
review, tax refunds were found dating back to the 1980-81 tax year. Total tax refunds in
respect of the 9,561 records amounted to approximately £3.23m.

3.1.61 Conversely, there were 1,600 dormant and deceased master file records as at 3 July 2019
that had tax balances due and owing to the Government, which totalled £2.28m. These are
stratified by balances in Figure 40 below:

Figure 40
Number of Outstanding
Tax Balance Due Records Tax Due % of Tax Due
£100 or less 670 £18,636 0.8%
More than £100 to £1,000 612 £243,092 10.7%
More than £1000 to £5,000 222 £507,464 22.3%
More than £5,000 to £10,000 46 £318,027 13.9%
Over £10,000 50 £1,190,610 52.3%
Total 1,600 £2,277,829

3.1.62 Of the dormant and deceased records with tax owing, 1,450 master file records were last
assessed for tax year 2013-14 or earlier. Tax balances due for these records totalled
approximately £1.85m. As in the previous review, the earliest assessment found dated back
to the 1983-84 tax year.
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3.1.63

3.1.64

3.1.65

3.1.66

3.1.67

Yet again, as previously noted in the review conducted in October 2017, it is unclear whether
the 1,600 dormant and deceased accounts that have tax balances due amounting to
£2.28m, which are still reflected in the system, have been included in past write-offs of
income tax, especially those amounts of a more historical nature.

A test was also performed solely on deceased status master file records. This was done in
order to determine whether they had an associated date of death recorded. The test
revealed that of 1,378 deceased status persons’ records, 343 records had no corresponding
date of death entered in the ITS in the relevant field.

Update on Data Quality Review — October 2017 - The results of the previous data quality
review conducted in October 2017 were published in paragraphs 3.1.68 to 3.1.76 of my
report on the Public Accounts of Gibraltar for the financial year ended 31 March 2016.

The then acting Commissioner, had written to me in November 2017, explaining that a
number of mechanisms had been put into place by the ITO which focused on improving data
quality in the ITO system as a result of the findings highlighted in the audit review.

During the last audit review conducted on 3 July 2019, | requested the Commissioner to
provide an update on certain points that had come to prominence in October 2017 that were
highlighted in paragraphs 3.1.74 to 3.1.76 of my previous report. The following are the issues
in respect of the measures put in place and highlighted by his predecessor in November
2017, together with the Commissioner’s response on 2 September 2019:

e PAYE Individuals Records - Has the facility in the system, that will run half yearly and
automatically inactivate and make dormant all records that have had no activity within
a specified period of time, been implemented?

The Commissioner replied that this measure related to a facility that was being
developed at the time when the PAYE section was dealing with multiple years of
assessments simultaneously. The large volume of data records processed
compounded the problem of inactivating records or placing them in dormant status.

The Commissioner explained that the department is implementing a Digital File
Management System forming the main repository of documents and records. This is
being introduced first in the PAYE section. In this transition process, documents are
scanned and linked to data records enabling a much more streamlined procedure to
identify dormant records requiring inactivation. Any corresponding enhancements
required to the tax system are subject to e-Government considerations and constraints.

o Self-Employed Records - Are these records being made dormant as soon as self-
employed individuals cease trading?

In his reply, the Commissioner confirmed that these records are inactivated and
recorded as dormant as soon as the taxpayer ceases to trade.

e Corporation Tax Records - Is the ITO still receiving monthly information from Companies
House in order to match both sets of records to establish those companies that are no
longer active in Companies House with a view of inactivating and making dormant these
records in the ITO System?

The Commissioner replied that they had collaborated very closely with the Registrar of
Companies and now have a link under which information is provided to the ITO on a
weekly basis. This dynamic link enables the ITO to keep corporate tax records up-to-
date.

o Taxpayers’ Names and ID card numbers - Is the ITO still reconciling its records of names
and ID card numbers with those of the Civil Status and Registration Office?
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The Commissioner replied that the ITO does not reconcile its record of names and ID
card numbers with those held by the Civil Status and Registration Office. The
Commissioner explained that this reconciliation serves no operational purposes and has
no connecting nexus to taxation in Gibraltar; it is therefore not used for any tax purpose.
The Commissioner added that all the information required by the ITO in order to
discharge the functions of the assessment and collection of tax is obtained through the
tax return and other corresponding documents.

Other Measures - The Commissioner was asked what other initiatives and or controls
had been put in place in order to improve the quality of data held in the ITS’ master file
since the last audit review was conducted in October 20177?

The Commissioner replied that the Government Digital Services was working to create
a single source of citizen data. This was explained as an integral part of the online
services rolled out within the framework of the e-Government initiative, since an e-ID
card would underpin user identification and validation for access to these services. The
single source of data would not be the ITO’s records. The Commissioner explained that
as part of the department’s transition to digital, a comprehensive review to streamline
and update internal administrative procedures and processes and align these to best
practices continues to be carried out. This includes proactively engaging with business
partners and stakeholders to enhance the accuracy of the data held.

3.1.68 Further to the update provided by the Commissioner, and in response to his comments on
Taxpayers’ names and ID card numbers held in the system, the Commissioner was
questioned on 6 September 2019 whether, on examining tax returns and corresponding
documents, the information held in the ITO system was regularly updated to reflect the
information submitted by the taxpayer in all sections of the tax return, more specifically, that
relating to personal information, i.e. name, address, ID card number, contact telephone
numbers, email, etc.

3.1.69

In his subsequent reply dated 6 September 2019, the Commissioner commented that:

Historically, the ITO’s PAYE section has processed tax returns in relation to a number
of years simultaneously. The focus has therefore always been on the creation and issue
of assessments in order to clear the backlog as opposed to ensuring the upkeep of
master file data;

The purpose of the aforementioned exercise was to ensure that proper maintenance of
master file data was kept whilst the focus on making and issuing up-to-date
assessments remained;

The ITO’s PAYE Section was nearing the completion of the catch-up exercise in
September 2019 and it was envisaged that shortly and before the end of November
2019, assessments in relation to tax years for which returns had already been submitted
would be assessed to date. Going forward only the last tax return that is submitted will
need to be processed. Therefore, the absence of the backlog will allow master file data
to be considered in greater detail upon processing of the tax return also allowing for
more meaningful analysis and scrutiny. This would be expected to improve the quality
of the ITO’s data records; and

In addition to the above, as part of the implementation of a scanning solution and the
drive to scan all incoming documents including the PAYE tax return, greater focus would
be placed on checking the document for completeness and accuracy, including the
sections of the tax return referring to personal information.

3.1.70 Data Quality and Integrity Analysis - The assurances by the Commissioner that the
clearing of the backlog in respect of tax assessments will allow the ITO to improve the quality
of the data in the ITO system is a positive development. The exercises and initiatives
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3.1.71

3.1.72

3.1.73

3.1.74

3.1.75

3.1.76

3.1.77

outlined by the Commissioner, and indeed his predecessors, also point to a willingness to
address the issue of data quality and integrity in the system.

Nevertheless, and despite the results of the tests showing that data integrity with respect to
some ITO system records has improved, data quality in the system still needs to be
monitored. This has consistently been the outcome in all past audit exercises conducted on
the master file records since 2013. Testing has constantly shown that there is some data
held in the system that should not be there and therefore serves no useful purpose.

Furthermore, as stated in previous audit reviews, the maintenance and monitoring of the
information held in the system still requires improvement and although the efforts of the ITO
to improve the situation have had some degree of success, there are many records in the
computerised tax system that are no longer required; these should be deleted from the
system or at least classified as dormant.

Additionally, the internal controls in the system to validate entries into the master file should
be strengthened to avoid invalid data entries; the system should certainly not accept
numerical values being entered in a field where text is required, and vice versa.

Finally, as identified in the previous audit reviews conducted, it was noted that there are still
duplicate taxpayer records in the ITO system. This has a negative effect on the system’s
data reliability. It also raises the risk of a taxpayer being billed or refunded twice on their tax
affairs if the duplicate record is not detected. Controls must be put in place to mitigate the
risk of having duplicate tax records in the system.

Review recommendations - The recommendations highlighted in previous audit reviews
to improve data quality and the integrity of the ITO’s computerised records, are still
appropriate and relevant. These advise the Commissioner to:

e ensure that the ITO staff are more diligent when adding, removing and maintaining
information held in the database’s taxpayer records;

¢ introduce formal guidance for the maintenance of tax records in the database, covering
aspects such as standardised user guidelines for the input of information into the
database fields;

¢ revise the system’s inbuilt validation controls for information entered into the database;
and

¢ examine the possibility of implementing a data retention policy (in line with Government
policy on the retention of records) to determine the life span of old tax records held in
the computer system and, whether it is necessary to preserve these records. The review
highlighted that approximately 57% of master file records held in the system relate to
deceased, dormant or destroyed records.

As suggested in previous reports, the abovementioned recommendations should be put into
place by way of a structured Management Action Plan (MAP). This MAP must set out the
framework to improve the controls for data quality in the ITO system and incorporate
deadlines in order to achieve the set targets within an acceptable implementation time frame.
Moreover, the MAP should also outline the designated officers within the department with
responsibility for implementing the relevant action plan points.

Audit Inspection - On 28 February 2023 | wrote to the Commissioner of Income Tax
informing him of the findings following an audit inspection carried out at the Income Tax
Office (“ITO”) in 2019. | hereunder draw attention to the more salient matters together with
the Commissioner of Income Tax’s views and comments and my further reply to him on 16
May 2023.
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3.1.79

3.1.80

3.1.81

3.1.82

3.1.83

3.1.84

3.1.85

Income Tax Office System Reconciliations - At the time of the audit inspection in June
2019, it was noted that the ITO Accounts Section had been unable to perform monthly
reconciliations of the bank account (Gibraltar International Bank) from which it issues
refunds since July 2018. This was due to flaws in the ITO system which can only be resolved
by the IT programmer, who is based in the UK. | recommended to the Commissioner that
the department should endeavour to resolve the issues with the system promptly, so that
the bank reconciliations may be performed regularly.

It was noted that the Higher Executive Officer (“‘HEQ”) of the ITO Accounts Section monitors
the budget in respect of income tax refunds via the ITO system’s Refunds Analysis, however,
this was not being reconciled with the Treasury Accounting System’s Account Head 7-1
Repayment of Revenue because of inaccuracies in the ITO system. According to the HEO,
this had resulted in the ITO exceeding its budget for refunds in the financial year 2018-19,
thus highlighting the importance of reconciling the ITO system’s Refunds Analysis with the
Repayment of Revenue Account Head of Expenditure. | therefore recommended that the
ITO reviews its Refunds Analysis so that reconciliations can be performed at least on a
monthly basis.

The Commissioner replied that following the onset of the COVID-19 pandemic in March
2020, the Income Tax Office ceased issuing tax refunds via cheque. Tax refunds are now
directly credited to taxpayers via BACS through the Treasury Department. In March 2023,
the Financial Secretary approved the closure of the account held at the Gibraltar
International Bank given that this was no longer used for the payment of tax refunds. On
the basis that the unutilised funds remaining had originally been sourced from Treasury,
these were transferred to an account designated by the Accountant General in accordance
with instructions and directions provided. In relation to my observation in paragraph 3.1.79,
this incident was due to an error within the tax system that was incorrectly reporting the
utilisation of the allocated budget. The report was immediately reconfigured upon
identification of the error. The Commissioner confirmed that this was closely monitored.

The Commissioner noted my comments within this same paragraph regarding the
recommendation that the ITO’s Refunds Analysis report be reconciled at least monthly
with the Repayment of Revenue Account Head of Expenditure. He nevertheless highlighted
that the Repayment of Revenue Account Head of Expenditure is controlled by Treasury as
this account contains other non-tax related transactions. As a result, the ITO does not
presently have access to these records and so no reconciliation is performed.

| reiterated to the Commissioner the need to reconcile the ITO system’s Refunds Analysis
with the relevant entries in Head 7-1 Repayment of Revenue, and strongly recommended
that access to the relevant accounting transactions held in the Treasury Accounting System,
that contain payments of tax refunds, be requested from the Accountant General. | advised
the Commissioner that in his request for this accounts information, he should highlight to the
Accountant General the importance of reconciling his ITO record of refunds with the main
accounts in Government as a key internal control within his department.

Unpresented Cheques - It was noted on 1 June 2019 that there were 2,694 unpresented
cheques which were over one-year old, dated between 12 October 2017 and 1 June 2018.
The total value of these cheques amounted to £583,097. | recommended to the
Commissioner that unpresented cheques which are over one-year old should be cancelled
as they are using up the budget which can be used for other refunds of income tax.

The Commissioner informed me that the unpresented cheques had been cancelled allowing
the monies to be used for other refunds of income tax.

Collection of Revenue and Unallocated Payments - A review of the process for the
collection of revenue at the ITO revealed that the ITO Accounts Section constantly faces
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backlogs as a result of the high volume of bank transfers received without sufficient
information to allow their correct allocation in the ITO system.

As a result of these bank transfers not being immediately recognisable as revenue, there
will inevitably be a period during which some taxpayers’ arrears records are inaccurate,
which can lead to unnecessary surcharges being imposed on taxpayers who may in fact be
up-to-date with their tax payments. Furthermore, the Central Arrears Unit (CAU) could be
misled by the ITO system into chasing arrears which may have already been settled. The
audit examiners were informed by ITO staff that resolving such issues with the CAU, as well
as with third parties, took up a lot of the ITO staff’s time.

The HEO of the Accounts Section mentioned that the Information Technology and Logistics
Department was working on a new banking program which should resolve the issues with
the allocation of payments received. | asked the Commissioner what the current status of
this project was and recommended that the new program be implemented as soon as
possible. | added that, ideally the ITO should have a dedicated team of officers for the
processing of payments received in order to clear any backlogs until the new banking
program is rolled-out.

In his reply, the Commissioner explained that following the COVID-19 pandemic, the ITO
implemented an online payment solution for taxpayers in collaboration with the Information
Technology and Logistics Department. This entails the use of a specifically generated
reference number together with the requirement for the user to provide details of the
payment which is then directly uploaded into the ITO system. This innovation has greatly
reduced the incidence of errors and misallocations.

| told the Commissioner that | was glad to learn that the introduction of the new online
payment solution in collaboration with the Information Technology and Logistics
Department (with effect from, | believe, 3 August 2022) had greatly reduced the incidence
of errors and misallocations. Nevertheless, | pointed out that a recent inspection of the
departmental Assessment Transactions Suspense Account on 25 April 2023, showed that
the number of unallocated payments during the financial year 2022-23 amounted to 40
transactions, a similar number of transactions in respect of the previous financial year 2021-
22. As at 25 April 2023, the balance in the suspense account holding unallocated payments
totalled £695,752 compared to £492,322 at the time of the audit on 13 June 2019.

Office Inventory - Up-to-date inventory records could not be provided to the audit
examiners. It was observed during the audit inspection that some of the offices in the
department, although holding an inventory record sheet, these were out of date as they had
last been updated in October 2007. | therefore recommended to the Commissioner that the
inventory ledger and all inventory records in the department be updated and thereafter duly
maintained up-to-date as stipulated in Stores Instructions.

In his reply, the Commissioner said that the ITO had considered the recommendations made
by the Gibraltar Audit Office and have allocated internal administrative responsibility and
oversight to the Central Functions Section. The remit of responsibilities extends to include:
HR matters; substitution; annual and sick leave; payroll, inventory management, contracted
services and finance. The Commissioner explained that my observation and
recommendation was noted. Unfortunately, it is not feasible or practical to re-deploy
available capacity from operational tax matters to such administrative tasks, particularly
given the low risk incidence to the Government. In order to comply with requirements to the
extent possible and to minimise any corresponding risk of loss or theft, our Central Functions
Team maintains a central inventory register and will now be working on reconciling all items
of furniture and equipment previously purchased.

| informed the Commissioner that | was pleased that despite the limitations in staff resources,
he intended to update the department’s Inventory Ledger. | reminded him that the provisions
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of section 16 of Stores Instructions must be fully complied with in that not only has the main
Inventory Ledger to be adequately maintained in accordance with Appendix M of Stores
Instructions, i.e. a detailed list of all departmental items kept on inventory ledger charge; but
additionally a copy of each inventory must be kept in each individual office of the
department. These office inventories must detail all inventory items held in each particular
office in accordance with Appendix L of Stores Instructions.

Corporation Tax Assessments - | informed the Commissioner that an examination of
corporation tax assessments on a sample of 20 companies had revealed the following
summarised observations:

(a) Nine companies were found to have provided Corporate Tax Returns which had not
been reviewed by the ITO within a year of being submitted, resulting in any associated
enquiries by the department no longer being possible, pursuant to section 31(4) of the
Income Tax Act 2010;

(b) There was one company which had submitted an incorrect 'wear & tear allowance'
computation, thereby giving rise to an incorrect corporation tax assessment;

(c) There were eight companies whose P8 balances, as per the ITO system, could not be
agreed to the corresponding amounts stated for 'Wages and Salaries' in the
company’s financial statements;

(d) One company had omitted the 'wear and tear' computation from its Corporate Tax
Return;

(e) There was one company which had a significant increase in expenses (professional
fees) without the ITO making any further enquires about the matter;

(f) One company submitted an incorrect 'industrial buildings allowance' computation,
which resulted in an incorrect Corporation Tax assessment;

(g) There were two companies whose add-backs or deductions were incorrect in the
Corporation Tax computations, resulting in incorrect assessments;

(h) There was one company which had a surcharge cancelled without having any
supporting evidence to justify the cancellation;

(i) One company had not been issued a tax surcharge by the ITO for a Corporate Tax
Return which it had submitted late;

(i) There were two companies whose Development Aid licences were not found on file.
The audit examiners had to request the licences from the Development Aid Advisory
Committee in order to perform the testing;

(k) There was one insurance company whose returns should have been reviewed by a
senior assessor, nonetheless, they had been reviewed by a non-senior assessor,
contrary to the ITO's internal policy;

(I) One company had three returns for which there were no details recorded under the
‘Classification’ heading in the ITO system; and

(m) One company was not applying Development Aid relief correctly.

Moreover, out of a sample of 20 companies examined, 10 (50%) of them did not contain any
evidence to show whether their financial statements and tax computations had been queried
or investigated by the ITO. However, of these, it was subsequently established that four
companies had in fact been reviewed by junior assessors and the other six had been
reviewed by senior assessors who should be performing thorough reviews of the companies’
submissions whilst ensuring that the senior assessors’ reviews are properly documented.

It was found that the standard of senior assessor reviews varied between those officers
performing the reviews. In order to ensure greater consistency in the review of assessments,

163



PART 3

- DEPARTMENTAL AUDITS

3.1.96

3.1.97

3.1.98

3.1.99

3.1.100

3.1.101

the procedures followed by senior assessors to review returns should be standardised and
perhaps documented by way of a checklist.

| also recommended to the Commissioner that automated techniques, such as ratio analysis,
are introduced for reviewing returns whereby the tax officer simply has to input the required
information into the system for it to identify which returns require greater attention. The
Higher Executive Officer of the Corporate Section mentioned to the audit examiners that
they were already looking into incorporating such features into their reviews.

The audit examiners were also informed that the department’s IT programmer was working
on automating the process for calculating estimated assessments but this had been put on
hold, thereby resulting in the Corporate Section having to temporarily stop making any
estimated assessments. | asked the Commissioner what the current status was in relation
to this matter.

The ITO was found to be significantly reliant on the IT programmer who is based in the
United Kingdom, which may not only affect the progress of the ITO's working procedures,
but also the audit examiners’ ability to obtain information. For example, the audit examiners
requested a list of companies claiming Development Aid but this could not be provided to
them due to the IT programmer’s commitment to other Government requirements.

In his reply, the Commissioner said it would be more productive if he commented generally
on the trends identified instead of focusing on the detail identified from the sample testing
undertaken. He said the errors highlighted demonstrate and highlight those that are
attributable to human error. This, he said, were inevitable given the staff resources available
to effectively review all available company returns and computations as well as raise the
necessary assessments. Consideration is being given to modernise the processes and
systems in order to make more efficient use of the available resources in order to minimise
the incidences of such errors. In regard to the department’s review process, he explained
that the Corporate Section and Senior Assessors seek to review the entirety of returns
submitted by the taxpayer base on a rolling basis across a period of 4 years. This review is
subject to capacity and availability of resources, risk as well as intelligence available that
determines whether a full or aspect enquiry is warranted. He accepted that in instances
periods of enquiry expire without the necessary intervention. The Commissioner further
explained that matters identified in subsequent assessor reviews, under their ‘discovery’
provisions, allow the department to retrospectively enquire into such returns.

The Commissioner said the standardised review approach is an important feature for the
ITO and one that they remain committed to implementing. An integral part of this process
as well as the introduction of ratio analysis and analytical review into their processes is the
collection of relevant and appropriate information. In the circumstances, the Corporate
Section is presently redesigning the tax return form in order to make this more
comprehensive, requiring the taxpayer to provide more information in advance and on
submission. This allows a twofold use: (1) compilation of a database on our system through
which the department can apply ratio analysis, analytical review and thematic reviews based
on predetermined criteria or thresholds as well as by industry sector; and (2) minimising
follow-up enquiries and allowing the team to focus on aspect and full enquiries more
efficiently enhancing the ITO’s compliance activities. He envisaged commencing with the
above shortly and given the need to acquire information for the population of the database,
he envisaged the benefit will not materialise immediately. It is a long-term plan.

The Commissioner explained that the Corporate Section had addressed the position in
relation to estimated assessments. Whilst there are resource constraints regarding their IT
programmer, the Corporate Section is performing a manual estimated assessment run. This
is carried out annually. The constraints related to the UK programmer are commented on in
paragraphs 3.1.143 and 3.1.144.

164



PART 3 -

DEPARTMENTAL AUDITS

3.1.102

3.1.103

3.1.104

3.1.105

| told the Commissioner that although | appreciated the practicality, on his side, of
commenting generally on the trends identified instead of focusing on the detail identified
from the audit sample testing undertaken, | still required that he address the errors and
anomalies listed in the audit report | had submitted to him. In this way, | would have an
assurance that the detailed audit observations have been effectively addressed and
corrected if it is required.

PAYE Assessments - | further informed the Commissioner that a sample of 40 PAYE
assessments had been examined and the following summarised anomalies noted:

(a) There were five individuals whose master records in the ITO system were either
incorrect or incomplete;

(b) There were six individuals who had claimed and received life insurance allowances
without providing evidence that their life insurance policies were still valid;

(c) There were two individuals who had been assessed on the least favourable of the two
tax systems (Allowance Based or Gross Income Based) resulting in an incorrect tax
refund or tax payable;

(d) There were three individuals who received allowances which were incorrectly applied,
resulting in an incorrect tax refund or payable;

(e) There was one individual who did not receive a tax credit he was entitled to, resulting
in an understated tax refund being issued;

(f) There were two individuals whose tax returns were not found on file, although they
were recorded in the ITO system as having been received; and

(g) There were three individuals whose applicable tax bands were not correctly
apportioned, as they did not work over the full tax year, which resulted in them being
issued incorrect 'tax payables’.

The Commissioner again said it would be more productive if he commented generally on
the trends identified instead of focusing on the detail identified from the sample testing
undertaken. He said the audit observations highlight that there is an extrapolated error
incidence of 17%. In his view, this is attributable to human error. This is inevitable given the
staff resources available to effectively review all available individual tax returns and process
the necessary assessments. The ITO continually strives to improve this area of internal
processing and although he feels that they have made significant inroads in the past this has
now been seriously impacted by both the COVID-19 pandemic and the introduction of a
partial e-Gov system. Complications arising from the requirement to have multiple entry
points and sources of information, coupled with low staffing levels and a lower than
expected adoption of e-services, have had a knock-on effect on the department’s ability to
maintain an up-to-date and accurate system. The Commissioner’s rectification plan includes
an improved and enhanced eGov service, public interface and integrated back-office,
increased staffing levels and linked systems. All of these are expected to improve the
functioning of the PAYE Section within the ITO and minimise the incidence of any risk,
errors and omissions. This is currently underway.

The Commissioner explained that on eGov enhancements, they maintain a very close
relationship with the development team, business analysts and senior officials within the
Ministry for Digital Services to ensure that they deliver in accordance with the ITO’s
requirements and specifications. There is also close and active engagement with the
Department of Employment in linking their own two systems enabling these to maintain
consistency and accuracy. Programmers on both sides are working on this and he expects
to have this deployed shortly. The aim of this is to provide a more streamlined and efficient
service to the public by delivering the much needed ‘one-stop-shop’ solution between
Employment and Tax under which any individual registering at Employment will have their
tax record automatically updated with all relevant details regarding their employment. Whilst
all the above are expected to improve the PAYE Section, it is important that there is a widely
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perceived risk that errors in the operation of the PAYE system constitute a risk of financial
loss to the Government. However, this is minimal given the nature of the manner in which
the PAYE system operates and the dual personal income tax systems available in Gibraltar.

3.1.106 | told the Commissioner that he had also commented generally on the trends identified

3.1.107

3.1.108

3.1.109

rather than focusing on the detail identified from the audit sample testing undertaken. As
previously mentioned, | still required that he address the errors and anomalies listed in in the
audit report | had submitted to him. In his reply, he mentioned that there is an extrapolated
error incidence of 17% and that this was attributable to human error, which he considered
inevitable given the staff resources he had available to effectively review all individual
PAYE tax returns and thereafter process the necessary assessments. However, | informed
him that the fact remained that out of the 40 PAYE cases examined, 19 (47.5% error rate) were
found to have errors or anomalies. This, | pointed out, was a very high incidence of errors
and was cause for concern which perhaps he should bring to the Government’s attention (if
he had not already done so) if he considered that the main reason for this was the lack of
adequate staff resources in his department.

Footballers - A sample of five football players was analysed, revealing the anomalies
summarised hereunder:

(a) Each of the football players selected in the sample had secondary income from a
football team, however, none of these individuals were recorded as having secondary
employment on their respective 'All Employees’ list in the ITO system;

(b) There were two football players who had received income from their football clubs
which had not been included in their tax assessments; and

(c) It was noted that each time a P8 is inputted into the ITO system, there is no audit trail
to identify the user entering the information or the date when it is recorded. | therefore
recommend that features such as an electronic signature and date are incorporated
into the system, for the purposes of creating a log of who makes a change and when
it is entered in the ITO system, thus creating an essential audit trail for such
transactions.

The Commissioner replied that firstly, regarding secondary employment, | should take note
that the non-recognition of this within the ‘All Employees’ list in the ITO system is a feature
introduced by design for statistical purposes and in order not to duplicate staffing records.
This does not lead to any loss of tax directly. Employees are only listed under their primary
employment. The audit observations regarding the completeness of the assessments made
have been fully addressed. All footballers are assessed on their declared income (either
through their own tax returns or from their employer’s returns). The observations raised in
the audit inspection resulted from a timing difference in that not all income declarations had
been received at the time. This has been reviewed and all assessments are full and
complete in relation to declared income. As a result of the COVID-19 pandemic and the
incidence of the Business Employee Assistance Terms (“BEAT”) payments made by the
Government, the ITO changed the manner in which the P8 reports were submitted. These
are now done online through a dedicated portal with a full audit trail being available regarding
which ITO staff has processed the return. Full visibility is available regarding date return
uploaded by employer and subsequent follow-up procedures and amendments done
internally.

Copies of Payment Vouchers (“PVs”) received from the Treasury for Tax Purposes -
| expressed my concern to the Commissioner that there was no formal system in place at
the ITO to record copies of PVs submitted by the Treasury, and other Government
departments, for the purpose of deducting income tax from payments made to sundry
individuals. | therefore recommended that the department should introduce a system to
maintain proper control and account of the PVs which it receives from the Treasury and
other departments. | further suggested that the ITO could arrange with the Treasury to have
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20% of income tax (the emergency tax rate) deducted at source from payments made to
individuals, so that at least a proportion of income tax can be collected before a final
adjustment is made by the ITO at the time of assessment.

The Commissioner replied that this was an area the ITO had historically sought to address.
There is presently no defined mechanism for a tax code to be applied to a PV in the
circumstances where a person is being paid in this manner. Attempts to withhold tax at
source have proven unsuccessful in the past given that at time of payment no amount for tax
has been withheld. The Commissioner notes that Government departments are reluctant to
apply this and are aware of only specific instances in which this has been successfully
applied. In his view, there is little risk that a payment is not taxed. The individual’s tax return
submission would likely omit this income but the ITO would seek to recover any tax due via
an estimated assessment in those cases where a payment from the Government has been
established and the information shared accordingly. As an additional measure in
mitigating this risk and to avoid any further reoccurrences, the PAYE Section addresses
this matter internally by directly inputting information received from PVs for individuals
directly onto their record as ‘Other income’ so that this is not omitted at assessment time.

Benefits in Kind - | highlighted to the Commissioner that out of a sample of 10 individuals
receiving benefits in kind, two did not have their assessments calculated correctly. For the
tax year 2016-17, two individuals had their benefits in kind figures overstated as a result of
the allowable deduction of £5,020 for medical insurance, to which they were entitled, not
being applied. | recommended to the Commissioner that the department should incorporate
a control in the ITO system to ensure that the correct deductions are applied automatically,
thereby eliminating the chance of human error at the time of applying allowable deductions.

The Commissioner replied that he welcomed the opportunity to discuss with the Gibraltar
Audit Office what control could be implemented to avoid further occurrences of this
happening. Presently, the taxation of benefits in kind is done at assessment time given that
the treatment of the allowable deduction is different and is subject to which of the two tax
personal income tax systems the taxpayer can opt for. System-based controls at time of
input require capacity from our UK programmer. Unfortunately, the computer programmer is
highly constrained by requirements in relation to the wider eGov project and other support
functions.

| told the Commissioner that in his reply, he did not provide an explanation with regard to
the two individuals who did not have their assessments calculated correctly. | again
requested to know the reason(s) why the two individuals that had been highlighted in the
audit report had their benefits in kind figures overstated in the tax year 2016-17, as a result
of the allowable deduction of £5,020 for medical insurance to which they were entitled, not
being applied.

| further explained to the Commissioner that my recommendation in regard to Benefits in
Kind, with a view of avoiding human error, was to incorporate a control in the ITO
computerised system whereby, depending on the individual’s option to be taxed, i.e. Gross
Income Based System or Allowances Based System, the computerised system would
automatically apply the correct allowable tax deductions for benefits in kind.

Frequency of Employers’ PAYE Deductions Payments to Income Tax Office - An
examination was carried out on a sample of 20 Employers’ PAYE deductions records on 23
July 2019, to verify the frequency of payments of employers’ PAYE deductions during the
tax year 2018-19. The following is a summary of the findings:

(a) Three employers had made all of their PAYE deductions payments on time;

(b) Two employers had made all of their PAYE deductions payments on time, except one;
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(c) There were two employers who had failed to make three or four PAYE deductions
payments on time;

(d) One employer, who was in arrears of PAYE deductions payments, had entered into a
repayment plan and was making regular payments towards it; and

(e) Eleven out of the remaining twelve employers had failed to make at least six PAYE
deductions payments on time in the year, of which five employers had not made any
of their payments on time. (One other employer had its staff transferred to another
company half-way during the year).

In summary, out of the 240 payments verified (20 companies by 12 months in the year), 113
payments (47%) had not been paid on time. | consider this to be a very high incidence of
payments that companies did not make on time as required by the law.

In his reply, the Commissioner agreed that the incidence of Employers’ PAYE deductions
not being paid on time at 47% was observed as very high. More so, when the legislation
clearly sets out an obligation that this needs to be paid by not later than the 15th day of the
subsequent month. The Commissioner explained that this was entirely down to the need to
change behaviours. The ITO has changed its stance on compliance generally in an attempt
to seek to improve this but is limited by the principle of ‘legitimate expectation’ that is likely
to be adopted by employers. A concerted effort and specific policy to improve compliance
on these payments has always been required. In achieving this, the 2022 Government
Budget announced stricter enforcement measures and penalty regimes for non-compliance.
As a direct result, on 7 July 2022, the amendments to the Income Tax (Pay As You Earn)
Regulations 1989 were published. These legislative amendments came into operation on 1
July 2023 and revise the previously draconian and impractical penalties for the non-payment
of PAYE tax by employers. It includes a staged approach for the imposition of realistic
penalties on defaulting employers in accordance with their size when considering the
number of employees in the previous year of assessment. The Commissioner pointed out
that the CAU discharges the compliance function in relation to employer’s returns on behalf
of the ITO.

Self-Employed Assessments - | informed the Commissioner that an examination of 22
assessments on Self-Employed individuals had revealed the anomalies summarised
hereunder:

(a) There was one individual whose outgoings were relatively high in comparison with the
estimated income he had declared. There was no evidence that the ITO had followed
up this person;

(b) There was one individual who was incorrectly charged a non-submission penalty;

(c) One individual had her trading income assessed without it being adjusted for
depreciation, mobile usage or wear and tear, as was shown in her accounts;

(d) There were five individuals who received life insurance allowances without submitting
evidence of their insurance payments with their tax returns. In addition, two of them
had not provided the required insurance details in their tax returns; two individuals
were missing the original life insurance supporting documentation; and one had not
claimed for the life insurance allowance on the tax return;

(e) There was one individual whose income was not split accurately on the ITO system,
however, the total income figure was correct;

(f) There were two individuals who were issued an incorrect amount of surcharges for the
non-payment of Payments on Account, when these had either been partly paid or fully
settled (with tax credits from previous years);

(g) There were two individuals whose wages figures in their accounts did not match those
on their P8s, according to the ITO system;
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(h) One individual’s accounts included expenses to another individual who was not
registered for tax purposes and there was no record of this latter individual’s income
having been investigated by the ITO;

(i) There were four individuals who submitted incorrect social insurance schedules,
thereby resulting in the incorrect payment of social insurance contributions;

() Six individuals who should have incurred surcharges for late payment of their
Payments on Account had either never been charged, or had the surcharges reversed;

(k) Two individuals had a tax return missing from their files, of which one individual was
also missing his accounts;

(I) There was one individual whose Business File and, consequently, her accounts were
missing; and

(m) There was one individual who claimed and received life insurance allowance without
having the original supporting documentation on file.

| highlighted to the Commissioner the relatively high number of errors and omissions noted
considering the small sample of self-employed assessments examined, thus indicating the
need for more care and attention to be given by the tax assessors to this important aspect
of the department’s work.

The Commissioner commented that the high incidence of observations was noted. He again
said it would be more productive if he commented generally on the trends identified instead
of focusing on the detail identified from the sample testing undertaken. The ITO has sought
to address many of the issues identified in audit through the following measures and
processes:

¢ Incidences of missing files and information rarely occurs now since the Self-employed
Section is using the ITO electronic document retention system — Therefore™. All
documents and information is received electronically and is filed as and when it is
received.

o The Self-employed Section does not review taxpayer returns annually. The criteria
used is that assessments are made based on declared income (in order to enable
taxpayers to make balancing payments and payments on account based on the
information available to them). Lower levels of profit or income is queried based on a
review by the Higher Executive Officer (Self-employed Section) with further enquiry,
including means testing, undertaken based on the responses and information received.
Examination of accounts and returns is done sectorally and through the application of
a risk based analysis approach. A measure of the average across each trade or sector
is carried out and those individuals falling below the average are reviewed and
examined in order to ascertain the reason for the exception. This includes a check that
there is no overstatement of expenditure.

| again informed the Commissioner that he had commented generally on the trends
identified rather than focusing on the detail identified from the audit sample testing
undertaken. As previously mentioned, | still required him to address the errors and
anomalies listed in the audit report. In this way, | would have an assurance that the detailed
observations in audit have been effectively addressed and corrected if required.

Category 2 (“CAT 2”) Assessments - A sample of 10 assessments of CAT 2 individuals
was examined and the findings summarised hereunder:

(a) The tax returns of two individuals which were recorded in the ITO system as having
been received could not be found in their files;

(b) There were two individuals who had continued being taxed under CAT 2 status after
their CAT 2 certificates had expired;
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(c) Two individuals had surcharges issued to them for late payment which were
subsequently reversed without a reason for the reversal being recorded in the ITO
system;

(d) There was one CAT 2 individual whose tax return had not been assessed because
only the ITO system programmer (who is based in the UK) could process it.
Additionally, it was noted that there were several other CAT 2 individuals’ files with
similar issues which were awaiting the ITO programmer’s attention;

(e) One CAT 2 individual had declared income ‘accrued in, derived from or received in
Gibraltar’ without this being included in his tax assessment. There was no evidence
found on record to explain the exclusion of this income from his assessment; and

(f) There was one CAT 2 individual who was assessed on the income he had declared
as having been ‘received outside Gibraltar’, yet there were other CAT 2 individuals
within the audit sample who had declared income derived from similar sources in
respect of which they were not assessed. There was no evidence found on record to
support the inclusion of this income in this individual’s assessment.

The Commissioner said he had noted my observations, and explained that since mid-2020,
the ITO set up a dedicated Unit for qualifying individuals (extending to include both CAT 2
and High Executives Possessing Specialist Skills). The result of this Unit is a more hands-
on and dedicated approach from this team of individuals specifically to this area of personal
taxation, minimising the incidences and exceptions noted in my audit observations.

| replied to the Commissioner again informing him that he had also commented generally on
the trends identified rather than focusing on the detail identified from the audit sample testing
undertaken. As previously mentioned, | still required him to address the errors and
anomalies listed in the audit report | had submitted to him. | told him that in this way, | would
have an assurance that the detailed observations highlighted in audit had been effectively
addressed and corrected if required.

Category 2 Arrears - A sample of 10 CAT 2 individuals with arrears was selected and
reviewed and the audit findings were the following:

(a) There was one CAT 2 individual, who paid his last assessment balance but not the
surcharges for late payment, that had been classified as uncontactable by the CAU
and had had the surcharges cancelled without the reason(s) for the cancellation
documented in the ITO system or the individual’s tax file;

(b) There were two cases which had not been followed up of CAT 2 individuals who were
disputing the non-payment of their Payments on Account;

(c) There was one instance where a CAT 2 individual’s Payments on Account had been
erroneously credited to another person and had not been followed up; and

(d) There was one person who was deemed to be active as a CAT 2 individual, who was
in arrears.

| recommended to the Commissioner, as indeed had similarly been recommended before in
previous audit inspections, that the ITO should review its policies in respect of CAT 2
individuals who, it was observed, can go into arrears without having their certificates
relinquished or even move out of the jurisdiction without first settling their arrears.

In his reply, the Commissioner explained that the audit recommendations on the risk arising
from CAT 2 individuals entering into an arrears position without having their certificates
relinquished or leaving the jurisdiction had been addressed in the 2022 Budget. The Chief
Minister introduced an advance payment for all CAT 2 individuals to operate effectively as a
bond payment. This is based on the maximum amount of tax and is refundable if the certificate
is relinquished or surrendered. The Qualifying (Category 2) Individuals Rules 2004 have
been amended to include this.
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| told the Commissioner that his reply, although addressing the general audit observation
with regard to CAT 2 individuals going into arrears and yet not having their certificates
cancelled, did not provide any comments regarding the audit findings highlighted.

High Executive Possessing Specialist Skills (“HEPSS”) Assessments - A sample of 10
HEPSS individuals was selected and reviewed and the findings are summarised hereunder:

(a) Three HEPSS individuals’ tax returns which were recorded in the ITO system as
having been received, could not be found in their files;

(b) One HEPSS individual’'s tax return was found on file, however, it was not recorded in
the ITO system as having been received;

(c) Two persons had been taxed under HEPSS rules over a period when they had not
satisfied the criteria to be classified as a HEPSS individual,

(d) There was one case where a HEPSS individual had been in receipt of income for
which there were no records in the ITO system and which had not been followed up;
and

(e) One individual had the date of HEPSS cessation incorrectly entered in the ITO system,
however, this did not affect the tax assessment calculations.

The Commissioner provided the same explanation as detailed in paragraph 3.1.121, that
since mid-2020, the ITO had set up a dedicated Unit for qualifying individuals (extending to
include both CAT 2 and HEPPS). The result of this Unit is a more hands-on and dedicated
approach from this team of individuals specifically to this area of personal taxation, minimising
the incidences and exceptions noted in my audit observations.

| again told the Commissioner that he had again commented generally on the trends
identified rather than focusing on the detail identified from the audit sample testing
undertaken. As previously mentioned, | still required him to address the detailed errors and
anomalies listed in the audit report | had submitted to him.

Tax Arrears Agreements - A sample of 30 tax arrears agreements was selected for testing
and the anomalies that were noted are summarised hereunder:

(a) There were five cases where a company or an individual had not paid all of their
instalments due on their arrears agreements with the ITO, of which two had not been
followed up by the ITO;

(b) There was one company and one individual who, although up-to-date with their arrears
agreement instalment payments, had other outstanding tax liabilities, none of which
had been followed up by the ITO;

(c) There was one instance where an individual owed the final instalment on his arrears
agreement with the ITO but also had other outstanding tax liabilities, which the ITO
had not followed up;

(d) One company and two individuals’ agreements tabs were noted as not having been
updated in the ITO system to reflect the instalment payments they had made towards
their arrears agreements with the ITO;

(e) It was noted that three individuals regularly paid their tax arrears instalments late; and

(f) A sample check of 10 ‘Section 62’ agreements showed one individual had seven
outstanding agreement instalment payments of £5.00 each with no evidence on record
of his debt having been followed up by the ITO.

The audit examiners could not agree the amounts charged on agreements using the
applicable interest rate (8%) stated by the ITO. The audit examiner further attempted to
verify the correctness of the interest applied to arrears outstanding by using an independent
loan interest calculator but was still unable to agree the figures. The audit examiner
questioned both the Head of the CAU and the officer from the PAYE Individual Arrears
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Section on how the 8% interest applied to arrears outstanding was calculated but neither of
the officers could provide the audit examiner with the calculation methodology.

The Commissioner replied that the PAYE Individual Arrears team focus on maximising
arrears recovery both by way of repayment agreements and section 62 directives issued
to employers. Repayment agreements are entered into for terms of less than 3 years so that
there is no interest applicable and that full repayment is effected sooner. The Commissioner
explained that, as | would no doubt appreciate, the management of arrears is a dynamic
process in which the ITO has to respond to changes in circumstances and events in ‘real-
time’. Unfortunately, this does not always reflect on the system immediately. He added that
this does not mean however that the recovery process is in any way not in operation.
The recovery function of tax arrears, other than that of PAYE individuals, is discharged
by the CAU. Inrelationtotheinterestcharged onagreements, the Commissioner understood
thatthe CAU had updated their policy to reflect an interest rate of 4.5%. This is replicated by
the PAYE Individual Arrears team when an agreement is made exceeding 3 years. The
Commissioner understood that the interest was generated automatically by the ITO computer
system and so failed to understand the incidences of a misstatement in the computation of
the interest as noted by the audit examiners.

| told the Commissioner that his reply did not provide any comments regarding the detailed
audit observations highlighted in the audit report | had submitted to him. | therefore looked
forward to his further explanations.

In regard to the audit query where the audit examiner could not agree the amounts charged
on tax arrears agreements using the applicable interest rate (8%), | am aware that the
applicable interest rate is generated automatically by the computerised tax system, and this
is precisely what | wanted to know, i.e. what was the mathematical formula or methodology
coded in the computerised tax system by the IT programmer to calculate the interest on the
tax agreements. | told the Commissioner that as | had said in my initial letter to him, the audit
examiner attempted to verify the correctness of the interest applied by the ITO computer
system by different means, including using an independent loan interest calculator
(Microsoft Excel Amortization Schedule); and also performing the interest calculation by
applying an online calculator, but he was still unable to agree the interest figures. | provided
the Commissioner with the summarised results that show that the interest calculations on a
sample of 13 debtors tested, using both independent loan interest calculators, are exactly
the same; nevertheless, the two independent interest calculations reflect a difference with
the interest calculated by the ITO computer system. In fact, a further sample of 6 cases were
examined using the same independent interest calculators. The results similarly reflect a
difference with the interest calculated by the ITO computer system. | therefore reiterated to
the Commissioner the need to learn how the ITO computer system has been programmed
to calculate the interest on the tax agreements.

Employers P8 Data Quality - A sample of 10 employers was checked to verify if the
information provided in their P8 Returns was correctly recorded in the ITO system. Out of
those employers selected, it was found that 9 employers (90%) had listed employees on
their P8s that were not on the ‘All Employees’ list in the ITO system. Figure 41 lists the
employers and the income tax years where the omissions were noted.

Figure 41
Employer Tax Year
Employer 1 2016-17
Employer 2 2013-14
Employer 3 2014-15
Employer 4 2016-17
Employer 5 2015-16
Employer 6 2016-17
Employer 7 2017-18
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Employer 8 2016-17
Employer 9 2017-18

The Commissioner replied that following the onset of the Covid-19 pandemic and the
Business Employee Assistance Terms (“BEAT”) regime that was introduced, the ITO had
implemented an electronic filing for the Form P8. Validation checks reduce the number of
errors made by employers on completing this form allowing for more rapid processing of
high volumes of data. The department understood that the errors noted in my observations
however relate more to inconsistencies between employees being paid by an employer
and those registered with the ITO. The Commissioner believed this difference comes from
the absence of a ‘one-stop shop’ mentality and the need for employees to register
separately with both the Department of Employment and the ITO upon commencing their
employment. The ITO have actively engaged with the Department of Employment in order to
link up its individual computer systems enabling these to maintain consistency and accuracy.
Programmers on both sides are working on this and the ITO expects to have this deployed
shortly. Regarding the recognition of secondary employment, it is important to note that
this is a feature of the system by specific design for statistical purposes and in order not to
duplicate staffing records. This does not lead to any loss of tax directly. Employees are only
listed under their primary employment.

Government Employees in receipt of Income from Private Work - A review was carried
out to ascertain whether the ITO was pursuing the payment of income tax by government
employees who undertake remunerated private work. The audit test was conducted on a
total of 82 Government employees for the period ranging from the tax year 2014-15 to the
tax year 2019-20. An initial list was obtained from the Human Resources Department
(“HRD”) consisting of 91 government employees whose permission to undertake private
work had been approved by the Human Resources Manager. A further 22 government
employees were added to the sample, obtained from HRD approval letters received from
HRD and filed with the Gibraltar Audit Office, which HRD had failed to include in the HRD
list. From this total of 113 individuals, 31 employees were excluded from the testing sample,
due to these individuals either not being remunerated for the private work they do, or due to
their tax returns having been submitted too recently to have been assessed. The following
observations were noted:

(a) 49 (60%) out of the 82 government employees sampled who had HRD approval to
carry out private work, had no record of income from private work recorded on the ITO
system. Of these 49 individuals, 47 had no evidence in their tax files that they had
been chased by the ITO in relation to their private work;

(b) The audit examiners were informed by the HEO of the PAYE Section that any letters
of approval for private work received from the HRD would be placed in the
corresponding individual’s tax file. However, on inspection it was noted that, of the 49
government employees mentioned in sub-paragraph (a) above, only 5 of these had
their HRD letters of approval to undertake private work in their respective tax files; 41
tax files were missing their letter of approval. The remaining 3 files could not be located
by the ITO. As can be seen, the majority of the HRD approval letters were not on file.
The audit examiners were informed that the PAYE Section do not chase individuals
for income earned relating to private work. | therefore deduce that if the income from
private work is not declared by the individual himself, or if the pertinent information is
not received from the secondary Employer, through the Employers Annual Declaration
(Form P8), then the PAYE staff do not assess the secondary income earned by the
individual;

(c) Out of the 47 government employees mentioned in sub-paragraph (a) above, whose
private work was not recorded on the ITO system and who had not been chased by
the ITO, 24 of them had the HRD’s approval to undertake self-employed work, making
their declarations inherently riskier than for those permitted to carry out private work
as employees; yet the staff from the ITO Self-Employed Section informed the audit
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examiners that they are unaware of this, as they do not get informed of which
Government employees receive approval to undertake private work;

(d) It was also noted that even though four of these 47 government employees did declare
and quantify the specific amount of income earned from their private work on their
income tax returns, the ITO nevertheless had not assessed any of the four individuals
on this income. Figure 42 provides details of these individuals and the income from
private work as declared on their tax returns, split up by tax year.

Figure 42

Name Income earned from Private Work for
the Tax Year (as per Tax Return)

2015-16 2016-17 2017-18 2018-19

Government Employee 1 £8,658 £9,480 £9,780 £9,540
Government Employee 2 - - £1,620 £860
Government Employee 3 - - £1,890 £2,860
Government Employee 4 - - £800 £960

(e) It was further noted that out of the 49 government employees mentioned in sub-
paragraph (a) above, there were 29 tax returns which could not be located. These
related to 19 individuals whose tax returns were recorded in the ITO system as having
been submitted; however, they could not be found either in their tax files or within the
ITO electronic portal — Therefore™.

| therefore strongly recommended to the Commissioner that careful note of the observations
raised be taken with a view of tightening up internal procedures so that all income derived
from private work undertaken by government employees can be identified, recorded and
assessed correctly, and if undeclared by the relevant individuals, chased accordingly by the
ITO. In my view, it is unacceptable that even though copies of approval letters from the
Human Resources Department are sent to the ITO, a very large number of these are not
then forwarded to the relevant section within the department so that appropriate action is
taken by the tax staff. It is also unacceptable that those HRD approval letters that are indeed
received by one of the ITO sections, are not being acted upon on those occasions where
the individual concerned does not declare the secondary income in his annual IT1 Form.
Moreover, it is certainly not acceptable that whilst four government employees did declare
and quantify income earned from their private work on their income tax returns, the
department took no action and did not assess any of the four individuals on this income.

| told the Commissioner that as he was aware, | have been pressing the Human Resources
Manager for a time now, to issue a circular to all officers across government departments
with a view of obtaining a declaration from employees as to whether they have secondary
employment or not. This will bring to light any officers that might be undertaking additional
work without the pertinent permission from the Human Resources Manager to do so, and
will of course assist the ITO in determining if any income is being derived from secondary
employment for income tax purposes.

Having said this, | also pointed out to the Commissioner that in those cases where the ITO
might know that certain government employees are indeed undertaking secondary
remunerated employment (I emphasised to the Commissioner that some of these individuals
are widely known and recognised as having a second job —this was common knowledge),
he should certainly investigate these individuals without having to rely on the relevant
authority letter from the Human Resources Department. | told the Commissioner that a case
that came to mind was that of a popular schoolteacher recently retired from Government
service, who during his public service career never requested permission from the Human
Resources Manager to undertake private work which he has been doing for over twenty
years without declaring this additional income in his tax declaration, and surprisingly and
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inexplicably, although he is well known in Gibraltar as giving paid private lessons after work,
has never been assessed for this additional income by the ITO.

The Commissioner replied that he felt it was important to comment on this whole area of
work generally. The department had taken on board the audit recommendations and were
now looking into such matters through the various sections in which this could apply. These
are namely: PAYE and Self-employed in collaboration with the department’s wider
compliance team. The Commissioner pointed out that it was important to note that previous
attempts to venture into this area have been met with resistance from relevant Senior
Officers and Heads of Department on the grounds that they felt their staff were being
discriminated against and that a generic policy and approach should apply. He believed this
was the reason for raising this specifically with the Human Resources Manager and now
note that a Bulletin of Circulars to this effect has been issued. He expected the information
gathered by Human Resources to be shared with the ITO so that the department could
conduct the necessary compliance activities, see paragraphs 3.5.20 to 3.5.33.

The Commissioner commented in regard to the remarks | had made in relation to cases
where | had stated that the ITO know that certain government employees have been
undertaking secondary remunerated employment and yet have not undertaken any work on
this, the Commissioner explained that proceeding in such cases is not as straightforward as
may seem. He said that in addition to issues such as that described above, there is also the
requirement to estimate the corresponding income using best judgement and demonstrable
evidence in order to secure a viable assessment that can be successfully defended in the
Income Tax Tribunal (the expected outcome given that the individual can contest the
assessment and appeal against the estimated income and, more often than not, is very likely
to do so). He added that unfortunately, the ITO is unable to act reliably and successfully on
information spread solely by word of mouth even though ostensibly this is ‘widely known and
recognised’ and ‘common knowledge’. He said that (quote), ‘Notwithstanding, it is important
to clarify that | agree with the broad views expressed in your observations and that this is an
area that needs further consideration in order to be fully reqularised .

| replied to the Commissioner acknowledging his general reply to the audit issue raised but
also requesting him to address the further audit observations highlighted in my letter to him.

General - | reiterated to the Commissioner the serious weakness in having the ITO computer
application system significantly reliant on one sole IT programmer who is based in the United
Kingdom. | stressed that this was a fundamental risk which, even though senior
management from the ITO and the Information Technology and Logistics Department are
acutely aware of and have raised their concerns to the Government about, continues to
remain unaddressed. | therefore strongly recommend that this critical weakness and the
associated risks posed by having just one, remotely based, IT programmer who is the only
person entirely conversant with the ITO computer system be brought again to the
Government’s attention so that appropriate action is taken to mitigate the risks involved.

The Commissioner replied that the ITO has previously highlighted the serious weakness and
risks arising from having the ITO computer application system significantly reliant on one
sole IT programmer based in the United Kingdom on numerous occasions. This matter was
raised directly with the Office of the Chief Secretary in the latter half of 2022 and a plan is
being considered with a view to regularise this individual's employment contract for the
period up to his retirement as well as recruitment and implementation of a team of junior
programmers for succession planning. The Commissioner undertook to update me as this
matter progresses.

| replied to the Commissioner thanking him for his views and comments and requesting that
he reply to the outstanding audit observations that remain unanswered. | was also grateful
to him for bringing to my attention the significant level of vacancies existing in his department
and the consequential negative impact this was having on his department’s ability to perform
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basic tasks and other important work that should be carried out, but evidently cannot be
performed due to staff limitations. | also took note of the Commissioner’s desire to recruit
specialised professional staff taking into account the changes in the tax landscape. At the
close of this report, | had not yet received the Commissioner’s further replies to the
outstanding audit queries.

Treasury

3.21

3.2.2

General Rates and Salt Water Charges Arrears - Arrears of General Rates and Salt Water
Charges stood at £6.03m on 31 March 2018, a decrease of £0.22m compared with the
previous financial year’s arrears figure of £6.25m. There were no write-offs during the
financial year ended 31 March 2018. The arrears position as at 31 March 2019 decreased
by £0.01m to £6.02m. However, the effective increase in arrears during the financial year
2018-19 was £0.46m, due to a total of £0.47m written-off during the year in respect of debts
deemed irrecoverable. Included in these arrears are penalties raised for the non-payment of
accounts in accordance with section 277(2) of the Public Health Act. These stood at £2.49m
as at 31 March 2019 equating to 41.4% of the total debt.

Arrears of £0.66m as at 31 March 2019 were in respect of accounts owing the current and
one quarter in arrears, which fall within the allowed credit terms so no recovery procedures
are applied. However, the remaining arrears of £5.36m was mainly at the following stages
of Land Property Services Ltd’s (LPS) arrears follow-up process:

¢ 0.91m regarding 92 accounts with arrears have been entered in repayment agreements;

¢ 30-day notice letters had been issued to 12 account holders with a combined debt of
£0.30m and were awaiting action to the next stage; i.e. the issuing of a 14-day legal
notice letter;

e 14-day legal notice to pay letters had been issued to 175 account holders with collective
debts amounting to £0.13m and were awaiting action to the next stage; i.e. the issuing
of Court summons;

¢ 101 accounts with combined debts amounting to £0.13m were at different stages of
Court summonses, from pending to having been issued a first summons;

e 171 account holders with collective debts totalling £1.60m had been issued with Orders
to Pay by the Court. Final orders to pay were issued for combined debts amounting to
£1.42m, of which two accounts owed £0.28m and £0.19m respectively, but approval
had not yet been granted by the Accountant General to enforce the Orders to Pay;

e £0.06m in respect of 10 accounts that were awaiting action either from LPS or the Land
Management Committee;

e 50 accounts of companies, with combined debts of £0.73m, were in the process of
corresponding with the Central Arrears Unit (CAU);

e 14 companies and one group of companies owing a combined sum of £0.16m, were
either in the process of being wound-up, liquidated or had been liquidated; and

o £0.06m collectively owed by 36 accounts, where the debts are considered irrecoverable
from tenants and no action to recover the debts from landlords had been made, as the
approval for the application of Section 272A of the Public Health Act had still not been
granted.

The remainder of the debt, collectively amounting to £1.28m, was made up of account
holders having applied for an exemption to pay General Rates and Salt Water Charges in
accordance with the Public Health Act, either because tenants were refurbishing their
properties or because the account holder is a club, association or society. Once the
exemption is approved the pertinent accounts are then credited.
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| reiterate my concern that the overall high arrears position will not improve unless effective
recovery action is taken principally on arrears for which the Court has granted an Order to
Pay. The current course of action is ineffective, as the execution of such Orders against
debtors is not proceeded with mainly because no approval is granted for the execution of
distress warrants. In addition, it is occasionally the case that no follow-up action has been
initiated earlier on in the process of liquidation or receivership, thereby diminishing the
possibility of recovering arrears due from limited liability companies. On 31 March 2019 there
were 171 such accounts that had been issued with Orders to Pay on arrears amounting to
£1.11m of which 109 were inactive with a value of £1.03m.

On 20 November 2023, | wrote to the Accountant General requesting an update on the
execution of distress warrants associated with Court-granted Orders to Pay and seeking her
confirmation that the execution of distress warrants by LPS requires the consent of the
Accountant General. The Accountant General replied on 23 November 2023, confirming that
my understanding was correct. She explained that the protocol to pursue a debt via this
avenue is for LPS to obtain a summons from the Court who proceed to issue an Order to
Pay. In the case that the Order to Pay is not adhered to and it is determined that the debtor
has assets of value to satisfy the debt, then LPS would request authority from the Accountant
General to pursue the debt via a Distress Warrant. The Accountant General further
confirmed that there had not been any requests to enforce distress warrants during the
financial year 2018-19. She said that this could well be because the enforcement of these
are seen of little value if say the business or individual does not have any assets or sufficient
assets to satisfy the debt. The Accountant General was under the understanding that the
Courts had been short of Bailiffs for an extended period of time which could well have
impacted the enforcement of Distress Warrants. She further understood that even though
as a result of Covid-19, it had been Government’s policy not to proceed with distress
warrants as a way of assisting businesses to recover, LPS were now looking to reinforce
these in January 2024. The Accountant General added that if this was the case, then she
foresaw Government reviewing its policy.

LPS actively chased defaulting tenants during the financial year 2018-19 by issuing 646 30-
day letters, 299 14-day letters and 100 Court summonses.

The average number of General Rates and Salt Water Charges accounts billed in the last 9
years has increased considerably, as shown in Figure 43, which could also have had a
negative impact on arrears.

Figure 43
Financial Year-End No. of Accounts
31 March 2011 12,233
31 March 2012 12,651
31 March 2013 13,675
31 March 2014 14,324
31 March 2015 14,585
31 March 2016 14,750
31 March 2017 14,964
31 March 2018 16,046
31 March 2019 16,534

Of the 92 arrears repayment agreements being administered by LPS on 31 March 2019 with
outstanding debts amounting to £0.91m, 53 referred to domestic accounts and 39 were
commercial accounts. Of these, 32 repayment agreements were administered through the
CAU. Three cases were defaulting, all of which were commercial accounts. All three
defaulting debtors had either been sent reminders to pay or issued with Court summonses.
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3.2.8  Figure 44 depicts the top 15 General Rates and Salt Water Charges active commercial
debtors as at 31 March 2019. The debts listed are composed of the balances outstanding in
respect of these debtors, which includes all active accounts held under their name as at 31
March 2019. This makes up 16.2% of the total outstanding debt for the year.

Figure 44
Total Arrears Date of Last Payment
Received
Debtor 1 £203,680 27 February 2018
Debtor 2 £181,210 5 January 2018
Debtor 3 £179,264 Has never paid
Debtor 4 £123,224 26 February 2016
Debtor 5 £45,047 19 March 2019
Debtor 6 £40,869 Has never paid
Debtor 7 £32,700 27 June 2018
Debtor 8 £32,072 18 July 2014
Debtor 9 £26,669 29 March 2019
Debtor 10 £23,248 19 March 2019
Debtor 11 £21,682 29 January 2019
Debtor 12 £18,727 5 March 2019
Debtor 13 £17,209 18 March 2019
Debtor 14 £15,072 5 April 2016
Debtor 15 £13,046 Has never paid
Total £973,719

3.2.9 Five of the above debtors had entered into long-term repayment agreements with the CAU,
whilst four debtors are in negotiations with the Government. Two other debtors have since
paid in full and one debtor is making repayments. Furthermore, one debtor has an
agreement with the Treasury; one debtor is in correspondence with the CAU; and one debtor
is set to receive a Court summons under the CAU’s instruction.

3.2.10 LPS is actively chasing debtors in liaison with the CAU. Both my predecessor and | have
highlighted in past reports our view that Government should look into owner’s liability, if the
occupier defaults by exploring the possibility of passing the debts onto the landlord, in
accordance with section 272A of the Public Health Act. | am glad to report that the CAU are
now pursuing debts by making the owners of the hereditaments liable for the payment of
outstanding rates in line with section 272A and section 287 of the Public Health Act.

3.2.11 Ground and Sundry Rents Arrears - The amount outstanding in respect of Ground and
Sundry Rents as at 31 March 2018 stood at £0.81m, a decrease of £0.22m compared with
the previous year’s arrears of £1.03m. There were no write-offs of debts deemed
irrecoverable during the financial year 2017-18. On 31 March 2019 arrears had decreased
by £0.04m to £0.77m. However, as a result of £0.08m written-off during the financial year
2018-19 of debts deemed irrecoverable, there was in effect an increase of £0.04m in arrears
during the financial year.

3.2.12 An examination of the Ground and Sundry Rents arrears records showed that on 31 March
2019, £0.51m (66.2% of the total arrears figure of £0.77m) was owed by 50 tenants (out of
789 tenants in arrears on that date) owing sums in excess of £5k. This equates to 6.3% of
debtors owing 66.2% of the arrears.
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There were 68 tenants with a combined debt of £0.42m (54.5% of the total debt) as at 31
March 2019 with debts of over £1k and outstanding for over one year, of which:

e 14 commercial tenancies owed £0.10m, of which two had entered into agreements with
GOG; two further accounts had entered into agreements with LPS and the debt recovery
panel. One account had a monthly standing order in place; one further account was
pending approval for part of the amount outstanding to be written-off; one account had
repaid the majority of the outstanding balance after the year-end and the remaining
seven accounts had been sent 21-day notice letters in November 2018;

e 45 inactive commercial and three inactive residential tenancies, with a combined debt
of £0.28m had their arrears statute-barred as at 31 March 2016. The Limitation
(Amendment) Act 2016 came into operation on 3 August 2016 and repealed the former
6-year statute-barred limitation period. As a consequence, details of 23 of the 45
inactive cases were requested by CAU from LPS in February 2019 with a view of
reviewing these accounts to determine which balances, if any, were recoverable or
needed to be written-off;

e Two private residential management companies collectively owing £0.01m; and

e £0.03m was owed by four residential tenants of which one had last paid in 1999. All four
tenants were sent a 21-day notice letter on 20 March 2019.

A review of LPS’s arrears recovery policy and procedures on a sample of 15 tenants in
arrears carried out on 1 April 2019 revealed that:

e 12 tenants had been issued with 21-day notice letters during March 2019; and

e The remaining three tenants were inactive and had not been issued with any notice
letters. Of these, two tenants’ arrears were pending being written-off and the
recoverability of the remaining tenant’s outstanding balance was being assessed.

On 1 April 2019 LPS was administering five repayment agreements, of which one had fully
repaid by May 2019, and two tenants had defaulted.

There were six tenants with inactive accounts which were still pending a decision to be
written-off as highlighted in the fourth bullet point of paragraph 3.2.12 of my predecessor’s
report on the public accounts for the financial year 2011-12 and again referred to in
paragraph 3.2.18 of my previous report. Following the enactment of the Limitation
(Amendment) Act 2016, these formerly statute-barred debts were included in the list of
inactive tenancies referred to the CAU for their review, to determine which balances, if any,
were recoverable or alternatively should be written-off.

The exercise of issuing 21-day notice letters is now being performed regularly by LPS,
however, there are still no follow-up legal procedures to recover the arrears if tenants
continue to default. Legal action is instituted by either referring cases to the Courts or
proceeding to forfeit leases and repossess premises after having obtained the relevant legal
advice.

A total of 310 21-day notice letters (15t reminder) were issued in November 2018 to
residential, including freehold, properties and commercial tenants. A further 412 21-day
notice letters (15t reminder) were issued in March 2019 to tenants owing rents.

As highlighted in the second bullet point of paragraph 3.2.13 of this report, there were a
number of tenancies with inactive accounts that were statute-barred as at 31 March 2016.
Of these, numerous statute-barred accounts with balances over six years old were
requested for write-off in 2014 but approval was never granted. On 3 August 2016, the new
legislation under the Limitation (Amendment) Act 2016 came into operation and repealed
the previous six-year statute-barred limitation period, meaning that statute-barred debts over
six years old can now be pursued for recovery. Following the change in legislation, a list of
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all such tenants was referred to the CAU for them to determine which balances were
recoverable and those which required write-off. The CAU would pursue all cases where
arrears were deemed to be recoverable.

Figure 45 shows the top 15 Ground and Sundry Rents debtors as at 31 March 2019:

Figure 45
Total Arrears Date of Last Payment Received

Debtor Company 1 £32,263 10 August 2000
Debtor Company 2 £30,378 29 March 2019
Debtor Company 3 £30,121 20 March 2019
Debtor Company 4 £26,219 Has never paid
Debtor Company 5 £24,049 29 August 2014
Debtor Company 6 £23,053 24 August 1999
Debtor Company 7 £23,038 4 July 2017
Debtor Company 8 £21,050 29 March 2019
Debtor Company 9 £13,525 15 March 2019
Debtor Company 10 £13,326 8 January 2019
Debtor Company 11 £12,680 9 November 1993
Debtor Company 12 £11,677 28 February 2019
Debtor Company 13 £11,610 Has never paid
Debtor Company 14 £11,252 19 February 2014
Debtor Company 15 £11,039 30 September 2013
Total £295,280

The top 15 Ground and Sundry Rents debtors totalled £295,280 as at 31 March 2019, a
decrease of £240,277 compared with the 31 March 2017 top 15 debtors total of £535,557.
The decrease was attributed to four debtors fully paying all arrears; one tenant’s debt being
fully written off; one tenant’s debit being partially written-off and subsequently settling the
remainder of the debt; and four debtors reducing their debts. Of the remaining five debtors,
two companies’ debts had remained the same and three companies had increased their
debts. The top 15 debtor companies represent 38.1% of total arrears owed as at 31 March
2019. Of these companies, three have never paid Ground and Sundry Rents; three other
companies have not paid in more than 18 years, including one company which has not paid
in over 25 years; and one company’s arrears were pending approval to be written-off.

The total amount of Ground Rent reductions received by private residential estates during
the financial year 2017-18 and 2018-19, which relate to expenditure incurred in connection
with works carried out in any year on the embellishment, maintenance and improvement to
their respective housing estates, was £0.10m and £0.13m respectively. Amounts owed by
private housing estates pending rent reductions as at 31 March 2018 stood at £0.05m and
the amount due by these entities as at 31 March 2019 was reduced to £0.01m. Of these,
one private residential estate had its Ground Rent payable reduced to a nominal fee with
effect from 1 January 2015 subject to no further claims being made and no further requests
for a waiver in Ground Rent.

As mentioned in the past four reports, there is still no procedure to take Ground and Sundry
Rents debtors to Court. LPS and Treasury are still reviewing the best course of action in
accordance with the Landlord and Tenant Act and the Housing Act 2007 to address
persistent debtors. A draft arrears policy has been produced and is still in the process of
being agreed. Meanwhile, however, LPS is actively pursuing debtors in liaison with the CAU.
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Bank Reconciliation Statements - On 7 October 2022, | wrote to the acting Accountant
General, informing her that a review of the Treasury bank reconciliation statements on 7
June 2022 had revealed that the last bank account reconciliation carried out by the
department was for the month of March 2018 which had been finalised on 19 August 2021,
a period of over three years later. Moreover, this reconciliation statement contained
unreconciled items going as far back as 2013. | informed the acting Accountant General
that, aside from the bank account reconciliation statement in respect of NatWest Bank, the
reconciliation statements for all other banks for the month of March 2017 could not be found
by Treasury staff and were therefore unavailable for audit examination. Having reviewed the
NatWest Bank reconciliation statement, | told her that this reconciliation had been finalised
on 18 June 2020, also a period of over three years later. | highlighted the fact that the
reconciliation of the Treasury bank accounts is solely being carried out once a year, instead
of on a monthly basis as required by Government Accounting Instructions. | added, that by
not performing regular bank account reconciliations, the department is failing to ensure that
all moneys received and paid by the Government are brought promptly and properly to
account, in clear contravention of section 47(3)(a) of the Public Finance (Control and Audit)
Act.

| informed the acting Accountant General that the delay in conducting periodical
reconciliations between Treasury bank accounts and the Cashbook is a matter of deep
concern to me given that possible errors in transactions that lead to a difference between
the accounting records and the bank statements are not been identified on a timely basis. A
bank reconciliation statement also helps to identify potential fraudulent activities and the
accuracy of various ongoing transactions. Hence, the importance of undertaking these
reconciliations promptly and periodically, and that these be subsequently checked by a
supervisory officer and the Accountant General on a timely basis. | further told the acting
Accountant General that it was my understanding that Treasury officers had been recently
carrying out a large exercise to clear items from 2013 to 2018. | asked the acting Accountant
General that once this was finalised | would be grateful to learn when the April 2018 bank
reconciliation was completed so that this could be audited.

| highlighted to the acting Accountant General that | was particularly concerned that the
Public Accounts of Gibraltar for the years ended 31 March 2017, 31 March 2018 and 31
March 2019 had been presented to me for audit examination without the pertinent bank
reconciliations having been carried out. The fact that there has been no internal control
process carried out by Treasury to ensure the correctness of the bank balances reflected in
the aforementioned public accounts represented a serious control weakness and was highly
improper.

The audit review of the Treasury Bank reconciliation statements for March 2018 brought to
light the following observations:

(@) There was a material difference of £5,362,029 between the cashbook and bank
accounts of one particular bank. | told the acting Accountant General that it was of
particular concern to me that the majority of this difference was due to £5.6m credited
in the cashbook that had not yet been accounted in the bank account. It was noted
that there were a total of 535 unreconciled items in this particular bank reconciliation
statement that were pending to be brought to account for a substantial number of
years, ranging from 2015 to 2018.

(b) It was noted that in the bank reconciliation in respect of another bank, there was a
difference of £24,536 between the cashbook and bank accounts. The greater part of
the difference was due to £18k credited in the cashbook but not yet accounted in the
bank account; and £6k debited in the Bank account and not posted in the cashbook.
There were a total of 65 unreconciled items in this bank reconciliation statement that
were pending to be brought to account for a significant number of years, ranging from
2013 to 2018.
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(c) The bank reconciliation statement carried out on another different bank showed a
difference of £926,588 between the cashbook and bank accounts. The difference was
largely due to LPS credit transactions in the cashbook that had not been accounted in
the bank account amounting to £1.1m. There were a total of 18 unreconciled items in
this bank reconciliation statement. These transactions have been pending to be
brought to account for a notable number of years, ranging from 2016 to 2018.

(d) It was noted that in the bank reconciliation carried out on another bank, there was a
difference of £7,318 between the cashbook and bank accounts due to credit
transactions in the bank account from related parties, i.e. Gibraltar Car Parks Ltd and
Gibraltar Air Terminal Ltd, not having been posted in the cashbook. There were a total
of 5 unreconciled items in this bank reconciliation statement. These transactions have
been pending to be brought to account for a significant number of years, ranging from
2015 to 2018.

| told the acting Accountant General that | considered that the Treasury was not giving
sufficient attention and importance to the process of undertaking bank reconciliations when
these were an essential internal control tool. | reiterated that Treasury should carry out
reconciliations between their cashbook and bank accounts on a monthly basis and maintain
these consistently up to date. Queries and unreconciled items should be investigated
promptly, and not left unattended for years.

The acting Accountant General replied to me on 7 December 2023, agreeing with my
recommendations that the bank reconciliations are an important and essential internal
control tool and that the Cashbook and the Bank accounts should be reconciled on a monthly
basis and maintained up-to-date and that queries and unreconciled items should be
investigated promptly and not left unattended. The acting Accountant General said this
sentiment was also shared by her predecessor who she understood tried to ensure the bank
reconciliation were kept up-to-date and in a suitable manner.

The acting Accountant General explained that unfortunately over the past years the
aforementioned processes have fallen out of synch due to various different resources and
management issues. The Treasury Payments Section was also impacted by the change in
accounting system. The initial indications, when the accounting system changed, were that
the bank reconciliation would become a near fully automated process and in this way more
resources could be placed on bringing up to date the more outdated bank reconciliations.
Unfortunately, she said, this has not been the case and not only have the staff had to deal
with the change in accounting system but the time invested in this has not allowed for the
long-standing reconciliations to be tackled accordingly. The acting Accountant General
added that before her predecessor left, it was decided to delegate the responsibility of
bringing the reconciliation of the bank statements up to date, to a Senior Executive Officer
as a prioritised task. She was hopeful that this exercise would soon be finalised satisfactorily.

In her reply, the acting Accountant General told me that notwithstanding the above, it was
important to mention that a number of the points raised as outstanding in the audit
management letter were the result of timing issues between the date of banking and the
banks’ cheque clearing system and/or genuine administrative errors which, as at March
2022, were already resolved. By way of example, she cited:

¢ that an amount outstanding of £7,193, which had been reported that a company had
not paid and which Treasury should pursue, had in fact been settled by the company
via two cheques. However, the credit at the time was unfortunately erroneously
receipted under a different bank. The transactions were identified as part of the
reconciliations and were corrected/adjusted in July 2020;

e a total outstanding amount of £387,994 reported as still due and that should be
pursued with Companies House, had in fact been paid by Companies House via a
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cheque receipted in March, banked in March but cleared by the bank, value date April
2018. The acting Accountant General explained this is common practice by the Bank
in respect of cheques deposited given that their cheques clearing system takes a few
days; and

e an amount outstanding of £65,787 reported as an unpaid amount in respect of
salaries paying-in slips, related in actual fact to various bank paying-in credit slips that
were banked in March 2018 and also cleared and credited by the Bank in April 2018.

The acting Accountant General commented that she and the Treasury Payments Section
team were very positive that, as and when reconciliations were finalised, all the audit
queries would be addressed and resolved.

| replied to the acting Accountant General on 12 December 2022, thanking her for her
response but highlighting that although her reply offered an explanation to some of the
issues raised it did not provide a specific explanation to each and all of the matters raised in
the audit management letter. | therefore requested that she provide me with her written
comments/explanations addressing all the issues raised in my letter.

The acting Accountant General replied on 16 March 2023, informing me that both the Senior
Executive Officer and Higher Executive Officer of the Treasury Payments Section, who
would be retiring in July/August 2023, were fully committed to the reconciliations of the bank
statements up to March 2021. The acting Accountant General was hopeful that once this
exercise was finalised they would be in a position to resolve the queries raised in the audit
management letter. She trusted | would understand that this was their priority at the moment
and it was of more value to have them finalise the bank reconciliations in their totality before
addressing the response to the audit queries.

On 25 October 2023 and on 28 November 2023, | wrote to the acting Accountant General
enquiring to learn what was the current position in regard to the reconciliation of the bank
statements and when did she envisage replying to all the queries in my audit management
letter dated 7 October 2022. The acting Accountant General replied on 28 November 2023,
explaining that although the Senior Executive Officer and Higher Executive Officer of the
Treasury Payments Section had progressed well with the bank statement reconciliations
before retiring, they had run out of time before finalising the exercise completely.
Notwithstanding, she was happy to report that their replacements effectively picked up
where they left and she had noted they were making good progress. The acting Accountant
General informed me that she would shortly be providing me with a full reply to the audit
management letter.

Gibraltar Coinage — Circulating Coins - The value of Gibraltar circulating coins at the end
of the financial year 2016-17 stood at £12.94m, compared to £12.34m at the end of the
previous financial year, representing an increase of £0.60m. At the end of the financial year
2017-18 the value of Gibraltar circulating coins had further increased by £0.24m to £13.18m.
The totals of Gibraltar circulating coins by denomination as at 31 March 2017 and 31 March
2018 are shown in Figure 46 hereunder:
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Figure 46
Coins in Circulation as at 31 March 2017 Coins in Circulation as at 31 March 2018
Number of Coins and val Number of Coins and Vval
Denomination alue Denomination alue

19,961 x £20 £399,220.00 19,940 x £20 £398,800.00
18,361 x £15 £275,415.00 18,348 x £15 £275,220.00
130,011 x £5 £650,055.00 129,996 x £5 £649,980.00
100,988 x £3 £302,964.00 100,978 x £3 £302,934.00
215,928 x £2 £431,856.00 222,228 x £2 £444 456.00
7,424,377 X £1 £7,424,377.00 7,582,477 X £1 £7,582,477.00
2,274,874 x 50p £1,137,437.00 2,300,524 x 50p £1,150,262.00
5,057,960 x 20p £1,011,592.00 5,325,510 x 20p £1,065,102.00
6,105,669 x 10p £610,566.90 5,990,519 x 10p £599,051.90
9,303,706 x 5p £465,185.30 9,499,100 x 5p £474,955.00
*5,634,777 X 2p £112,695.54 *5,634,777 X 2p £112,695.54
*12,127,731 X 1p £121,277.31 [*12,127,731 X 1p £121,277.31
Total £12,942,641.05 Total £13,177,210.75

* The number of 1p and 2p coins in circulation remained the same during the financial years 2016-17 and 2017-18 as
a result of the Government’s decision, in early 2014, to cease producing these denominations of coins as it considered
it was not cost-effective to mint this low-value coinage in view of the high manufacturing costs involved. However,
subsequently, due to the high demands for these denominations of coins and the difficulties for banks to source these
coins from the UK, the Government decided to reintroduce the minting of these coins in 2018.

3.2.36 The value of Gibraltar circulating coins during the last five financial years is shown in Figure

47.
Figure 47

Financial Value of Coins in
Year-End Circulation

31 March 2014 £10,903,067

31 March 2015 £11,718,636

31 March 2016 £12,342,191

31 March 2017 £12,942,641

31 March 2018 £13,177,211

3.2.37 Gibraltar Coinage — Commemorative Coins - Sales of Gibraltar commemorative coins by
the Treasury Department during the financial year 2016-17 amounted to £37,043 compared
to £28,269 in the previous financial year, and £23,373 during 2017-18. Details of the
commemorative coin sales during the last five financial years are shown in Figure 48.

Figure 48
Financial Commemorative
Year Coin Sales
2013-14 £50,086
2014-15 £11,949
2015-16 £28,269
2016-17 £37,043
2017-18 £23,373

The increase of £8,774 in sales of commemorative coins during 2016-17 in comparison to
the previous financial year’s sales of £28,269 was largely due to an above average number
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of gold commemorative coins sold, added to the fact that at times a selection of coins is
produced that is more appealing to collectors, leading to an overall increase in sales. The
above average commemorative coin sales during the financial year 2016-17 was confirmed
in the subsequent year 2017-18 when commemorative coin sales decreased by £13,670 to
£23,373.

Royalties on Coin Sales - Royalties received from the sale of Gibraltar commemorative
coins during the last 21 financial years are shown in Figure 49.

Figure 49
Financial Royalties Received
Year by Government
1998-99 £67,194
1999-00 £119,124
2000-01 £103,377
2001-02 £97,536
2002-03 £63,081
2003-04 £16,780
2004-05 £210,263
2005-06 £267,005
2006-07 £224,436
2007-08 £128,035
2008-09 £179,141
2009-10 £41,826
2010-11 £55,697
2011-12 £9,529
2012-13 £147,036
2013-14 £27,151
2014-15 £41,057
2015-16 £143,589
2016-17 £45,000
2017-18 £45,000
2018-19 £45,000

On 21 February 2017, the Financial Secretary issued a Directive (No. 3/2017) declaring that
as from 1 April 2016, the Government of Gibraltar had decided that the Gibraltar National
Mint Ltd —a GSBA Limited owned company which is ultimately owned by the Gibraltar
Savings Bank— would operate, manage and develop the commemorative coinage business
for and on behalf of the Government. The minting and issue of circulating coinage, would on
the other hand, continue to be operated and managed directly by the Treasury Department.
Previously, Pobjoy Mint Ltd had had a contractual agreement from November 1988 to March
2004 for the production, marketing and distribution of Gibraltar circulating and
commemorative coins. Thereafter, as from 1 April 2004, Tower Mint Ltd was engaged to
manufacture Gibraltar circulating and commemorative coins together with a leading UK
mailing and marketing company, Westminster Collection Ltd who were contracted to market
and distribute worldwide (as sole distributors) Gibraltar commemorative coins, excluding
Gibraltar. As a result of the Directive, the management of all commemorative coinage
matters was transferred from the Treasury Department to the Gibraltar National Mint Ltd on
1 April 2016. As from this date, the company liaised with the different Mints in the production
and distribution of Gibraltar commemorative coinage and deal with the approval of the
number, denomination, type of metal, composition, weight, shape, and proposed design of
commemorative coins to be minted. Gibraltar National Mint Ltd would also be responsible
for the approval of the royalty payments to be made by the Mints on the coin sales.
Commemorative coin issues continue to require the approval from Buckingham Palace (for
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the use of Her Majesty the Queen’s effigy on the coinage) and from the Government’s
Minister for Finance.

The Directive from the Financial Secretary further states that in consideration for the
operation, management and development for the Government of the commemorative
coinage business, the Gibraltar National Mint Ltd would retain any royalties or other
payments receivable from the respective Mints, and in turn the company would pay the
Government (Consolidated Fund) £45,000 per annum in respect of the commemorative
coins business. It should be noted from the royalty figures shown in Figure 49 that, in
comparison, the Government of Gibraltar has received on average, £108,000 per annum
from royalties over the last 18 years, prior to the arrangement with the Gibraltar National
Mint Ltd. In fact, an examination of the revenue received on royalties from coin sales during
the financial year 2016-17 (the year that the agreement with the Gibraltar National Mint Ltd
came into effect) revealed that the actual revenue received for the year amounted to
£432,482. However, following the Directive (No. 3/2017) coming into effect retrospectively
as from 1 April 2016, a book adjustment was made to Revenue Head 6 Subhead 10
Royalties on Coin Sales in March 2017, transferring £387,482 from government revenue to
Gibraltar National Mint Ltd and leaving £45,000 as the revenue derived from royalties by the
Government of Gibraltar in the year 2016-17. The sum of £387,482 transferred from revenue
to Gibraltar National Mint Ltd, plus £241,567 derived from the company’s own
commemorative coin sales resulted in a total income of £629,049 for Gibraltar National Mint
Ltd. Figure 50 shows the royalties plus income from commemorative coin sales received by
Gibraltar National Mint Ltd during the last seven years.

Figure 50
Financial Royalties + Income from
Year Coin Sales Received
by Gibraltar National
Mint Ltd

2016-17 £629,049

2017-18 £702,338

2018-19 £1,002,570

2019-21 * £2,044,152

2021-22 £1,273,320

2022-23 £1,152,343

* 24-month financial period

The average income derived by the Gibraltar National Mint Ltd from royalties and
commemorative coin sales over the last 7 years amounts to £972k per annum. Evidently,
from this income must be deducted the cost of manufacturing the commemorative coins and
other related costs.

On 5 December 2023, | wrote to the Financial Secretary informing him that in my view, the
arrangement approved by the previous Financial Secretary for the royalties to be retained
by the Gibraltar National Mint Ltd, constitutes diverting revenue from the Consolidated Fund
and contravenes section 67 of the Gibraltar Constitution, which prescribes that: ‘All revenues
or other moneys raised or received for the purposes of the Government of Gibraltar (not
being revenues or other moneys that are payable by or under any Act into some other fund
established for a specific purpose or that may by or under any such law be retained by the
authority that received them for the purposes of defraying the expenses of that authority)
shall be paid into and form one Consolidated Fund.’.

| further informed the Financial Secretary that clause 1 of Directive No.3/2017 states that,

‘The management of all commemorative coinage matters be transferred by the Treasury to
Gibraltar National Mint Ltd in order for this company to operate, manage and develop the
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commemorative coinage business on behalf of the Government’; and as far as | am aware,
the ex-Director of the Gibraltar House in London is the only individual assigned to work on
Gibraltar National Mint Ltd matters (as a self-employed individual). Yet, there is a significant
amount of work relating to commemorative coinage that is performed directly by the staff of
the Treasury Currency Section on behalf of Gibraltar National Mint Ltd. This involves:

(a) Preparation of draft legal notice for the issue of new commemorative coins, thereafter
sent to the Government Law Office for publication in the Gibraltar Gazette;

(b) Recording and monitoring all monies received via Gibraltar National Mint Ltd’s bank
account;

(c) Holding, managing and controlling the stocks of commemorative coins purchased by
Gibraltar National Mint Ltd for sale in Gibraltar;

(d) The sales of Gibraltar National Mint Ltd commemorative coins in Gibraltar;

(e) All web sales and administration regarding the official Gibraltar National Mint Ltd
website; and

(f) Verifying and checking all royalty reports in respect of coins sold directly by the Mints.

Aside from the above, there is also additional work undertaken by a public officer employed
at the Department of Economic Development. Hence, in my view, there is a clear
infringement of the Financial Secretary’s Directive in this regard. | pointed out to the
Financial Secretary, that if he considered that the work undertaken by the civil servants in
relation to commemorative coins should continue as at present, then the Directive should
be amended accordingly to reflect this, and in my view an appropriately costed management
fee charged to the Gibraltar National Mint Ltd for the work performed by the government
officials on the company’s behalf. At the close of this report, | had not received a reply from
the Financial Secretary.

Central Arrears Unit

3.3.1

3.3.2

3.3.3

The Central Arrears Unit (“CAU”) was set up as a fully dedicated Unit for the recovery of
Government arrears of revenue in May 2016, with effective arrears recovery work starting
in July of that same year. Previously, the main function of the CAU had centred on monitoring
and supervising the collection of public monies and the recovery of arrears of revenue by
government departments, statutory authorities and agencies. However, as from the
aforementioned date, the follow-up and collection of Government arrears of revenue as a
centralised function became the Unit’s key role. Another important function carried out by
the CAU, with effect from June 2017, was that of tax compliance. The collection and recovery
of arrears and tax compliance is undertaken by a team of officers specialised and dedicated
exclusively to this work, who have direct access to the main revenue collecting departments’
debt information systems. The organisational change of having a dedicated Unit facilitates
the consolidation of arrears recovery policies and enables closer liaison with Receivers of
Revenue to supervise the recovery of debts owed to Government.

As commented in my previous report, the scope and strategic plan set by the CAU is as
follows:
¢ Reduction of existing arrears of revenue by pursuing debtors in a firm but fair manner;
¢ Identifying debt by carrying out effective compliance work as ongoing work-in-progress;

o Ensuring that all debts are updated in the department’s debt information system to
identify true liability and enable arrears recovery action to commence; and

e Collecting current revenue dues in a timely manner in order to curb any further
escalation of arrears.

A new Head of the CAU was appointed in November 2019, after the retirement of her
predecessor. The Unit's current complement is that of eleven officers. The CAU continues
to obtain legal advice by outsourcing this service, primarily to two different private legal firms,
an arrangement that the CAU considers to be working effectively in the recovery of arrears.
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Although the CAU comes under the Accountant General for accounting purposes, the Unit
works quite independently. The Head of the CAU informed that she works closely with the
Financial Secretary obtaining his steer when needed.

In better managing the debt recovery process, the CAU was to centralise all debts by the
creation of a dedicated computer database linked to all government departments, authorities
and agencies in order to create a master database to consolidate all individual debts owed
to Government. However, this has now been superseded by Government’s policy of
creating a central information system as part of its eGov policy. Nevertheless, the CAU
continues to have “viewing” access, via electronic links, to the main revenue collecting
departments’ debt information systems, these include:

¢ Income Tax Office in respect of PAYE; Corporation Tax; Self-Employed Tax; and
Social Insurance Contributions.

e Land Property Services Ltd (“LPS”) in respect of General Rates and Salt Water
Charges; and Ground and Sundry Rents.

¢ Gibraltar Electricity Authority in respect of Electricity Charges.
¢ Housing Department in respect of House Rents.
o Department of Education in respect of Scholarship Fees - Reimbursements.

The CAU continues to apply the following arrears recovery initiatives which have proven to
be particularly effective:

¢ the cancellation of tax arrears against tax refunds and also matching tax credits with tax
debts;

e compulsory settlement of debts on the purchase or sale of properties by the debtor;
e recovering debts from those who are out of jurisdiction;
¢ identification of recoverable debts previously written-off;

e requirement for the CAU to be consulted on the possible arrears owed by companies
who tender for Government Contracts;

e a full arrears check is carried out by the CAU before approval, or business licence, is
granted to individuals applying for a trade licence or permit. The CAU has the power of
blocking applications for licences until outstanding arrears are paid;

e CAU involved in the write-offs process with all write-offs passing through the Head of
the CAU; and

e continue working to recover debts managed by LPS (General Rates and Ground and
Sundry Rents) via the Debt Recovery Panel. The Debt Recovery Panel’s main function
and scope remains the same, that is:

- interviewing debtors (tackling highest debts first);

- ensuring that payments are made for both arrears and current bills; and

- ensuring that any issues affecting the repayment of debts are reviewed and
actioned.

Additionally, since my previous report, the CAU has implemented the following initiatives:

e Working with the effects of the Limitation (Amendment) Act 2016, enacted on 27 July
2016, whereby the time limit available to recover debts owed to the Crown was
removed; and

e Undertaking internal reviews in identified Government departments, authorities and
agencies where there has been a marked increase in the level of arrears of revenue.
The CAU refers to these internal reviews as ‘Debt Management Exercises’. The aim of
these exercises is to assess the current arrears position and assist and advise the
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Receiver of Revenue in trying to recover outstanding debts. To date, four government
organisations have been reviewed in detail, these being, the Gibraltar Health Authority,
the Department of Education, the Gibraltar Maritime Administration and the Government
Hostels. The CAU considers these reviews have been highly effective in maximising the
recovery of arrears. There were other departments where the level of arrears had also
increased; however, these were not subjected to an in-depth review by the CAU as
satisfactory explanations were provided for the increase in arrears and therefore an in-
depth review was not necessary in those cases.

In the last two audit reports my predecessor and myself have highlighted that since the CAU
was set up over seven years ago, the Unit has been working to introduce various recovery
and enforcement strategies. One of the primary initiatives is the amendment and/or
introduction of laws that will enable the Unit's planned methods. One very important piece
of legislation that would greatly enhance the CAU’s capability is the introduction of the
Arrears Recovery legislation. This legislation is currently in its final draft and is awaiting
approval so that it can be enacted. At the time of this report, the Arrears Recovery legislation
had not yet been passed. Once this legislation is in place, the CAU will gain added powers
to apply their planned arrears recovery methods, such as using attachment of earnings to
recover debts. At present the CAU can only use attachment of earnings to recover tax
arrears as this is provided for under the Income Tax legislation. By means of the Arrears
Recovery legislation, the CAU also plans to hold back the sale, rent or allocation of newly
acquired government property and the issue of licences until outstanding arrears are repaid.
A further initiative the Unit would like to implement, if needed, is the disqualification of
Directors through the Insolvency Act. However, to date, there has been no need to disqualify
Directors as other tools for arrears recovery have proved to be effective.

As mentioned in my previous report, one of the first exercises tackled by the CAU was the
‘cleansing’ of arrears. This entails, eliminating those debts owed to Government that are not
realistically recoverable, for example arrears owed by deceased persons; also, in respect of
tax debts — matching credit sums held by the Income Tax Office against outstanding debts;
and lastly, recommending the write-off of arrears considered irrecoverable in order to
establish the crystallised debt. The clean-up of historical arrears has now been tackled,
although arrears in respect of PAYE individuals is still ongoing given that the level of debt
was extremely high (£5.65m) and just taken-on by the CAU on 1 May 2018, in comparison
to the other arrears which were passed to the CAU during its first year, i.e. in 2016. However,
it is important to note that the cleansing of arrears is an ongoing process as new debts are
identified, analysed and thereafter crystallised.

Since the last audit review in 2017, the CAU has continued to tackle the recovery of arrears
of revenue in respect of the following departments/areas:

¢ Income Tax Office - Arrears in respect of Employers’ PAYE; Self-Employed Tax;
Corporation Tax; Employers’ Social Insurance contributions; Self-Employed Social
Insurance contributions; and in recent years a large part of the CAU’s time has been
spent on PAYE Individuals’ arrears, given the substantial overall debt in this sector,
which had not been tackled in an extremely long time;

e Land Property Services Lid - Arrears in respect of General Rates and Salt Water
Charges and Ground and Sundry Rents; and

¢ Inactive Debts - Exercises in respect of inactive accounts relating to electricity charges
and old scholarship debts are ongoing and constantly being reviewed.

Another important function of the CAU is that of undertaking tax compliance checks. These
regular and ongoing exercises entail monitoring and verifying the payment of tax due in a
timely manner in accordance with Income Tax legislation. The CAU considers compliance
exercises to be an essential and very effective tool in the management and collection of
current tax dues, particularly in preventing the escalation of arrears of revenue. The CAU
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also undertake compliance checks on the timely payment of Social Insurance contributions
deductions by Employers and Self-Employed Social insurance contributions.

Furthermore, the CAU also performs arrears checks, on an ad hoc basis on behalf of
Gibraltar Car Parks Ltd, on individuals applying for zone parking permits. Their role is to
ensure applicants do not have any Government arrears owing; and if they do have
outstanding debts, that the parking permit is granted on condition that all arrears are settled
immediately. This is now done by the CAU every time a zone parking permit renewal is due.

According to the latest report produced by the Head of the CAU, the overall reduction in
arrears since inception of the CAU — a period of approximately four years, in respect of the
main revenue items, was £20.08m as at 31 March 2019, as analysed in Figure 51 below.

Figure 51

Date Debt Recovery  Revenue Item in Arrears (Decrease) / Increase in Debt
was passed to CAU as at 31 March 2019

1 August 2016 Employers’ PAYE Deductions (£3,820,601)
1 August 2016 Employers’ Social Insurance Contrs. Deductions  (£4,600,452)
17 October 2016 Self-Employed Tax (£4,234,253)
17 October 2016 Self-Employed Social Insurance Contributions (£429,548)
14 November 2016 Corporation Tax (£4,741,108)
31 December 2016 General Rates and Salt Water Charges £110,864
31 December 2016 Ground and Sundry Rents (£551,470)
1 May 2018 Individuals’ PAYE (£1,810,367)

Total (£20,076,935)

3.3.13

3.3.14

Commenting on the way forward, the Head of the CAU reported that the Unit would continue
to: perform compliance exercises to ensure the timely payment of Corporation Tax and Self-
Employed Tax and Self-Employed Social Insurance Contributions and Employers’ Social
Insurance Contributions deductions; undertake write-off exercises in respect of Tax and
Social Insurance arrears; maintain a firm stance in the collection of current amounts due in
order to curb the escalation of arrears; aim to finalise ongoing legal cases in the recovery of
Employers’ PAYE and Social Insurance Contributions deductions and Self-Employed Tax;
and, liaise with the Commissioner of Income Tax to resolve issues which impede effective
arrears recovery regarding PAYE Individuals’ arrears. In respect of General Rates/Salt
Water Charges and Ground and Sundry Rents, the CAU will continue to review inactive
accounts with a view of ascertaining irrecoverable debts for eventual write-off requests; and,
maintain the effective recovery of arrears via the Debt Recovery Panel.

The Head of the CAU further highlighted that debt management exercises continue to be
performed with the aim of tackling all revenue subheads. The CAU also assists Receivers
of Revenue in undertaking special exercises to identify irrecoverable debts with a view of
seeking write-off action. As at 5 December 2023, the total amount written-off since the CAU
was set up in May 2016 amounts to £4.03m as analysed in Figure 52.

Figure 52
Arrears of Revenue in respect of: Amounts Written-off
e Self-Employed Tax £1,052,313
¢ PAYE Individuals Tax £978,746
e Employers’ PAYE deductions & Employers’
Social Insurance Contributions deductions £657,069
¢ Self-Employed Social Insurance Contributions £313,354
e Corporation Tax £305,363
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¢ General Rates and Salt Water Charges £428,853
e Ground and Sundry Rents £299,186
Total £4,034,884

Housing - Administration

3.41

3.4.2

3.4.3

House Rents Collections - House Rents collections amounted to £4.27m in the financial
year 2016-17 and £3.99m in the financial year 2017-18, which were £2.27m and £1.49m
more respectively than the approved estimates for each year. The results for these two
financial years represented a year-on-year increase of £1.31m followed by a year-on-year
decrease of £0.28m. However, in the subsequent financial year 2018-19, there was again
an increase in House Rents revenue of £0.17m to £4.16m.

Gibraltar Capital Assets Limited (GCAL), a wholly-owned subsidiary of the Gibraltar
Development Corporation, took ownership of long-leaseholds (by way of the grant of the
property underleases) over six Gibraltar housing estates granted by Gibraltar Residential
Properties Limited who had held the long-leaseholds since March 2010 (except for Mid-
Harbour Estate since March 2016). Gibraltar Residential Properties Limited being a wholly-
owned Government company agreed to allow the rental income to continue being receivable
by the Government, however, since GCAL took ownership in March 2016, the revenue
generated from the six housing estates has been receivable by this company, thus leading
to a total of £2.01m of House Rents collected during the year 2018-19 in respect of these
housing estates being transferred from Government revenue to GCAL, hence reflecting net
House Rents revenue of £2.15m in the financial year 2018-19. Figure 53 shows the House
Rents Approved Estimates together with the total House Rents collections, and the split
between the GCAL transfers and the remaining net House Rents revenue over the last eight
financial years.

Figure 53
Financial Approved Total House Transfers to Net House Rents
Year Estimate = Rents Collections GCAL Revenue
2011-12 £3,030,000 £2,953,511 - £2,953,511
2012-13 £2,700,000 £2,907,697 - £2,907,697
2013-14 £2,900,000 £2,898,877 - £2,898,877
2014-15 £3,000,000 £2,888,644 - £2,888,644
2015-16 £3,000,000 £2,957,488 - £2,957,488
2016-17* £2,000,000 £4,270,790 £1,853,559 £2,417,231
2017-18* £2,500,000 £3,989,527 £1,863,173 £2,126,354
2018-19* £2,200,000 £4,159,498 £2,014,365 £2,145,133

* Total House Rents collections since the financial year 2016-17 have included rents collected in respect of the six

Gibraltar housing estates leased to GCAL. These rents have been transferred to this Government-owned company
pursuant to the Agreement between GCAL and the Government of Gibraltar dated 23 March 2016.

Pursuant to regulation 4(1) of the Housing (Miscellaneous Provisions) Regulations 2017,
which came into effect on 24 August 2017, the level of House Rents shall be increased from
time to time by the Minister with responsibility for Housing by notice published in the Gazette.
In consequence, with effect from 1 September 2017, the Minister increased House Rents by
3%; and thereafter, in recent years, House Rents have been accordingly increased as shown
in Figure 54.

191



PART 3 - DEPARTMENTAL AUDITS

3.4.4

3.4.5

3.4.6

3.4.7

Figure 54
Effective Date of House Rent
Rent Increase  Percentage Increase
1 September 2017 3%
1 July 2018 3%
1 July 2019 3%
1 July 2021 3%
1 July 2022 5%
1 July 2023 3%

An analysis of the House Rents reconciliation statements for the financial years 2016-17
and 2017-18 revealed the following inconsistencies:

¢ the figure for government payroll deductions brought to light a difference of £652,146 in
the financial year 2016-17, when compared with the Treasury Accounting System; and

¢ adjustments in connection with General Rates and Salt Water Charges showed
differences of £1,050,804 and £995,688 in the financial years 2016-17 and 2017-18
respectively, against the Treasury Accounting System.

As mentioned in previous reports, the above-mentioned differences continue to occur due
to the department’s inability to correctly reconcile its related accounting adjustments with the
Treasury records. Furthermore, the significant differences between both sets of House
Rents accounting records is a matter of concern to me.

House Rents Arrears - House Rents arrears stood at £5.29m'2 and £5.07m'2 as at 31
March 2017 and 31 March 2018 respectively, representing year-on year decreases of
£0.47m and £0.21m respectively. At the end of the financial year 2018-19, House Rents
arrears had further decreased by £0.16m to £4.91m'2. Figure 55 shows the comparable
position of House Rents arrears at the year-end over the last ten financial years.

Figure 55
Financial House Year-on-Year Year-on-Year %
Year-End Rents Owing Increase/(Decrease) Increase/(Decrease)

31 March 2010 £3,536,299

31 March 2011 £3,764,341 £228,042 6.4%
31 March 2012 £4,041,868 £277,527 7.4%
31 March 2013 £4,427,974 £386,106 9.6%
31 March 2014 £4,789,307 £361,333 8.2%
31 March 2015 £5,258,753 £469,446 9.8%
31 March 2016 £5,755,687 £496,934 9.4%
31 March 2017 £5,286,364 (£469,323) (8.2%)
31 March 2018 £5,072,653 (£213,711) (4.0%)
31 March 2019 £4,908,569 (£164,084) (3.2%)

Figure 55 illustrates how House Rents arrears had been increasing every year up to the
financial year ended 31 March 2016, at which point the Housing Department began
progressively recovering more House Rents owing than were accumulating for non-
payment, resulting in a net decrease of 8.2% over the financial year ended 31 March 2017.
This was followed by further yearly arrears net decreases of 4.0% and 3.2% during the
financial years ended 31 March 2018 and 31 March 2019 respectively. | am very pleased at
the continued downturn in House Rents arrears. This reflects a successful arrears recovery

12 Arrears figures as at 31 March 2017, 31 March 2018 and 31 March 2019 include House Rents Arrears pertaining to six Gibraltar
housing estates leased to GCAL.
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strategy introduced by the Government in January 2016, aimed at proactively tackling
defaulting tenants in the recovery of their outstanding House Rent debts, as well as
introducing new mechanisms to prevent both the escalation of existing arrears and the
formation of new arrears through the non-payment of current rent.

As highlighted in paragraph 3.4.5 of my last report, the arrears recovery strategy includes:
an updated software application system for the collection of House Rents; improved rent
payment methods (e.g. on-line, via the e-Government portal); withholding parking permits,
sheds, stores or berths at the new small boats marina to tenants who are in arrears; limiting
works provided to defaulting tenants to essential repairs only; not allowing any inclusions,
exclusions or exchanges of tenants in tenancies where rent is owed; requesting all new
Government housing tenants to pay their rent via bank standing orders or payroll deductions;
an amendment to the Limitation Act, which allows for proceedings to be brought by the
Government to recover rent arrears irrespective of how old the debt is; and working closely
with the CAU in chasing all recalcitrant debtors.

Although there was a noticeable improvement in the level of House Rents Arrears, at the
same time there was a decrease in net House Rents collections from £2.42m in the financial
year 2016-17 to £2.13m during the financial year 2017-18, a decrease of £0.29m, followed
by a slight increase of £0.02m from £2.13m to £2.15m in the financial year 2018-19. It must
be noted, that these figures exclude the House Rents revenue collected in respect of the
3,116 properties which make up the six housing estates leased by Gibraltar Residential
Properties Limited to GCAL, namely: Alameda Estate, Glacis Estate, Laguna Estate,
Moorish Castle Estate, Mid-Harbour Estate and Varyl Begg Estate. A total of £1.86m of
House Rents was collected in relation to these six housing estates during the financial year
2017-18 which was transferred from Government revenue to GCAL, with a comparative
£2.01m also transferred during the financial year 2018-19.

The arrangement for the collection of House Rents arrears relating to the six housing estates
leased to GCAL, pursuant to the agreement between this company and the Government of
Gibraltar dated 23 March 2016, is that the Housing Department continues to be responsible
for the prompt and timely collection of rent arrears arising after 23 March 2016 in respect of
each property. In this respect, the agreed policy for rent arrears collection is that:

(a) Payment of rent arrears by a tenant shall first be applied against arrears accrued by
such tenant after 23 March 2016, on a last-in, first-out basis;

(b) Once all arrears accrued by a tenant after 23 March 2016 have been recovered,
payment of rent arrears can be set-off against arrears accrued prior to 23 March 2016;
and

(c) In discharging this policy, payments received from existing and former tenants shall
be treated in accordance with the provisions of clauses (a) and (b) above.

In order for the department’s arrears recovery strategy to continue its success into the future,
it will require constant monitoring and suitable modifications to ensure that the department’s
resources are effectively managed and that departmental policies and procedures remain in
line with its long-term objectives. The department could complement its revised arrears
repayment agreements with regular follow-ups of tenants who fail to comply with the terms
and conditions of their respective agreements.

During 2018, the Housing Department managed to schedule 719 appointments with tenants
who had either not previously entered into an arrears repayment agreement or were
defaulting on their existing repayment agreements. This resulted in 196 new or revised
agreements being signed from 285 tenants who actually attended the interviews, with the
other 434 tenants choosing not to attend. During 2019, the department scheduled a further
515 appointments with tenants, which resulted in 171 new or revised agreements out of 256
attendances, with the remaining 259 tenants not attending the scheduled appointments.
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| am pleased to report that after advising the Principal Housing Officer for many years on
the recommended use of the Court of First Instance as part of its arrears recovery strategy,
the Housing Department is currently looking to use this as a viable means of recovering
debts. Similarly, after recommending the serving of registered ‘final’ letters to recalcitrant
defaulters as an effective procedure in attempting to gain a response from debtors, the
Housing Department served a total of 325 registered ‘final’ letters to debtors during the year
2019, of which 74 individuals were able to clear their debts and a further 15 debtors have
entered into agreements incorporating secure payment methods for the recovery of their
debts. One other person was entitled to rent relief.

Furthermore, the Principal Housing Officer confirmed to me that her department is currently
liaising with the Registrar of the Supreme Court with a view of being notified when an
application is made to the Courts for a grant of letters of administration or probate in an
estate (rule 43 of the Non-Contentious Probate Rules 1987 (UK) refers, which apply to
Gibraltar by virtue of rule 6 of the Supreme Court Rules 2000), that would allow any House
Rents arrears owing to be paid prior to any distribution of funds.

Tenants’ Accounts with over £1,000 in House Rents Arrears - An examination of the
House Rent accounts of tenants as at 1 April 2019 revealed that there were 862 tenants
who had accrued arrears of over £1K, totalling £4.65m. Of these, 481 tenants, with a total
arrears balance of £2.86m, had entered into repayment agreements with the Housing
Department for the payment of House Rents arrears, of which 412 tenants were found to be
defaulting on their agreements, which amounted to £0.45m in total.

The number of tenants’ accounts with over £1K in House Rent arrears continued to
decrease, reaching 850 tenants by 5 January 2021. Conversely, there was a rise in the total
arrears owed by these tenants, which stood at £4.76m, thereby indicating a relative rise in
the average debt per tenant. There were 455 tenants out of the 850 tenants, with a total
arrears balance of £2.94m, who had entered into arrears repayment agreements with the
Housing Department, however, 405 of them, owing a total of £0.59m, were found to be
defaulting on their arrears repayment agreements.

Small Claims Court - The Housing Department is also considering making use of the Small
Claims Court to process claims against House Rents debtors. However, despite the financial
threshold specifying the cases that can be heard by the Small Claims Court having increased
to £10k as from April 2013, no cases have yet been processed through this Court.

An examination of the records of House Rents debtors as at 5 January 2021, showing
tenants with rents due between £0.5k and £10k, revealed that a total of 935 tenants,
collectively owing £2.97m of House Rents, could have potentially been processed via the
Small Claims Court. Four hundred and fifteen tenants out of the 935 tenants, who collectively
owed £1.64m, had entered into repayment agreements, out of which 362 tenants, with a
total of £1.48m of outstanding rent, were defaulting on their repayment agreements. The
remaining 520 tenants had not entered into a repayment agreement with the department,
and collectively owed £1.34m.

Top 30 Debtors - An examination of the accounts of tenants with the largest outstanding
balances of House Rents as at 30 June 2020, revealed that the top 30 debtors collectively
owed £572,461. These same tenants collectively owed £537,942 the previous year on 30
June 2019, with 29 of them having increased their debts during this period. The House Rents
balances owed by the top 30 debtors ranged from £16,027 to £23,876 and can be
categorised as follows:

e Twenty-one tenants had entered into rent arrears agreements and were defaulting on
them, of whom six had never made any payments towards their debts; and
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¢ Nine tenants had not entered into rent arrears agreements, five of whom had never
made any payments towards their debts. One of the nine tenants had received a House
Rents write-off adjustment during the year and one other tenant was receiving rent relief.

Tenants with Rents Outstanding by Government Estate/Area - The table in Figure 56
lists the top ten estates/areas in Gibraltar with the highest outstanding House Rents total
debt (excluding current rent) as at 30 June 2019:

Figure 56
Total Rent Average Rent Total Rent
Estate/Area 'Lc;t;:oh:;;ﬂ::esr Arrears at Arrea?rs per Arrears at O(A’D?c?:aassee)/
June 2019 Property June 2018
Laguna Estate * 795 £814,751 £1,025 £805,107 1.2%
Glacis Estate Area * 528 £555,801 £1,053 £550,873 0.9%
Moorish Castle Estate * 193 £403,682 £2,092 £425,359 (5.1%)
Varyl Begg Estate * 652 £349,354 £536 £338,427 3.2%
Mid-Harbour Estate * 492 £312,576 £635 £302,903 3.2%
Tank Ramp Area 120 £219,121 £1,826 £212,571 3.1%
Edinburgh Estate 203 £208,214 £1,026 £218,541 (4.7%)
Willis's Road Area (East) 154 £192,674 £1,251 £210,425 (8.4%)
Witham's Area 222 £189,179 £852 £205,874 (8.1%)
Arengo’s Area 88 £169,879 £1,930 £180,328 (5.8%)
Totals 3,447 £3,415,231 £991 £3,450,409 (1.0%)

* The rent arrears in respect of these Housing Estates, as at 30 June 2018 and 30 June 2019, includes arrears of rent owing to GCAL.

3.4.21

3.4.22

3.4.23

| am pleased to report that five out of the top ten estates/areas with the highest House Rents
arrears saw a decrease in their total debt during the year ended 30 June 2019, when
compared to the position a year earlier, thus reflecting the continued effectiveness of the
Government’s arrears recovery strategy implemented in January 2016. Conversely, the total
arrears in respect of five other estates increased over the year. In comparison, in the
previous year from June 2017 to June 2018 only two estates showed an increase in arrears;
whilst from June 2016 to June 2017 the arrears owing by all of the estates had in fact
decreased. The estate with the highest average rent arrears per property was, once again,
the Moorish Castle Estate, where each property owed, on average, a staggering £2,092,
closely followed by the Arengo’s Area and Tank Ramp Area which had average debts per
property of £1,930 and £1,826 respectively. In summary, however, the overall performance
of the top ten estates/areas for the year ended 30 June 2019 may be deemed positive, as
there was an overall net decrease of 1% in total House Rents arrears.

House Rents Arrears Repayment Agreements - During the period from 12 April 2019 to
5 January 2021, a total of 515 new House Rents Arrears agreements were arranged by the
Housing Department, equating to an average of approximately 25 new agreements arranged
per month. However, on 5 January 2021, only 174 of these agreements remained active and
included 153 tenants who were defaulting on their arrears agreement payments (which
totalled £43,906). In comparison, during the period between 15 August 2017 and 11 April
2019, there had been 309 new arrears agreements arranged, an average of approximately
16 per month, out of which only 210 agreements were active as at 11 April 2019, including
162 tenants who were defaulting on their payments (which totalled £56,364).

Every month, the Housing Department sends out monthly advice invoices to all its tenants
(approximately 5,000 in total), which will state whether they are in arrears or if they are
defaulting on their House Rents arrears repayment agreements. In addition, the department
also sends reminder letters to tenants in arrears who are not paying towards their debts,
either because they are defaulting on their arrears agreements or because they have not
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entered into an agreement with the department for the repayment of rent (in which case they
will be invited to attend an interview, with the aim of having them set up such an agreement).

A total of 4,301 reminder letters were issued by the Housing Department in 2018 and a
further 1,919 reminder letters were issued in 2019. The department also conducted an
exercise in August 2019 to remind tenants in arrears of the payment methods available to
them to settle their overdue rents as well as to provide advice to those tenants who were
experiencing difficulties with their repayments so that they would not fall further behind on
their rents.

The Housing Department continues to encourage tenants to commit to the payment of their
House Rents arrears via bank standing order, payroll deduction, or by using the online
facility, as an alternative to paying-off their arrears in one lump sum.

Government Employees in Arrears of House Rents - An examination of Government
employees’ House Rents accounts on 30 June 2019 revealed that 27 (1.7%) out of 1,560
Government employees were in arrears, which had accrued prior to having their rent
deducted from their salaries, compared to 38 (3.2%) out of 1,204 respectively on 30 June
2018, a yearly improvement of 1.5%.

As at 30 June 2019, there were 97 Government employees who had entered into repayment
agreements, however, 66 (68%) of these were defaulting on their agreements. The previous
year’s position, on 30 June 2018, was that 89 Government employees had repayment
agreements, out of which 60 employees (67%) were defaulting on their agreements.
Notwithstanding this, the review revealed that total rent arrears collectively owed by
Government officers with repayment agreements had decreased from £333,679 to £323,042
(3.2%) during the year ended 30 June 2019 and the percentage of public servants in rent
arrears had dropped from 3.2% to 1.7% over the year.

Since January 2016, all Gibraltar Government employees have been required by the
Housing Department to pay their House Rents by standing order or deductions from their
salaries or wages. As at 30 June 2019, there were 1,058 out of 1,560 (67.8%) Government
employees who were paying by deductions, compared to 1,028 out of 1,204 (85.4%)
Government employees on 30 June 2018. The department is now also deducting former
civil servants’ House Rents from their occupational pensions.

Judgement Debts - Despite my recommendations, the Housing Department has failed to
enter into the process of serving directions on employers for the recovery of judgement debts
by way of payroll deduction in respect of employees who are tenants in arrears of House
Rents, in accordance with the provisions of section 13 of the Housing Act 2007. These
directions can not only be served on any employer responsible for making payment of
wages, salary, pension, bonus, commission, allowance or other remuneration to their
employees, but also on any person making payment of any social security pension or
allowance, household cost allowance, as well as on any person making payment of interest
on any Gibraltar Savings Bank account or Government of Gibraltar/Gibraltar Savings Bank
debenture or bond to which the tenant is entitled. The Housing Department nevertheless
requires that tenants occupying new tenancies or exchanging tenancies arrange for the
deduction of House Rents to be made from their salaries or wages. The department has
been collecting employment information from tenants via the revised arrears agreement
forms.

Parking Permits and Other Government Facilities - During 2016, the initiative to withhold
car parking permits from tenants who are in rent arrears or in default of arrears repayment
agreements was reintroduced. This was in addition to similar restrictions on the allocation of
garages, sheds or stores in housing estates or berths at the new small boats marina. In
addition, the Housing Department subsequently conducted an exercise at Varyl Begg Estate
to ensure that car parking spaces are only available to tenants who are up-to-date on their
House Rents arrears, or are paying towards these via an arrears repayment agreement. The
Principal Housing Officer informed me that the situation will be monitored so that
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unauthorised vehicles using these car parking spaces will be clamped, thereby encouraging
defaulters to start settling their debts.

Additionally, the department has recently introduced a policy where it is advising tenants
who wish to apply for the purchase of low-cost housing within any of Government’s
affordable housing schemes that they are required to be up-to-date with the payment of their
House Rents in order to be eligible for consideration. In her reply to me of 2 March 2020,
the Principal Housing Officer confirmed that 35 applicants to Hassan Centenary Terraces
had been contacted directly by the Housing Department as they were identified as owing
House Rents arrears, out of which 32 individuals had subsequently paid their debts in full.
The other three remaining individuals similarly paid their respective House Rents arrears a
short time after.

Former Tenants - As stated previously by my predecessor and myself in successive
reports, the Principal Housing Officer wrote to the Financial Secretary on 18 February 2010
requesting the write-off of House Rents arrears amounting to £85,848 pertaining to
deceased tenants deemed irrecoverable as the tenancies of these properties had been
terminated. The Financial Secretary, before granting authority to write-off the sum of
£85,848, requested to know whether the avenue of recovering the said write-off amount via
the estates of deceased debtors had been explored. However, there was never a response
to the Financial Secretary’s request. On questioning the Principal Housing Officer as to why
the department had not explored the suggestion put forward by the Financial Secretary, the
Principal Housing Officer confirmed to me that no such exercise ever materialised due to
inadequate staffing levels and also due to time limitations.

In my previous report | further commented that, as at 20 October 2017, the Housing
Department, in conjunction with the CAU and Civil Status and Registration Office, was still
in the process of compiling a list of former tenants which will serve as a platform to determine
the possibility of recovering House Rents debts from the next-of-kin of deceased tenants.
On enquiring whether the exercise of compiling a list of former tenants in conjunction with
the CAU and Civil Status and Registration Office was undertaken and completed, the
Principal Housing Officer informed me on 13 April 2022 that this exercise was never
completed.

In response to my request for an update in relation to request for write-offs, the Principal
Housing Officer informed me on 8 April 2020 that, in addition to the write-off request dated
18 February 2010, totalling £85,848, there had been five recent requests for write-off sent
to the Financial Secretary, as detailed in Figure 57. However, she added that none of the
write-off requests had yet been approved. She mentioned that on chasing this up with the
Office of the Financial Secretary, they advised that due to the Covid-19 situation this
unfortunately was not a priority and would be reviewed at a later date.

Figure 57
Date of Write-off No. of Debtors Total Amount of Debt
Request
18 February 2010 - * £85,848
15 January 2020 406 tenants #£375,388
20 January 2020 1 tenant £2,219
20 January 2020 1 tenant £8,828
20 January 2020 1 tenant £8,000
2 March 2020 1 tenant £2,627
Total £482,910

* The number of debtors (deceased tenants) was never specified by the Housing

Department.

# The Housing Department’s request for write-off of £375,388 erroneously includes the
department’s request for write-off of £85,848 dated 18 February 2010.
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Treasury Statistics — Cross Table Report - The Housing Department’s House Rents
database generates a Treasury Statistics — Cross Table report consisting of a detailed
breakdown, as at the date and time the report is requested, of the total House Rents
outstanding for both former and current tenants. Additionally, the report generates statistics
in respect of current tenants analysed as follows:

e tenants paying;

¢ tenants not paying;

¢ tenants with arrears repayment agreements;

¢ tenants with no arrears repayment agreements; and

¢ tenants defaulting on their arrears repayment agreements.

An examination of the ‘Treasury Statistics - Cross Table’ report as at 5 January 2021
revealed that House Rents arrears stood at £5.41m, compared to £5.22m on 1 April 2019.
The total arrears of £5.41m consisted of £0.51m in respect of current rent; £1.93m in respect
of arrears covered by agreements (of which £0.60m was in respect of tenants who were
defaulting on their arrears repayment agreements); and, £2.96m in respect of arrears not
covered by agreements. It was noted that there was a discrepancy of £19,244 between the
total arrears figure and the figure of current rent plus arrears in the ‘Treasury Statistics -
Cross Table’ report as at this date.

As at 5 January 2021, there were 578 tenants (out of a total of 7,946 Government tenants)
with House Rents balances due in excess of £2.5k each, collectively owing £4.30m. Hence,
7.3% of total tenants collectively owed 79.5% of total House Rents arrears. There was a
total of 136 tenants with House Rents balances due in excess of £10k each, collectively
owing £1.95m. Therefore, 1.7% of total tenants collectively owed 36.0% of total House Rents
arrears.

The report highlighted that, as at 5 January 2021, 901 current tenants (11.3% of total
tenants), collectively owing £3.96m (73.2% of total House Rents arrears), were classified as
‘Not Paying’ and also identified 3,074 tenants (38.7% of total tenants) as being ‘Former
Tenants’ (i.e. tenants who no longer lived in the property allocated to them, either because
they: (i) terminated their tenancy; (ii) been evicted; (iii) absconded from the property without
giving due notice to the Housing Department; (iv) been admitted to the Elderly Residential
Services; or (v) passed away), who collectively owed £1.06m (19.6% of total House Rents
arrears).

As repeatedly highlighted by my predecessor and myself, | am of the view that the
information generated by the ‘Treasury Statistics - Cross Table’ report is a valuable
management information tool to monitor House Rents collections, with the report generating
extremely useful statistics which the Housing Department can use to effectively manage and
monitor House Rents arrears. Nevertheless, the Housing Department have confirmed to me
that they do not make use of this report.

Effective Arrears Management - Figure 58 illustrates the level of House Rents arrears as
at the end of the last ten financial years, up to 31 March 2019. The graph shows that the
level of House Rents arrears was progressively on the increase until the introduction of the
Government’s arrears recovery strategy in January 2016 which subsequently resulted in
decreases of 8.2%, 4.0% and 3.2% in the years ended 31 March 2017, 31 March 2018 and
31 March 2019 respectively. The downward direction of outstanding arrears reflecting the
effectiveness of the strategy.
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Figure 58
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Financial Year-End

In my previous report, | commented how established good practice prescribes™ that overall
achievable House Rents arrears targets should be set at 3.1% of gross rent due and 7% of
net rent due. The level of arrears as at 31 March 2019 (£4.91m) compared to gross rent due
(£5.19m) stood at 94.6%, which is 91.5% over the recommended level. In the same way,
arrears as at 31 March 2019 compared to net rent due (£4.86m) stood at 101.0%, i.e. 94.0%
above the recommended level.

Another key performance indicator™ that highlights that the Housing Department’s
established policies and procedures for the collection of House Rents have in the past
largely been unsuccessful is that of House Rents revenue as a percentage of Gross Rents
Expected (the Rent Roll). Following best industry practice, the target for this key
performance indicator should stand at a level of above 95%. An analysis of the Housing
Department’s records for the past five financial years, illustrated in Figure 59, shows that the
level of House Rents Revenue, as a percentage of Gross Rents Expected, had increased
steadily from 58.9% to 88.3% over the 3-year period from 2014-15 and 2016-17, and
remained at a level close to 80% over the next two financial years 2017-18 and 2018-19,
although this is still short of best industry practice.

13 Scotland Accounts Commission Study — Managing Rent Arrears.
4 Northern Ireland Audit Office — The Management of Social Housing Rent Collection and Arrears.
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Figure 59

House Rents Revenue
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= House Rents Revenue £2.888,644 | £2,957,488 | £4,270,790"| £3,989,527"| £4,159,498*
= Gross H°use§fnr:t;§ﬁ‘ perHousing | 04 900 612 | £4,874.651 | £4,835,863 | £5,018,228 | £5,194.480
House Rents Revenue as % of
Groas House Reres 58.9% 60.7% 88.3% 79.5% 80.1%

* House Rents revenue, as from the financial year 2016-17, include rents collected in respect of the six Gibraltar housing
estates leased to Gibraltar Capital Assets Limited (GCAL). These rents have been transferred to this wholly-owned subsidiary
of the Gibraltar Development Corporation pursuant to the Agreement between GCAL and the Government of Gibraltar dated
23 March 2016. During the financial year 2016-17, £1,853,559 of the £4,270,790 collected was transferred to GCAL; during
the financial year 2017-18, £1,863,173 of the £3,989,527 collected was transferred to GCAL; and, during the financial year
2018-19, £2,014,365 of the £4,159,498 collected was transferred to GCAL. Although technically the sums transferred do not
constitute Government revenue, they have been included in the table in order to ensure the same basis of measurement for
the purposes of making like-with-like comparisons.

The significant increase in House Rents collections as from the year 2016-17 reflects the
Housing Department’s major efforts in recovering historic rent arrears, whilst at the same
time ensuring compliance of current rent payments. However, despite the ratio of House
Rents Revenue as a percentage of Gross House Rents having improved in recent years,
the last two financial years’ ratios have been below the peak of 88.3% reached in 2016-17,
without achieving the best industry practice level of 95%. The Housing Department must not
become complacent in its efforts to recover historic rent arrears. Nevertheless, these ratios
must be seen in the context that they include substantial amounts of house rent arrears and
might therefore not be the most optimum barometer to gauge performance of expected
current rent collection of the department’s rent roll.

As commented in previous reports, the effective management of arrears and collection of
House Rents is possible by implementing clear policies and procedures to tackle the issues
at hand and which outline the department’s long-term strategic objectives. The under-
mentioned six key areas are an integral part of the management of rent arrears:

e established and documented policies and procedures;
e proactive arrears prevention measures;

e arrears recovery measures;

e possibility of instigating legal action;

o effective management of former tenants’ arrears; and

e continuous and periodical performance review and improvement of all operations and
related processes.

| am very glad that the Housing Department has committed to an arrears recovery strategy
that aims to minimise the level of House Rents arrears and to maximise the collection of
rental income. | am hopeful that the department’s officers have a clear direction from
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management and the appropriate training support that will empower them to both manage
and maintain an effective rent collection system. The proper and integrated use of
information technology is also essential to complement the policies and measures that have
been introduced.

Write-Offs - There were no write-offs of House Rents arrears during the financial year 2016-
17; there was a total of £1,243 written-off during the financial year 2017-18.

Void and Unallocated Government Housing - The value of rents of void and unallocated
government housing for the financial year 2017-18, according to the department’s records,
stood at £248k (representing 4.9% of the Rent Roll total of £5.02m), an increase of £97k
compared to the previous year’s figure of £151k (which at the time represented 3.1% of the
Rent Roll total of £4.84m). As at 5 January 2021, the department’s records showed that 272
properties in the Rent Roll (representing 3.8% of the housing stock) were classified as being
void and unallocated, compared to 299 properties (4.3% of the housing stock at the time)
similarly classified on 1 April 2019.

Figure 60 shows the length of time the 272 unallocated properties had been void as at 5
January 2021.

Figure 60
Number of Void Number of Properties
Void Duration and Unallocated Deemed to be Beyond
Properties Economical Repair
Less than 20 weeks 39 1
20 weeks to 1 year 22
1 year to 5 years 75 22
5 years to 10 years 74 @ 10
10 years to 15 years 24 @ 7
15 years to 20 years 8 S
20 years to 25 years 15 10
25 years to 30 years 6 3
No start date ® 9 3
Total 272 63

@ Inciudes one void and unallocated property that was occupied by squatters, according to Housing
Department records (in total there were two unallocated void properties occupied by squatters).

() Nine properties did not have a recorded date as from when the property had become void, thus
making it impossible to determine for how long they had been vacant.

An analysis of the unallocated properties shows that half of all void properties (136 voids)
had remained unallocated for periods of up to 5 years as at 5 January 2021 and a further 74
properties (27.2%) were classified as being void for periods of between 5 years and 10
years. Within the remaining 62 void properties there were 53 properties which were recorded
as having been void for periods of between 10 and 30 years, in addition to nine properties
which were recorded as being void for an undetermined period of time, as they did not have
a start date as from when they had been void. The resulting average time the 263
unallocated properties with recorded dates had remained void was approximately 6 years
and 7 months. It should be noted, nonetheless, that 63 of the total 272 void properties were
classified as being beyond economical repair (an increase of one property since 1 April
2019) which if excluded from the calculation would give the average time a Government
rental property remains void before it is reallocated to be approximately 5% years.

Occupational Therapy Conversion Works - An audit review was carried out on
occupational therapy conversion works and flat refurbishments projects undertaken on
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Government rental housing during the financial year ended 31 March 2019. On 10 July 2019,
| wrote to the Principal Housing Officer, highlighting the observations noted as a result of the
review undertaken, to which the Principal Housing Officer replied to me on 12 November
2019. | again wrote to the Principal Housing Officer on 21 January 2020 referring to some
aspects of the audit review where | needed further information and asking for her additional
views. She replied to me on 3 June 2020 and | hereunder draw attention to the areas of
concern noted, together with the Principal Housing Officer's comments.

Labour Costs

Gibraltar Joinery Building Services Ltd (“GJBS") invoiced the Housing Department a total of
£359,504 for 48 occupational therapy conversion projects of which £247,878 (68.9%)
represented labour costs. At a chargeable hourly rate of £20 per labour hour, GJBS took a
staggering 12,394 hours to complete the 48 conversion projects. The highest cost being
£27,033.

All 48 projects were directly assigned by the Housing Department to GJBS without obtaining
quotes through a selective tendering system. In fact, it is my understanding that up until
August 2018, all occupational therapy projects were directly allocated to GJBS without the
provision of an estimate and worryingly, invoices were being authorised for payment without
an assessment of completed works.

| informed the Principal Housing Officer that this practice does not encourage GJBS to strive
for efficiency as all labour costs are recoverable from the Government, as a consequence
the risks in terms of value for money are not appropriately managed. This was evident when
examining a sample of the 48 occupational therapy conversion projects.

One particular project in October 2018, entailing conversion works to a flat in Varyl Begg,
based on occupational therapy recommendations, totalled £27,033 and took an alarming
1,017%2 hours to complete. The cost might have been less had three quotes been obtained
for the project before this was directly assigned to GJBS.

In her reply, the Principal Housing Officer highlighted that even though labour costs may
seem high, when this is represented as a percentage split between labour and materials,
costs between 60/40 or 70/30 in favour of the labour element can be interpreted as
reasonable in the construction field.

| informed the Principal Housing Officer that my understanding was the reverse to be true,
i.e. that the industry average is generally: Labour - 30%; and Materials - 70%. But even
allowing for a 50% ratio between labour and material costs, which could be argued is a more
realistic measure for internal construction project costs, the proportion cost of labour to
materials for the 48 conversion projects showed that 89.6% of the these had labour cost
which exceeded 50% of the total project cost as shown in Figure 61 below. Moreover, 54.2%
of the projects had labour costs which exceeded 70% of the total costs.

Figure 61
Labour Margin No. of No. of
Projects Projects (%)
GJBS Labour 50% or less 5 10.4%
GJBS Labour greater than 50% but less than 60% 4 8.3%
GJBS Labour 60% but less than 70% 13 27.1%
GJBS Labour 70% but less than 80% 13 27.1%
GJBS Labour 80% but less than 90% 8 16.7%
GJBS Labour 90% but less than 100% 5 10.4%

202



PART 3 - DEPARTMENTAL AUDITS

3.4.57

3.4.58

3.4.59

3.4.60

| therefore informed the Principal Housing Officer that | continued to be of the view that the
labour costs of the 48 conversion projects undertaken by GJBS in the sample selected were
exceedingly high.

The Principal Housing Officer replied insisting that in her view, and that of the Head of the
Housing Works Agency, the labour/material split can be interpreted as reasonable in the
construction field. She explained that this did not necessarily mean that the total value for
labour and material is reasonable for the work involved. The percentage split between these
two elements are within known tolerances; not that the total labour cost or total material cost
are reasonable for the work undertaken. The Principal Housing Officer added that GJBS
appeared to have charged an excessive amount of labour hours to the jobs in question.
These hours include potential mismanagement, non-productive hours, etc. which are
passed on to the client, in this case, the Housing Department/Housing Works Agency.

In her initial reply the Principal Housing Officer explained that the 48 projects were directly
assigned to GJBS, because the conversion works specifically require expertise in this field
of work to guarantee the desired outcome, of which GJBS have a dedicated team for this,
and although she noted my suggestion of a procurement process, due to the large volume
of works orders processed this method would prove ineffective and delay the proper
execution of time critical works which would result in the tenant being at risk of personal

injury.

| informed the Principal Housing Officer that notwithstanding her explanation, an analysis of
the number of hours worked by GJBS employees per project against the total number of
hours worked on each of the 48 conversion projects sampled revealed that none of the
projects had the full 100% of the labour undertaken by GJBS employees, in fact there were
just 2 conversion projects that had 56% of the labour undertaken by GJBS; the rest of the
46 projects had less than 50% of the labour undertaken by GJBS. A summary of the
percentage of labour hours undertaken by GJBS employees is shown in Figure 62.

Figure 62
Percentage of hours worked by GJBS employees No. of
Projects
GJBS Labour hours less than 10% 8
GJBS Labour hours 10% but less than 25% 27
GJBS Labour hours 25% but less than 50% 11
GJBS Labour hours 50% and above 2

| further mentioned that the risk of time critical works having overruns did not appear to have
been a key consideration when account is taken of the actual time taken in largely all of the
conversion works, as can be seen in the analysis of time taken in Figures 63 and 64 below.
There was one project where the works commenced 684 days after the works order was
raised. Whilst in another separate project the actual works took over 5 months (166 days) to
complete.

Figure 63
Time taken between the date the works were approved and No. of
the date the works commenced Projects
GJBS Works started less than 14 days from raising works order 1
GJBS Works started between 14 days to 60 days from raising works order 10
GJBS Works started between 61 days to 180 days from raising works order 24
GJBS Works started over 180 days from raising works order 13
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Figure 64

Time taken for execution of works (i.e. time between No. of
commencement of works and when works were finalised) Projects

GJBS Works took less than 5 days to complete 1
GJBS Works took between 5 and 14 days to complete 23
GJBS Works took between 15 and 30 days to complete 9
GJBS Works took more than 30 days to complete 15

The Principal Housing Officer countered that GJBS is the only entity prepared and set up to
undertake occupational therapy works. She explained that these works were being
administered by the Housing Works Agency on a pre-estimate basis as is the case with all
other works and contractors and there was no special treatment for GJBS. The only
difference between GJBS and other contractors was that the estimates are calculated on a
different all-in hourly rate to reflect the unique position GJBS are in with regards to the direct-
employed labour who earn more than their private counterparts and has been adjusted
accordingly to this effect.

The Principal Housing Officer noted my concerns on the un-estimated works orders, and in
this respect she informed me that the Housing Department was already working with the
Housing Works Agency to make sure better value for money and efficiencies are achieved.
The Housing Works Agency was now preparing in-house estimates for all works being
outsourced to GJBS. She explained that preparing in-house estimates and allocating these
to the relevant contractor provided value for money and speed. The department was also
looking at extending this to other contractors under a measured Term Contract which would
also address the practice of invoicing on a "cost plus" basis which would now be
discontinued.

With regard to the conversion of the flat at Varyl Begg Estate, highlighted in paragraph
3.4.54, the Principal Housing Officer explained that the cost of this could have indeed been
less should in-house estimates have been adapted at the time, however she said that there
are cases in which works are costed but then require re-costing due to unforeseen additional
works encountered at the time of execution.

Inconsistency in labour costs claimed

| informed the Principal Housing Officer that there was no consistency in labour costs
charged for occupational therapy works of a similar nature. For example, two invoices for
conversion of bath to shower and associated works contained in a sample selected in
respect of November 2018, showed a difference of £3,660 (127.5%) in labour costs between
the two invoices. GJBS had invoiced £6,530 and £2,870 in labour costs for the two work
orders respectively.

The Principal Housing Officer, although noting my concerns on this, replied that it would not
be accurate to compare these in this way as these works, although noted as the same type,
relate to two different properties of which layout, services, and execution of work may be
different as well as unforeseen (extra) complications that may have been encountered, thus
resulting in all labour costs being charged to the employer.

Difference Between Actual Cost and Estimate

| pointed out to the Principal Housing Officer that an examination of two occupational therapy
work orders independently estimated by the Housing Works Agency, after being completed
by GJBS, had shown that the two work orders of October 2018, for a bath to shower
conversion incurred £10,505 and £5,770 in respect of labour costs respectively yet the
estimated labour costs for the two projects, submitted by the estimator from the Housing
Works Agency, were £3,594 and £1,240 respectively. Nevertheless, there was no evidence
attached to the payment voucher outlining the reason(s) for the difference. It is pertinent to
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note that invoices are solely checked by the Housing Department against the database in
order to ensure that the works have been completed.

Additionally, an examination of four occupational therapy work orders in respect of the month
of March 2019, with estimates carried out by the Housing Works Agency, revealed the
significant differences between the estimate and actual costs detailed in Figure 65.

Figure 65

Estimate Actual Total

Date Work Order Labour Materials Labour Materials Difference

March 2019 293614 £2,444 £730 £5,840 £1,113 £3,779
March 2019 294890 £1,800 £1,756 £5,171 £585 £2,200
March 2019 293801 £360 £300 £4,440 £831 £4,611
March 2019 294741 £1,764 £1,774 £3,610 £2,436 £2,508

| told the Principal Housing Officer that the Head Estimator from the Housing Works Agency
had been informed of the discrepancies. As a result of which, | believe, a new validation
check to match ‘Estimate and Invoice Amount’ has been requested by the department from
the software developer to be incorporated into the computer system to avoid this reoccurring
in the future. Notwithstanding this, | enquired why these invoices had been settled
considering that the invoices did not agree with the estimates.

With regard to the differences highlighted in paragraph 3.4.66, the Principal Housing Officer
replied that after reviewing the query, she could confirm that one of the works orders had
been the first to be estimated under the new procedural method of a "pre-estimate” which
highlighted two significant factors that contributed to the discrepancy. The first being the
outstanding implementation of a validation process in the Works Order Management Module
of the Housing database system which automatically compares the estimate and invoice
totals and halts payment if there are any inconsistencies. The Principal Housing Officer
further explained that this module was still being worked on. The second discrepancy is in
respect of the preparation of the pre-estimate of work on a "best case scenario" and
subsequent management of approved variation during the "post-contract" phase of work
order, which may cause the invoiced amount to exceed the original estimate. She added
that these explanations also applied to the differences reported in paragraphs 3.4.67.
Regarding the query in paragraph 3.4.68, as to why had the invoices been settled
considering that these did not agree with the estimates, the Principal Housing Officer replied
that the automated validation module had not yet been implemented at the time and so the
invoices had been paid under the ‘cost plus’ basis.

In my subsequent response to the Principal Housing Officer, | pointed out that the first factor
that she said contributed to the significant variance between pre-estimated cost and actual
invoiced cost, in respect of one of the work orders was really not an aspect that actually
influenced the substantial difference between estimate and actual cost of the project, as the
reason given is in fact an internal control feature that is in the process of being implemented
with a view of highlighting inconsistencies between estimate and invoice total. | then
questioned her whether it was the second factor (i.e. approved variations during the post-
contract phase of the project) the actual reason for the variance with regards to both work
orders. The Principal Housing Officer further explained that although there may have been
some discrepancies at the beginning of the "estimate versus invoice" procedure within the
computer database, this had been ironed out since then. The estimate and invoice are
required to match within the computer system; if this does not occur, then no payment will
be effected. This will apply to all contractors, including GJBS. The Principal Housing Officer
added that the management of the post-contract phase of any works order is extremely
important, especially when variations are approved, which may lead to a difference between
the original estimate and the invoiced amount. For this very reason, the department may
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have had several estimates not tallying with the eventual invoiced values at the time this
procedure was implemented.

Duplication of Hours

| informed the Principal Housing Officer that during the month of October 2018, according to
invoices submitted by GJBS, there were three instances of one worker, and separately an
instance of another worker, both individuals subcontracted by GJBS, that had been working
the full working day on two distinct occupational therapy jobs simultaneously on the same
day. The Principal Housing Officer explained that this is now avoided by having implemented
the practice of having a pre-estimated works order whereby the contractor has a set price
for the works, and any overrun in labour is at the contractor’'s expense and not met by the
employer, the Housing Department. | again highlighted to the Principal Housing Officer what
action, if any, had been taken to recover from GJBS what appeared to be over-claimed
labour hours by the Government-owned company. The Principal Housing Officer replied on
14 September 2020, that she had instructed the Housing Works Agency to engage with
GJBS in order to recover the sum over-claimed in labour hours by the company. On 9
February 2021, the Head of the Housing Works Agency confirmed that after various
exchanges with GJBS, the over-claimed labour hours, amounting to £600, had been fully
recovered.

Flat Refurbishments

| further informed the Principal Housing Officer that an examination of three journals relating
to January 2018 and August 2018, crediting Gibraltar General Construction Company Ltd
(“GGCC") with the cost of flat refurbishments carried out to Government rental housing
stock, had revealed that the supporting documentation attached to the journal vouchers
solely consisted of a list of invoices relating to the works subcontracted by GGCC. The list
included the name of the subcontractor, the invoice sum, and the address of the Government
rental dwelling being refurbished; however, there was no reference to the work order
number. | pointed out my concern that there was no control or degree of oversight being
exercised over the amounts paid to GGCC and charged to the Improvement and
Development Fund Head 101 Subhead 1 (n) Housing: Works and Repairs. In her reply, the
Principal Housing Officer explained that by enhancing the capabilities of the Housing
Department’s database, all invoices are now electronically linked to the relevant works order.
This, along with the addition of the payment validation process undertaken by the works
order management module, should address any errors or omissions that might occur.

Human Resources

3.5.1

Special Leave — Gibraltar 2019 International Island Games - On 13 June 2019 and on 4
July 2019, | wrote to the Human Resources Manager, informing him that an examination of
the letters issued by his department, approving special paid leave to Government employees
participating in the Gibraltar 2019 International Island Games, against the sports' schedules
shown under the Gibraltar Island Games Association (“GIGA”) website had revealed that all
Government employee participants in the Island Games had been awarded special paid
leave for the full week during which the Games were to be held, i.e. 8 July 2019 to 12 July
2019, notwithstanding, that in the case of some competitors their participation in their sport
ended before the close of the Island Games. | further informed the Human Resources
Manager that in the absence of a detailed schedule (as prescribed under General Orders)
from the sporting body, in this case GIGA, stating whether the competitors or officials will
be attending other functions or performing additional duties, such as at medal
ceremonies or technical meetings, it was impossible to know whether competitors and
officials were still required outside of the competition dates. It was additionally noted
that even though some of the Human Resources letters of approval had a paragraph
highlighting that officers were expected to return to their work duties on those days when
they were not competing or their services were no longer required at the Games, there
were other letters that did not have this information included.
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On 19 September 2019, a Senior Executive Officer from the Human Resources Department
replied to me on behalf of the Human Resources Manager, explaining that all individual
requests for special paid leave in relation to the Gibraltar 2019 International Island Games
had been closely reviewed, and they could confirm that at the time of approval, the Human
Resources Department was totally unaware that for some participants the competitions
would be ending on 11 July 2019. In fact, all supporting documentation provided by the
Games Director and the Chairperson of the Island Games Committee, did indeed confirm
the individuals' involvement in the Games up to and including the 12th July 2019. This is the
reason why special paid leave had been granted until 12 July 2019, unless specifically stated
otherwise. The Senior Executive Officer said my comments had been duly noted, and he
confirmed that going forward, their letters to individuals competing in similar sporting events
shall include the need to return to work on days when they are not competing for any reason,
or if their services were no longer required in the capacity that special paid leave was
granted. They would additionally ensure that the sport in which the officer is competing,
together with their official role/capacity is clearly stated within the request letter.

Having reviewed the Human Resources Department’s explanations, | wrote back on 27
November 2019, highlighting that in normal circumstances letters from the Human
Resources Department approving special paid leave to officers taking part in sporting events
do accurately state the extent of the competing officer's time involved in the event. It is only
on occasions such as the 2019 International Island Games held in Gibraltar, or other major
events that take place in Gibraltar (where the strict need for all participants involved in the
event to be given special paid leave for the entire duration of the event does not necessarily
arise because of the competition being held locally) that the letters to participants must
include the need to return to work on those days when participants are not competing or
their services are not required. | informed the Senior Executive Officer that | would be
checking the relevant individual employees’ special leave records against the sports'
schedules shown under the GIGA website to verify if their departmental records accurately
reflected the actual days they participated and would be notifying him of the results of this
audit exercise.

On 15 September 2020, | wrote to the Human Resources Manager informing him that an
audit review had been carried out on those Government employees who had requested
special paid leave in order to compete or officiate at the Gibraltar 2019 International Island
Games. The letters approving special paid leave, issued by the Human Resources
Department, were compared against the officers' corresponding sports schedules (as shown
in the GIGA website) and thereafter checked against the officers' departmental special leave
records to verify whether the days they were competing or officiating matched the actual
days taken. The findings of the review showed that a total of 23 employees, from a wide
range of Government departments, were found to have irregularities in their special leave
records. The major anomaly noted in 21 of the cases was that there was no evidence on file
that the individuals had returned to work, after ceasing to compete or officiate during the
week of the Island Games, and had had their special paid leave cancelled for the days in
question. There were two other Government officers who took part in the Gibraltar 2019
International Island Games in respect of whom there was no record in either their Human
Resources personal file or departmental leave files formally approving the period of special
leave for them to compete in the Island Games.

In my correspondence with the Human Resources Manager, | recommended that he should
write to the Heads of Department responsible for the employees | reported in paragraph
3.5.4 above, informing them of the existing anomaly in their staff members' special leave
records. | highlighted that in the event that one of these employees informs his Head of
Department that he had volunteered to help with the running of events on those days when
he was not competing, the Head of Department should be reminded that it was Government
policy not to provide special paid leave to volunteers. Moreover, Government employees
when not competing could not have acted as officials given that officials must be selected
and trained for their roles in advance of the games. | further explained, that officials were
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imperative for the organisation of the games and needed to be dependable; they could not
have been participants whose availability was uncertain or dependent on their progress
within their competitions. Similarly, officials on special paid leave could not have acted as
volunteers at the games on those days on which they were not officiating. The Senior
Executive Officer replied to me on 25 September 2020, informing me that they had already
established contact with the Heads of Department, as suggested, in order to notify them of
these findings and they had been asked to confirm whether the employees concerned
would be taking annual leave or unpaid leave on the dates on which they did not compete
in their respective events, or find out whether they did in fact report to duty on those dates.

On 15 March 2021, the Human Resources Manager wrote to me, explaining that a thorough
investigation had been carried out, specifically on those officers that had continued on
special paid leave on days on which they had not participated as competitors in the Gibraltar
2019 International Island Games. These irregularities had been communicated to the
respective Heads of Department and they were notified that special paid leave would have
to be revoked and the dates in question would have to be taken as annual or unpaid leave.
The Human Resources Manager confirmed that there were only two cases where the
officers had agreed for the period to reckon as annual leave. He added that in all other cases
there had been strong representations made by the individuals and their respective sporting
associations confirming that although they had not competed in their corresponding events,
the officers had still partaken in other various official roles and capacities. The Human
Resources Manager informed that in one particular case, the irregularity had been brought
to the attention of the Minister for Sport, who had indicated that it had been agreed prior to
the Games, that special paid leave would be granted to all competitors and officials.

The Human Resources Manager further informed that he had raised this matter with the
Chief Secretary who had acknowledged that when the Island Games are hosted abroad,
special paid leave is granted for the duration of the event, irrespective of whether officers
do not compete on any particular day, or whether they do not qualify for further
competition. It was therefore exceptionally agreed by the Chief Secretary, that on the
basis that the International Island Games were hosted in Gibraltar, all officers concerned
should be allowed to take special paid leave during the full period. | replied to the Human
Resources Manager on 30 March 2021, expressing my surprise at the decision taken by the
Chief Secretary, considering that the situation regarding officers that are awarded special
paid leave when attending the Island Games abroad is evidently different inasmuch as
participants all generally travel together the inbound and outbound journeys, and so they
need to stay the entire duration of the Games, regardless of whether they are not competing
on any particular date, or they do not qualify for further competition. This is obviously not the
case when the games are hosted in Gibraltar, and so | informed the Human Resources
Manager that | failed to understand the logic of allowing special paid leave to all government
employees participating in the Gibraltar 2019 International Island Games, irrespective of
their day(s) of competition.

Cost to Government of Awarding Special Paid Leave - On 29 September 2020, | wrote
to the Human Resources Manager informing him that an audit exercise had been undertaken
to ascertain the cost to Government of awarding special paid leave to civil servants, public
servants and Gibraltar Development Corporation officers under the provisions of General
Orders. The period of audit selected was the 2018 calendar year (it was decided not to select
the year 2019 because of the exceptional circumstances of holding the 2019 International
Island Games in Gibraltar in that year).

| explained to the Human Resources Manager that the costing was performed by extracting
all cases of special paid leave approved by the Human Resources Department and by
statutory authorities, agencies and the Gibraltar Development Corporation during 2018 and
thereafter multiplying the number of days of special leave granted by the daily rate of basic
salary/wage of the officer awarded the special leave. The table in Figure 66 below
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summarises the special paid leave awarded during the year 2018, broken-down by the
number of days taken under each category and the cost of this by category:

Figure 66
Reason for Number of Number of .
Awarding Special Cases Awarded Special Paid Cost of Special
. . . Paid Leave
Paid Leave Special Paid Leave Days
Awarded
Leave Approved
Medical 382 2,136 £207,807
Sports/Culture 76 432 £45,055
Training * 30 166 £16,622
Other * 8 25 £2,344
496 2,759 £271,828

* ‘Training’ includes volunteer reserve forces training and cadet training (£7,839).
* ‘Other’ includes bereavement (£856); courts service (£787); and, non-specified (£701).

For the purposes of this study, the calculations were based on the officers’ basic
salaries/wages and did not include any allowances received by an officer whilst on special
leave; nor did it include any additional substitution allowance costs payable as a result of
the officer’'s absence. Moreover, in those instances where the special paid leave approval
stated that an individual was granted ‘up to a maximum period of 10 days Special Paid
Leave’ without confirming a return date, an assumption of 10 days Special Paid Leave was
used.

The information in Figure 66 shows that a total of 496 periods of special paid leave were
approved in 2018, made up of 2,759 days, representing a total cost to Government of
£271.8k in the year. There were 382 periods of special paid leave awarded for medical
reasons in the year, consisting of 2,136 days and accounting for 77% of the total special
leave approved, which amounted to £208k. Significantly, a total of 76 periods of special
leave were awarded for sporting/cultural reasons in the year, comprising 432 days of paid
leave which represented a cost to Government of £45k. To a lesser extent comparably, there
were 30 cases of special paid leave approved for training, representing 166 days and
amounting to a cost of £17k in the year; however, approximately half of this cost (47%)
relates to special paid leave awarded for non-government related training, i.e. volunteer
reserve forces training and cadet training.

Aside from special paid leave awarded for medical reasons, which | consider justified, the
study shows that the Gibraltar Government, unlike most employers in the private sector, is
very generous in allowing its employees to take special leave with pay for the purposes of
participating in sporting and cultural events. However, if a comparison is made with another
official employer, such as the UK Ministry of Defence, the latter has a strict cap on the
aggregate amount of annual leave/special paid leave that an employee can take in a year —
this is restricted to 10 days in a 12-month period— which is in addition to an individual’s
annual leave entitlement.

| informed the Human Resources Manager that | believed the number of applications for
special paid leave received by his department that relate to participation in sports and other
international events, had increased substantially from the position when General Orders
were drafted in 1981, as had also the range of international events, that can entail any
sporting event which includes a foreign side. In the circumstances, | recommended that
consideration be given to re-examine the criteria under which such special paid leave
applications received from employees are granted, with a view of determining whether the
policy should be reviewed.
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The Human Resources Manager replied to me on 15 March 2021, explaining that in 2012 a
policy decision was taken to grant special paid leave to individuals that requested this but
who did not meet the criteria set out in General Orders. The Human Resources Manager
added that after a number of years, his department had drawn attention to Government on
the notable increase in special paid leave granted for sporting events that had taken place
since 2012, a good number from officers participating in international football matches;
nevertheless, at the time the Government wanted to support the Gibraltar Football
Association. The Human Resources Manager informed me that the Government had now
agreed to amend the eligibility criteria for awarding special paid leave for participation in
international sporting events which would be more restrictive than what had been in place
since 2012. There will be liaison with the human resources division responsible for statutory
authorities and agencies so that there is consistency across the Public Service. He added
that, one of the proposals is also that individuals who are paid by their sporting associations
for competing should not be allowed to access special paid leave; in these circumstances
unpaid leave should be granted.

Special Paid Leave Awarded to Government Employees who are Semi-Professional
Football Players - On 17 November 2020, | wrote to the Human Resources Manager and
to the Head of Health and Care Human Resources highlighting what | considered to be an
anomalous situation where government employees, who undertake private work as semi-
professional football players, are awarded special leave with pay under the provisions of
General Orders in order to represent their football club in an international tournament, or the
national side in international football matches when these individuals already receive
remuneration (not insignificant income when representing the Gibraltar national football
side) on those occasions when they participate with their football club or national team.

| told the Human Resources Manager and the Head of Health and Care Human Resources
that in my view, these government employees should not be awarded special paid leave as
they already receive payment when representing their club or national side. This situation is
tantamount to an officer being awarded special paid leave to enable him to undertake a paid
occupation (private work) outside his normal civil service duties during working hours — this
would evidently be unacceptable. | added that the majority of officers who participate in
sporting activities evidently do so on an amateur basis and so there is no conflict in approving
special paid leave in this capacity. However, in the case of football it is only in the last few
years where the sport locally at Gibraltar National League level has now become
professional, or semi-professional, where a possible anomaly arises when awarding special
paid leave to semi-professional players working in Government. | further added that | was
aware that under General Orders special leave with pay is awarded to officers who
undertake camp training in the Volunteer Reserve Forces and they do get remunerated by
way of a ‘bounty’; however, this is considered acceptable given that the training received
under the Volunteer Reserve Forces is in the national interest in terms of any possible
military conflict that could arise.

| reiterated to the Human Resources Manager and the Head of Health and Care Human
Resources that any applications for special paid leave awarded under General Orders
should only be approved if it is in a non-remunerated capacity when participating in an
international event, as otherwise the employee is benefitting financially on both counts, i.e.
receiving his public service pay and additionally being paid separate wages/bonus by the
private entity when undertaking the sporting activity, which in effect is a paid secondary
employment.

The Head of Health and Care Human Resources replied to me on the same day, agreeing
with me and stating that in her view it definitely did not seem right that employees should be
getting paid by Government to do an alternative paid occupation. The Human Resources
Manager replied on 20 November 2020 also agreeing with my views and informing me, as
aforementioned in paragraph 3.5.14, that he had previously tried to change this policy,
precisely because of the reasons highlighted in audit, but at the time the Government wanted
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to support the Gibraltar Football Association and therefore disregarded his
recommendations. The Human Resources Manager informed me that the Government had
now agreed to amend the eligibility criteria for awarding special paid leave for participation
in international sporting events which would be more restrictive than what had been in place
since 2012. There will be liaison with the human resources division responsible for statutory
authorities and agencies so that there is consistency across the Public Service. He added
that, one of the proposals is also that individuals who are paid by their sporting associations
for competing should not be allowed to access special paid leave; in these circumstances
officers will be required to take unpaid leave. The Human Resources Manager informed me
that his department would be making the necessary amendments to General Orders.

On 5 March 2021, | again wrote to the Human Resources Manager informing him that | had
undertaken an audit examination of special leave granted by the Human Resources
Department to civil servants who undertake private work as football players and the following
observations had been noted:

e There are occasions when employees apply for special paid leave in order to play an
international football match and, because permission is denied on the grounds that the
officer has exceeded the allowable 10-working days of special paid leave in a period of
12 months, the officers may be granted special unpaid leave, also pursuant to General
Orders. In these instances, | informed the Human Resources Manager, | understood
officers were able to make a claim to the Gibraltar Football Association or their local
football club for loss of earnings from their primary employment (i.e. in respect of the
sum deducted from their Government salary in relation to the corresponding days of
special unpaid leave); and

¢ On examining the special leave records at the Human Resources Department and in
the individual departments of those Government employees who undertake private work
as semi-professional football players, numerous errors and discrepancies were noted
in relation to the maintenance of these records. | therefore recommended to the Human
Resources Manager that a review should be undertaken of the records of special leave
awarded to Government employees who participate as footballers, with a view of
determining their accuracy.

At the close of this report, the Human Resources Manager had not yet replied to the audit
queries raised.

Civil Servants Involvement in Private Work - In my last report | informed that | had
requested the Human Resources Manager on 23 May 2017 to provide me with details of all
government employees, on full-time, or part-time service, who had requested and been
granted permission, under the provisions of General Orders to undertake any form of private
employment or private practice of any profession or occupation. The Human Resources
Manager replied to me on 4 April 2018, providing a list detailing 92 government employees
involved with private business. The Human Resources Manager explained that the
information provided had revealed that there were numerous officers who are involved in
private business who had not formally requested permission to do so as prescribed by
General Orders. He added that he would be requesting these officers to formally request
permission. The Human Resources Manager also said that he would be issuing a Bulletin
of Circulars reminding officers that they need to formally request their intention to undertake
private business before committing themselves with third parties.

| replied to the Human Resources Manager on 10 April 2018, highlighting the fact that the
list that he had supplied of government employees involved with private business did not
include numerous professional teachers that work in the Education Department, teachers, |
added, that are well known in the community as undertaking private teaching lessons after
school hours, some of which have been doing this private work for many years. | asked the
Human Resources Manager if this meant that these teachers are undertaking private
employment without official permission as otherwise it would seem very odd considering that
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schools generally know which teacher gives private lessons — certainly in the case of the
most popular teachers undertaking this private work. In which case, | said, the Department
of Education was clearly not enforcing the provisions of General Orders.

| also pointed out to the Human Resources Manager that there were no doctors on the list
he had provided to me, yet | believed that some doctors in the Gibraltar Health Authority do
undertake private work.

| also highlighted to the Human Resources Manager that there was a government employee
as a company director on the list. | reminded the Human Resources Manager at the time,
that this was in clear conflict with General Orders that does not allow officers working in
Government to engage directly or indirectly in a trading or commercial activity, or be a
director of a company engaging in such activity.

The Human Resources Manager replied to me on 6 June 2018 informing me that they were
pursuing the matters raised and would be reverting with a reply shortly. On 11 September
2018 | received correspondence from the Human Resources Manager which did not address
the issues that | had previously raised in my communication to him but which contained an
updated detailed list of civil servants undertaking private work that had the prerequisite
approval of the Human Resources Manager. An analysis of the initial list supplied by the
Human Resources Manager, together with the update submitted on 11 September 2018 and
the latest update provided on 16 June 2021 is shown in Figure 67.

Figure 67

Number of  Number of Number of
Government Employees having Employees Employees Employees
Additional Private Employment as at4 as at 11 as at 16 June

April 2018 Sept. 2018 2021
Teaching Grades 29 29 39
Executive and Administrative Grades 25 22 32
Uniformed Grades 11 14 10
Industrial Grades 18 4 3
Technical Grades 3 3 6
Support Grades - - 1
Medical/Clinical Grades 4 3 3
Nursing Grades 2 2 2
Total 92 77 96

On 29 July 2021, | wrote to the Human Resources Manager reminding him that | had not
received a substantive reply to my email of 10 April 2018, solely an updated list of civil
servants undertaking private work on 11 September 2018 and a further updated list
submitted on 16 June 2021 (at my request), an analysis of which is shown in Figure 67.

In my correspondence with the Human Resources Manager | acknowledged that an
amendment to General Orders, that deals with civil servants’ involvement in private
business, had been issued by the Human Resources Department via an internal Circular to
Heads of Department on 10 June 2021. The amended sections in General Orders provide
clearer guidelines in relation to declarations by government employees of any involvement
in financial interests, business activities, private work and private trading. In the Circular,
Heads of Department were informed that they must ensure that all employees acquaint
themselves with the contents of the policy, and ensure that the content is complied with and
that staff must declare any involvement in financial interests, business activities, private work
and private trading.
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| informed the Human Resources Manager that after enquiring in his department, | was
aware that there had been very few, if any, new applications by government employees
seeking permission or making a declaration in respect of financial interests, business
activities, private work or making a private trading, under the provisions of General Order,
despite the Human Resources Department Circular to departments.| added that,
nevertheless, | was conscious that there were numerous civil servants undertaking private
work that continued to do so without the relevant disclosure and Human Resources
approval. The fact remains, that those officers who are knowingly doing private work without
permission from the Government, as their employer, are doing so without due regard to the
provisions of General Orders. This constitutes a clear contravention of these officers’
contractual obligations with the Government given that when they were employed in the
Government Service they signed an Offer of Appointment (in effect their employment
contract) accepting the terms and conditions of their appointment which included adherence
with the provisions of General Orders, amongst other Government Instructions and
Regulations. Hence, not purposely seeking permission to work on a private basis, regardless
of the requirements of General Orders and despite the Human Resources Manager’s
Circular requesting Heads of Department to ensure their staff abide by the provisions of
these General Orders constitutes, in my view, a serious breach of public officers’ contractual
obligations.

| also have to report that | wrote to the previous Director of Education on 17 June 2021
informing her that | could not understand how there were school teachers, one of the
prominent ones was already of pensionable age and receiving yearly extensions of service,
who had been giving private lessons outside school hours for many years, in full knowledge
of senior management of the Education Department, without the pertinent Government
permission to do so. Also in June 2021, | spoke with the Commissioner of Income Tax after
carrying out an audit examination of the income tax records of a number of school teachers
undertaking private work that showed that most of them were not declaring the income
derived from their business activity, contrary to the requirements of section 11 of the Income
Tax Act 2010 and Schedule 1 Table B (2)(a) to this Act. Evidently, those government
employees deriving gains from their business endeavours are liable to pay income tax on
this income stream and having them formally registered as undertaking private work at the
Human Resources Department would assist the Commissioner of Income Tax in ensuring
these individuals were properly taxed, see paragraph 3.1.136 to 3.1.141.

| therefore recommended the Human Resources Manager to consider issuing a Circular
Letter to all Heads of Department, requesting them to inform their employees that they must
duly observe and adhere to the provisions of General Orders and advise staff that non-
compliance with General Orders constitutes a breach of conduct, and more significantly a
breach of contract, which is a serious behavioural offence and liable to disciplinary action
under General Orders. | added that this would ensure that employees take a serious and
formal attitude to the requirements of General Orders regarding any involvement in private
business. | further recommended, that together with the Circular he encloses a questionnaire
form to be completed by all Government employees, requesting that they must reply (by
signalling a Yes/No) to the question posed as to whether they currently undertake private
work. In this way, the Human Resources Manager would ensure that all employees
specifically address the issue in hand and there is no case of employees flagrantly ignoring
the provisions of General Orders, which some had clearly done up to now.

On 30 March 2023, the Human Resources Manager issued a Bulletin of Circulars requesting
Heads of Department to remind their staff to acquaint themselves with the contents of the
Involvement in Private Business Policy and informing them that they had a contractual
obligation to abide by the provisions of General Orders regarding involvement in private
business. Additionally, the Bulletin of Circulars required all employees to submit a
declaration form directly via an online form link, including those employees who may have
already been granted permission to undertake private work in any capacity. However, on
the same day, | wrote to the Human Resources Manager, pointing out that | was not aware
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that he intended to obtain the employees' response by means of online declaration (as
opposed to a written declaration) which would evidently not go through the employee's Head
of Department. | told the Human Resources Manager that | was therefore uncertain as to:
(a) how would Heads of Department ensure and control that all his/her employees had
indeed replied as requested, and whether to the Heads of Department’s knowledge the
employees had replied correctly and accurately; and (b) whether the online response served
as a 'signed declaration' by the employee equivalent to a signed and written declaration on
paper. The Human Resources Manager replied that once the response deadline had
elapsed, he could provide Heads of Department with the total number of responses from
their department in order for them to verify and confirm if all employees within their remit
had replied correctly and accurately. The Human Resources Manager further informed that
in his view, the online response served as a 'verified declaration' as the employee needs to
submit full name and email address and his Head of Department would verify as previously
explained.

On 31 March 2023, | further enquired from the Human Resources Manager that when he
had said that the Human Resources Department would be providing Heads of Department
with total number of responses, | presumed he was suggesting providing Heads of
Department with full details of the responses, i.e. name of officer, email, grade, department
and whether the officer is undertaking private work, etc. and not just total number of
responses as he had stated in his email, as otherwise how would Heads of Department be
in a position to verify and confirm the correctness and accuracy of staff responses.
Additionally, | informed him that | had taken note that of his explanation that the online
response served as a 'verified declaration' as the employee needed to submit full name and
email address and the Head of Department would verify this when the Human Resources
Department provides the Head of Department with the feedback from government
employees. However, | told the Human Resources Manager that in my view a written and
signed Declaration by an employee would, in my view, have been considered as being
unquestionably from the employee concerned given that the officer would have signed the
Declaration accordingly, and there would have been no doubt that the officer concerned had
submitted it. However, | had my reservations as to whether an online response could be
treated as being unquestionably from the officer concerned given that potentially another
person could submit an online response on behalf of a specified officer. | told the Human
Resources Manager that my apprehension was that an officer could, for example, state in
an online response that he was not undertaking private work (when in fact he might be doing
so) and when challenged by management that the officer had not complied with their
contractual obligation to disclose if the undertook private work, the officer concerned could
very well reply that he/she had not submitted the online reply. My concern was to make the
declaration exercise as watertight as possible.

In his reply on 3 April 2023, the Human Resources Manager said he fully understood my
concerns to make the exercise as sound as possible. He confirmed that the online form
completed by staff members would provide Heads of Department with full details of their
responses. They would then be in a better position to tally staff numbers to ensure that all
members of their staff have been accounted for and also to confirm that the responses are
correct and accurate. In regard to the issue relating to the 'verified declaration’, the Human
Resources Department had sought advice from the Information Technology and Logistics
Department (“ITLD”) as to whether an audit log could be captured from the 'back end' of the
online program. The Human Resources Manager subsequently informed me that
unfortunately ITLD had said an audit trail could not be carried out as all users need to fall
within the gibraltar.gov.gi domain and seeing that this is not the case this facility was not
activated at the time the Bulletin of Circulars was issued. The Human Resources Manager
also discussed the matter with their in-house Counsel, who confirmed that a 'verified
declaration' would also require the signature of a witness on the actual Form, as
unfortunately an employee can still misrepresent/lie when completing the hard copy version
of the Form. This, however, is an exercise that the Human Resources Department would
prefer to steer away from due to the sheer volume of work this would entail. The Human
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Resources Manager concluded by saying that given that they were in agreement with the
need for this exercise to be as watertight as possible and in light of the aforementioned, they
proposed that:

e Once all the officers’ submissions were processed, they would send all Heads of
Department their respective submissions to confirm that they are in fact correct and to
ensure there are no omissions, which would serve as a form of verification;

e Issue an ‘Involvement in Private Work Business’ Circular once again next year,
however, on this occasion they would use a more sophisticated online system for the
Form that is auditable. Between now and then they will liaise with ITLD and Digital
Services in order to facilitate this and would keep me informed; and

e Additionally, their legal Counsel had advised that a disclaimer can also be included in
the next Circular to be issued to staff with a view of forewarning employees that any
inaccurate or misleading information can render them liable to disciplinary action.

On 26 June 2023, | informed the Human Resources Manager that | was of course
disappointed that an audit log could not be activated at the time the Bulletin of Circulars was
issued. Given the situation, | agreed with his proposed course of action going forward, in all
its aspects. Regarding the staff online submissions they had received, and once he had
processed these and the respective Heads of Department had confirmed that they were
correct, | looked forward to receiving the final data analysis and results from the feedback
received. On 28 November 2023, as | had received no feedback, | wrote to the Human
Resources Manager, enquiring if all employee online submissions had been processed by
his department given that | had not received the Gibraltar Audit Office’s staff submissions
in order for me to confirm if these were correct and without omissions. | additionally
reminded the Human Resources Manager that | required to see the final data analysis and
results from the feedback received from all government employees. At the close of this
report, the Human Resources Manager had not replied to the pending issues.

Pensionable Allowances - For many years my predecessor had reported, and | also
highlighted it in my last report, that a revised Pensions (Allowances) Notice had still not been
published, despite the fact that there were numerous allowances that were deemed
pensionable. As a consequence, there were officers that were retiring from the public service
in receipt of an allowance that had not yet been declared pensionable. In these
circumstances, | was taking the view that the pension award should be processed and not
delayed unduly because of the anomalous situation, on the strict premise that these
allowances be declared pensionable without further delay. | am glad to report that the
required piece of legislation, namely the Pensions (Allowances) Notice, 2020 was finally
enacted on 23 January 2020.

Pensionable Posts - | also have to report that there is a similar need to enact a revised
Pensionable Offices Notice, as there are many new offices within the public service that
have not been declared to be a pensionable office for the purposes of the Pensions Act.
Again, | have taken the view that the pension award of those retiring officers holding an
office not yet declared to be a pensionable office be processed and not delayed unduly
because of the irregular situation. However, | have done so on the strict premise that these
public offices be declared pensionable without delay. To this end, | have written to the
Human Resources Manager on a number of occasions reminding him on the need to revise
the existing Pensionable Office Notice that dates back to 2015. | am glad to say that the
Human Resources Department prepared a draft Pensionable Office Notice in December
2020 and was submitted to me for checking and for my comments before publication.
However, there were numerous errors and queries that were highlighted to the Human
Resources Department and which required to be amended. | am aware that most of the
queries and errors have been corrected, but unfortunately, the position at the close of this
report is that this piece of pension legislation had still not been enacted.
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Pensions and Gratuities - On 29 September 2021, | wrote to the Human Resources
Manager informing him that that an examination of the pension award of the Captain of the
Port, who was due to retire on 13 October 2021 at age 57, had revealed that the Government
had approved that his pension would be exempt from the payment of income tax
notwithstanding the fact that the Captain of the Port had not yet attained the age of 60 years.
The income tax due to be paid on his pension until reaching age 60 would be paid as ex-
gratia payments charged to the Ex-gratia subhead of Expenditure under the Human
Resources Department.

| drew attention to the fact that the Captain of the Port was being treated similarly to other
Heads of Essential Services departments (namely, a former Commissioner of Police, a
former Chief Fire Officer and a former Superintendent of Prison) who had retired prior to
attaining age 60 on the premise that the previous Government Administration would be
amending the Pensions Act to reduce the compulsory retirement age of the posts of
Commissioner of Police, Chief Fire Officer and Superintendent of Prison from 60 years to
55 years. However, the present Government thereafter decided in August 2014 not to
proceed with the amendment to the law but nevertheless agreed, given the special
circumstances of these three officers, who had been informed the legislation would be
amended, to allow them to be paid their pensions without the deduction of income tax (this
being one of the benefits of having the compulsory retirement age lowered) and that
Government would pay the tax due by them by way of ex-gratia payments from the
Consolidated Fund until they reached age 60. Government also agreed that the annual cost
of living increases be applied to the pensions of the three officers (this being the other benefit
of having the compulsory retirement age lowered). | further informed the Human Resources
Manager that in May 2016 the Government had agreed that another Chief Fire Officer who
had retired on 1 April 2015 on the same premise —strangely enough | must say, considering
that Government had already informed that they would not be proceeding to reduce the
compulsory retirement age of the Chief Fire Officer post to age 55 by amending the Pensions
Act— was also allowed to receive his pension without deduction of income tax and the tax
was again paid by Government as ex-gratia payments.

| informed the Human Resources Manager that in my view, if the Government wished to
allow Heads of Essential Services Departments to retire at age 55, with all the benefit
entitlements that are due as from age 60, the correct and proper course of action would be
to reduce the compulsory retirement age of these posts by duly amending the Pensions Act.
If, on the other hand, Government does not wish to amend the law, | question why it
nevertheless continues to allow certain Heads of Essential Services Department to retire
before they reach their compulsory age with the benefits that correspond to retirement at
age 60. | told the Human Resources Manager that | could understand that in 2014, the three
Heads of Essential Services were exceptionally allowed to retire early with these ‘benefits’
on the basis that they had retired with the expectation that the law would be amended, even
though subsequently the Government decided not to change the law. However, | failed to
understand how the same argument had been similarly applied two years after with another
Chief Fire Officer, also allowing him to retire early with the same ‘benefits’ and again now,
seven years later, with the Captain of the Port. | asked the Human Resources Manager if he
did not agree that the fairest and non-discriminatory course of action would be to amend the
law and in this way apply the same rule to all Heads of Essential Services Departments and
not just to some officers. | further asked that, surely, other Heads of Essential Services
departments (e.g. the Commissioner of Police and the Chief Fire Officer) who had retired
recently before they had attained age 60 should have had the same beneficial conditions
applied to them. | pointed out that of all five Essential Services entities, namely, Police, Fire
Service, Prison, Port and Customes, it is only Customs (paradoxically, the last department to
be established an ‘Essential Services’ organisation in 2018) that has the Head (Collector of
Customs) with the compulsory retirement set at 55 years of age in sharp contrast to the rest
of the Essential Services entities whose Heads have to retire at age 60. In this respect, |
added that at the time, | had raised this apparent anomaly with the Human Resources
Department, drawing attention to the fact that under section 2 of the Imports and Exports
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Act, 1986 the definition of ‘Customs Officer’ includes the Collector of Customs and as a
consequence under section 8(2) of the Pensions Act the compulsory retirement age for the
Collector would be 55 years of age, as distinct to the other Heads of Essential Services. |
was informed that this was not an anomaly and was indeed how Government wanted this.

| further informed the Human Resources Manager that | was aware that my predecessor in
2014 and 2016 had exceptionally agreed to the award of the pensions to the aforementioned
officers under the conditions explained. The Principal Auditor at the time was of the view
that because the intention to amend the law had not been proceeded with, the ‘affected’
officers should not be penalised. However, | concluded that as far as | was aware there was
presently no exceptional reason(s) or circumstances to justify the award of such pension to
the Captain of the Port under the conditions stated.

The Human Resources Manager replied to me on 13 October 2021, informing me that the
matter had been referred to the Minister for Economic Development who had explained that
the request to retire under these conditions had been originally received from the retiring
Captain of the Port and it had been approved on the condition that there would be a saving,
given that the post of Deputy Captain of the Port that would be left vacant on the promotion
of the incumbent officer to Captain of the Port would not be filled. | replied that, although
understanding that Government would derive savings from not filling the Deputy Captain of
the Port post, there was still the aspect of discrimination, whereby some Heads of Essential
Services are able to retire before age 60 without the payment of income tax and receiving
the annual cost of living increases to their pension, whilst other Heads of Essential Services
have to comply with the compulsory retirement age of 60 years and pay income tax and
have their pension frozen if retiring before attaining 60 years in accordance with existing
legislation. | added that | still required to learn if the Government had the intention to reduce
the compulsory retirement age of the Heads of Essential Services departments (except the
Collector of Customs who can already retire at 55 years of age, in line with the rest of his
staff) by duly amending the Pensions Act. At the close of this report, | had still not received
a reply to my query.

By agreement, all pensions and gratuities awarded under the provisions of the Pensions Act
and the Parliament Act are pre-audited by the Gibraltar Audit Office.

During the financial year 2016-17, 114 pension awards and 34 revised pension awards,
mainly arising from amendments to the pensionable emoluments, were submitted for audit
examination. Of these, 32 (21.6%) were found to contain errors/discrepancies and were
referred back to the Human Resources Department or the Treasury Department for
correction prior to audit certification. While in the financial year 2017-18, 98 pension awards
and 19 revised pension awards were submitted for audit examination. Of these, 22 (18.8%)
were found to contain errors or discrepancies. There were 19 officers who retired on medical
grounds during 2016-17. A total of 112 gratuities were awarded during the financial year in
question, of which 105 related to commutation of pension awards, 4 gratuities were paid on
resignation from the Government Service, 2 were paid to the next-of-kin of officers who died
in service and one gratuity was paid on dismissal from the service following the
recommendations of a Disciplinary Board. During the financial year 2017-18, there were 7
officers who retired on medical grounds. A total of 102 gratuities were awarded during the
year, of which 92 related to commutation of pension awards, 7 gratuities were paid on
resignation from the Government Service and 3 were paid to the next-of-kin of officers who
died in service.

The Government of Gibraltar introduced Early Exit Scheme Agreements for government
employees as from 2011. These Early Exit schemes allow the retirement, under the
provisions of the Pensions Act, of employees of certain grades from a number of
Government departments (including statutory authorities/agencies and Civil Service
employees transferred to wholly-owned Government companies) with added benefits. The
added benefits provided by the Early Exit Schemes (although not all schemes provide the
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same conditions) include: enhancement of the years of service of officers who opt to take
these schemes; payment of a lump-sum equivalent to two or three years of basic salary; and
the chance for these employees to either retire early or otherwise retire beyond normal
retirement age. On the other hand, those employees who benefit from these schemes are
not eligible for future employment with the Government, or any Government company,
authority or agency; nor are they eligible to register as unemployed in order to receive
unemployment benefit or social assistance benefit. Nevertheless, these employees can
obtain other employment. In the financial year 2016-17, 11 officers entitled to a pension
award under the Pensions Act, retired under an Early Exit Scheme. Whilst in the year 2017-
18, there were 26 officers entitled to a pension award under the Pensions Act, who retired
under an Early Exit Scheme. | have commented further on Government Early Exit Schemes
in paragraphs 5.2.1 to 5.2.40 of my report.

Expenditure on pension payments under the Pensions Act and the Parliament Act in the
financial year 2016-17 amounted to £34.36m compared to £31.27m during the previous
financial year. The rise of £3.09m (9.9%) is accounted for by a cost of living increase of 2.0%
applied to pensions on 1 July 2016 and by a net increase of 35 pensioners during the
financial year 2015-16. By comparison, in the financial year 2017-18, expenditure on
pension payments amounted to £36.96m. The rise in pension payments of £2.60m (7.6%)
from the previous year is accounted for by a cost of living increase of 2.3% applied to
pensions on 1 July 2017 and by a net increase of 47 pensioners during the financial year
2017-18.

Expenditure on gratuity payments under the Pensions Act and the Parliament Act for the
financial year ended 31 March 2017 totalled £0.53m compared to £0.18m during the
financial year 2015-16. Whereas expenditure on gratuity payments during the financial year
ended 31 March 2018 totalled £1.50m.

Under the Pensions (Widows and Orphans) Act (“WOPS”), 11 new pension awards were
made during the financial year 2016-17, compared to one WOPS pension in the previous
financial year. Of these 11, one was found to contain an error and was referred back to the
Treasury Department for correction prior to audit certification. Expenditure on WOPS
pension payments for the financial year 2016-17 amounted to £0.34m, compared to £0.22m
in the previous year. There was an annual cost of living increase of 2.0% applied to WOPS
pensions on 1 July 2016. By comparison, there were 7 new WOPS pension awards in the
following financial year 2017-18. One of these WOPS pensions was found to contain an
error and was referred back to the Treasury Department for correction prior to audit
certification. Expenditure on WOPS pension payments for the financial year 2017-18 totalled
£0.32m. There was an annual cost of living increase of 2.3% applied to WOPS pensions on
1 July 2017.

During the financial year 2016-17, 2 pension awards were made to former government
employees, while in the previous financial year there were none. Expenditure on pension
payments to former government employees for the financial year 2016-17 stood at £0.12m
compared to £0.11m during the previous financial year. The annual cost of living increase
applied to pensions on 1 July 2016, in respect of former government employees, was 2.0%.
In the financial year 2017-18, there were no pension awards made to former government
employees. Expenditure on pension payments to former government employees during
2017-18 amounted to £0.13m. The annual cost of living increase applied to pensions on 1
July 2017, in respect of former government employees, was 2.3%. No gratuity payments to
former government employees were made during the financial years 2016-17 and 2017-18.

Pre-Audit of Pension and Gratuity Awards - On 18 September 2023, | wrote to the Human
Resources Manager in connection with the pre-audit of pensions and gratuities awarded
under the provisions of the Pensions Act and the Parliament Act. | informed him that, as he
was aware, the Principal Auditor had for many years undertaken the pre-audit of pensions
and gratuities before these are paid to retiring officers, despite the pre-audit function not
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being mandatory in accordance with the provisions of the Public Finance (Control and Audit)
Act. | highlighted that section 55(2)(b) of the Public Finance (Control and Audit) Act
prescribes that as Principal Auditor, | am not required to undertake the pre-audit of accounts
that then precludes me from reporting, or giving an opinion or criticism on any accounting
transaction after such transaction has been duly recorded in the Government books of
accounts. | explained to the Human Resources Manager that this legal provision is of course
understandable if one considers that the Principal Auditor is the external auditor to the
Government of Gibraltar that reports to Parliament, and clearly not an internal auditor that
reports to management. In my view, the process of pre-auditing pension awards was largely
an internal audit function.

| further explained to the Human Resources Manager that aside from the above, the position
which | had increasingly noted for a number of years is that the work emanating from the
pre-audit of pensions had increased manifestly, not just in volume but more significantly in
terms of complexity and legal technicalities, to such a point where not only was there an
audit officer involved practically permanently with the examination of pensions, but also a
large amount of time was spent by an Audit Manager (Senior Executive Officer) and by an
Assistant Principal Auditor (Senior Officer), and even by me as Principal Auditor, in
examining and discussing the intricate pension issues that come up. Added to this, was our
substantial assistance with the drafting of pension legislation and side letter agreements,
which obviously is not an external audit function. The excessive resources dedicated to the
examination of pensions was clearly in detriment to other important audit work.

| explained to the Human Resources Manager that despite the good efforts by his
department to train staff in government departments on how to prepare and submit the
pension and gratuity form so that the information contained therein, together with supporting
information, was accurate and complete, the fact was that departments continually failed to
provide the information correctly. However, | informed him that more worryingly to me was
the submission of pension awards where the governance and legality was not met and the
Human Resources Department and the Treasury Department invariably, at times, did not
detect such infringement. For example, the retirement of officers without the pertinent
Governor’s or Government approval; the service undertaken by transferred officers to other
government entities to count as pensionable service on retirement when the law does not
allow for this; the retention of allowances on a personal-to-holder basis by transferred
officers when calculating the officer’'s pension award which at times does not meet the law,
the revision of pension awards (on ministerial instructions) as a result of an increase to a
pensionable allowance backdated to apply to retired officers, despite the effective date of
the allowance increase being a subsequent date to the officers’ dates of retirement, etc.

| further explained to the Human Resources Manager that the absence of adequate internal
controls in the departments involved in processing pension payments that would assist in
detecting many of these anomalies and inaccuracies, evidently increases the audit
involvement in the examination of pensions. | told the Human Resources Manager that
overall, | considered there was an over-reliance in the audit function being the ultimate safety
net to detect any errors and anomalies in the pension submissions, or in actual fact, the only
entity seen as capable of stopping any glaring contravention of the rules and the law, which,
as he would agree should not be the case. This was clearly not what was intended decades
ago when the Principal Auditor (at the time) agreed to undertake the pre-audit of pension
awards, as every party involved in the process should exercise their function fully. This
involves ensuring that the data submitted by departments is not only accurate and complete,
but that it fully meets the provisions of the Pensions Act and Parliament Act, and indeed is
fully compliant, and not in breach, of government rules and regulations.

In my email to the Human Resources Manager, | further informed him that a significant
paradox in the whole process was that by undertaking a pre-audit of pension awards and
highlighting relevant anomalies to the Human Resources Department and the Treasury
Department, the discrepancies that were brought to light were customarily not included in
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detail in my report to Parliament; which had the effect of not reflecting the extent and degree
of audit work that goes in the process.

In conclusion, | informed the Human Resources Manager that as from 1 November 2023, |
would discontinue the pre-audit of pension awards. | explained to him that just as other
government revenue and expenditure transactions, pension payments would be subject to
audit scrutiny and examination after the payments have been made. Any audit queries and
observations would be initially raised with his department, and depending on the seriousness
of the audit findings and the explanation(s) provided, might be included in my annual report
to Parliament.

One of the Senior Executive Officers from the Human Resources Department replied to me
on behalf of the Human Resources Manager, on 24 September 2023, stating that he had
reviewed the contents of my email in great detail but with natural concern. He asked if | could
reconsider my position or at least defer my decision to discontinue the pre-audit of pension
awards. He said this had caught the Human Resources Manager by surprise and they
required time to discuss their concerns with the Chief Secretary, Financial Secretary,
Accountant General and with me without an immediate impending deadline. He said that
discontinuing a process which had been in place for a good number of decades, would no
doubt present an array of potential short, medium and long term adverse effects that they
would have to address. Hence why he did not recommend that | should progress in this
manner. The Senior Executive Officer appealed for me to reconsider my decision and remain
part of what has always been an established working process. He added that employees on
the Government final salary pension scheme were on the decrease and this workflow will
eventually disappear when the last employee on this pension scheme retires or resigns. The
Senior Executive Officer agreed that the complexity in processing pension awards; coupled
with the shortages in staffing levels across all Civil Service departments; in addition to
experienced officers leaving departments with no proper succession planning in place
because of staff shortages; added to failures in management or increased workloads had all
contributed to the shortfalls highlighted in my email. Hence why in his view, it was more
important than ever to continue to work together in ensuring the best possible product to the
end user, in this case the retiree. In his view, having the Gibraltar Audit Office continue to
form part of this process not only ensures that they minimise an array of errors that would
not have been detected but also avoids the possibility of having to recover monies overpaid
from a retired employee.

The Chief Secretary commented that he couldn’t empathise enough how deeply concerned
he was about this and so he suggested discussing the matter further. Whilst the Financial
Secretary agreed that having a ‘round the table’ meeting on the issue raised was the best
way forward at this time. The acting Accountant General also agreed to have a meeting on
the matter. She said it was obvious that they have all been struggling to maintain their heads
above the water for some time now, but there was a need to work together on finding
solutions to the problems highlighted. Solutions that will work to the benefit of all
stakeholders and ultimately for the retiree who deserves to be paid correctly after a lifetime
of public service.

On 26 September 2023, | wrote to all the aforementioned stakeholders involved in the
processing of pension awards clarifying that my agreement to meet with all parties was to
explain the audit position, as the decision to cease the pre-audit of pensions as from the end
of October 2023 had already been taken and was irreversible.

The Chief Secretary replied immediately, saying that he did not think this was helpful in the
sense that it did not allow the rest of the stakeholders to explain their deep concerns with
the unilateral decision taken. He did, of course, agree that | should be checking that they do
things correctly once these have been done; but, importantly, all parties involved have
always welcomed, indeed hope to continue to welcome, the pre-checking function that has
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always thus far guaranteed the extra layer of verification/validation ensuring correct
payment.

| replied to the Chief Secretary on the same date, stating that it was precisely because the
pre-audit function had become not ‘the extra layer of verification/validation’ as the Chief
Secretary had said, but de facto practically, the only significant layer of verification to ensure
correct payment that | had called a stop to this. In my view, all parties had invariably taken
for granted that under the ‘pre-audit function’ the Gibraltar Audit Office was always there to
prevent not only incorrect entries and computations but more importantly to stop irregular
submissions. In essence, the Principal Auditor had become the gate-keeper. | stated that
this was, of course, not the right way to proceed, as all parties should take due regard of
their responsibilities and not over depend on the Gibraltar Audit Office as had been the case.
Needless to say, the deep concerns that the Chief Secretary and others now had should
have been there all along, regardless of the pre-audit function, and in this way many of the
issues raised by the Gibraltar Audit Office in the past would have been averted, nipped in
the bud or at the very least raised as a concern to Government way before the pension
award reached the Gibraltar Audit Office.

| told the Chief Secretary that the cost to Government of having senior members of the
Gibraltar Audit Office involved in the pre-audit of pensions was immense, as not only did we
have an audit examiner doing the verification of pension awards on a daily basis, but also
an Audit Manager (Senior Executive Officer equivalent) heavily involved in pension issues
overseeing her work practically also daily, plus the Assistant Principal Auditor (senior officer)
and myself (senior grade) also having a great involvement given the complexity of the
pension issues that come up. In my view this did not represent value for money. | added that
| had taken this ‘unilateral’ decision, as he described it, because it is only for me to take as
Principal Auditor under the Gibraltar Constitution. In taking the decision, | have had to take
stock that by spending such an enormous amount of time doing pre-audit of pensions the
Gibraltar Audit Office is not doing other critical audit work. In this respect, | consider that |
am failing as Principal Auditor if | don’t take the necessary measures to change the audit
dynamics to what is in essence my central function under the law, and that is to audit the
public accounts of Gibraltar and of other statutory authorities and agencies. The payment of
pensions, just as salaries and other critical payments, is included within the public accounts
of Gibraltar, which | audit as part of the standard audit function. | added that | was hopeful
that in the meeting to be arranged, he and the other stakeholders would understand at first
hand, the issues involved and that the decision | had taken had not been taken lightly as it
was something that has been in my mind for a long time, given the amount of time spent on
this area of work to the detriment of other important audit work. | apologised to the Chief
Secretary if | had come across as inflexible and unwilling to budge, but | had to be first and
foremost honest and responsible with my primary duty as external auditor, which is to audit
the public accounts of Gibraltar. If | cannot do this fully and in a timely manner because | am
undertaking pre-audits, then these must stop.

The acting Accountant General wrote to me on 27 September 2023. She said that although
she did not agree with the stance | had taken, she recognised it was my prerogative and she
therefore had no other option than to accept the decision taken. Notwithstanding, she
strongly disagreed with my comment that the Gibraltar Audit Office was ‘de facto the only
layer of verification’. She highlighted, for the record, that the Treasury Department had
always taken financial responsibilities very seriously, especially when it comes to the
computation of a retiree’s pension and gratuity. She reiterated that this has always been the
case, even whilst the section responsible for this has been critically under resourced.

| subsequently attended a meeting with the Human Resources Manager, the Financial
Secretary and the acting Accountant General on 8 November 2023. My decision to
discontinue the pre-audit of pension awards was discussed thoroughly and | had the
opportunity to explain to all the stakeholders the reasoning behind the resolution | had taken.
| provided the acting Accountant General with a document outlining the main risk areas
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according to our experience and where errors and inaccuracies usually arise in the
examination of pensions. | also handed her an inspection checklist used by the Gibraltar
Audit Office to ensure all the different parts of the pension computations have been correctly
examined and verified, to assist her staff in the examination of pension awards.

Commutation of Pensions and Early Exit Scheme Lump-Sum Payments Paid by the
Government to Credit Finance Company Limited - Public servants employed prior to 1
January 2012 enjoy pension rights under the Pensions Act. Under the provisions of
regulation 26 of the Pensions Regulations, officers eligible to a pension may exercise an
option to receive a reduced pension in addition to a commuted pension gratuity.

Pensions paid to government employees are charged to Consolidated Fund Charges Head
03, Subhead 1 Pensions, whilst commuted pension gratuities are paid out from Consolidated
Fund Charges Head 03, Subhead 2 Gratuities under the Pensions Act and Parliament Act.

Prior to 1 April 2012, the gratuities were paid to retiring government employees directly by
the Government of Gibraltar. However, on this date the Government of Gibraltar reached an
agreement with Credit Finance Company Limited (“Credit Finance”) —at the time, a wholly-
owned Government company— whereby the amount of gratuity is paid to the officer
concerned by Credit Finance by way of an agreement between this company, the officer
concerned and the Government. The Government thereafter repays the gratuity to Credit
Finance by way of monthly instalments over a period of time, chargeable to Consolidated
Fund Charges Head 03, Subhead 1 Pensions.

Quite separately, employees retiring under a Government Early Exit Scheme who are
eligible to receive a lump-sum payment equivalent to 2 or 3 years’ annual basic salary, are
also paid these payments by Credit Finance under an agreement between the officer
concerned and Credit Finance and the Government. The Government similarly repays the
lump-sum payment to Credit Finance in monthly instalments over a period of 10 years,
chargeable to the Consolidated Fund under the Human Resources Head of Expenditure and
Subhead Early Exit Schemes.

Towards the end of 2022, on perusing the accounts of Credit Finance, it became known that
the Government was liable to pay 6.5% interest on the repayment of the gratuities in addition
to early exit scheme payments. It was noted that the element of interest, forming part of the
monthly sums paid to Credit Finance in respect of both gratuity payments and Early Exit
Scheme payments, had been paid by Government to the company since 9 April 2012 and
29 November 2013 respectively, but had never been separately quantified and disclosed in
the Government books of accounts, nor in the Public Accounts of Gibraltar.

Nonetheless, an inspection of the journal entries relating to the monthly repayment of
gratuity payments by the Government, administered by the Treasury Department, to Credit
Finance showed that the sums solely refer to the capital repayment of the gratuities with no
reference to interest whatsoever. On the other hand, the journal entries in respect of the
monthly repayment of early exit scheme lump-sum payments to Credit Finance,
administered by the Human Resources Department, do account for both principal and
interest.

Further examination of the individual written agreements between the three parties, i.e. the
Government, Credit Finance and retiring employees to finance the commuted value of their
pensions; in addition to similarly written agreements between the Government, Credit
Finance and eligible employees that retire under an Early Exit Scheme for the payment of
lump-sum payments that are payable under the various Schemes, revealed that whilst the
latter individual agreements make reference to the application of interest at 6.5% on a
reducing balance, the former individual agreements to finance the commuted pensions do
not make reference to the application of interest on the repayment sums by the Government
to Credit Finance.
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On 2 February 2023, | wrote to the Financial Secretary, the acting Accountant General and
the Human Resources Manager informing them that on the basis that Government enters
into individual written agreements with Credit Finance and retiring employees to finance the
commuted value of their pensions; in addition to similarly written agreements with Credit
Finance and eligible employees that retire under an Early Exit Scheme for the payment of
lump-sum payments that are payable under the various Schemes, | required to have sight
of the principal agreement between the Government and Credit Finance regarding the
repayment of commuted pensions and separately also the principal agreement regarding
the repayment of Early Exit Scheme lump-sum payments. The acting Accountant General
replied on 9 February 2023, confirming that she could not find any of the two principal
agreements and further confirmed that the Human Resources Manager did not hold a copy
of the Agreements either. The Accountant General explained that although there appears
not to have been a principal agreement signed at the time the arrangement between the
Government and Credit Finance was initiated on 1 April 2012, she had traced an original
draft agreement on file which required some tweaking in order to have the agreement
finalised.

On 30 June 2023, the Financial Secretary forwarded to me a copy of the principal Agreement
between the Government of Gibraltar and Credit Finance for the financing of commuted
pensions which was signed on the same date (30 June 2023). However, no principal
Agreement has been provided to me in regard to the arrangement between the Government
and Credit Finance for the financing of Early Exit Scheme lump-sum payments.

The salient points of the principal Agreement between the Government of Gibraltar and
Credit Finance for the repayment of commuted pensions, dated 30 June 2023, are:

¢ Credit Finance shall only be entitled to receive the benefit of the commuted pension
from the date commencing on the date of the individual Pension Commutation
Agreement signed between the Government, Credit Finance and the retiring employee,
up to the date (“the end date"), the commuted pension is paid out in full to Credit Finance
following which the Government shall cease to make any payments to Credit Finance,
including without limitation any equivalent payments (as defined below).

e The Government and Credit Finance agree that where a commuted pension ceases to
be paid by the Government to Credit Finance on account of the death of the retired
pensioner at any point within a period commencing on the date of the individual Pension
Commutation Agreement and ending on the end date, the Government shall cease to
make payments to Credit Finance under the individual Pension Commutation
Agreement and, notwithstanding the death of the pensioner and the cessation of
payments under the individual Pension Commutation Agreement, the Government shall
make payments (“the equivalent payments") to Credit Finance that are equivalent to the
commuted pension under the individual Pension Commutation Agreement and such
equivalent payments shall be made by the Government to Credit Finance from the date
of the retired pensioner’s death up to the end date.

¢ All individual Pension Commutation Agreements will carry interest at the rate of 6.5%,
or such other interest rate as may be set by Credit Finance.

e The Government and Credit Finance agree that the increase on any Equivalent
Payments shall be the same rate of increase applied under Pension Commutation
Agreements unless an alternative rate is agreed in writing between the Government and
Credit Finance from time to time for the Pension Commutation Agreements or any one
of them.

e Credit Finance shall maintain accounts evidencing the commutations described in the
principal Agreement, in accordance with its usual practice. Entries in those accounts
shall be prima facie evidence of the existence and amount of the commutations as
recorded in them.
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¢ A waiver of any right or remedy under the Agreement or by law, or any consent given
under the Agreement, is only effective if given in writing by the waiving or consenting
party and shall not be deemed a waiver of any other breach or default. It only applies in
the circumstances for which it is given and shall not prevent the party giving it from
subsequently relying on the relevant provision.

On 30 June 2023, the Financial Secretary further provided me with a copy of a Side Letter
to the principal Agreement between the Government and Credit Finance for the repayment
of commuted pensions. This Side Letter, dated 30 June 2023, is from Credit Finance,
specifically from the Financial Secretary, in his capacity as Director of GDC (Directors)
Limited acting on behalf of Credit Finance, to the Chief Secretary, acting on behalf of the
Government of Gibraltar. In the Side Letter, the Director of GDC (Directors) Limited informs
the Chief Secretary that further to the principal Agreement entered into by the Government
and Credit Finance and notwithstanding the terms of this Agreement, the Government and
Credit Finance agree that all ‘equivalent payments’ required to be made by the Government
to Credit Finance pursuant to the principal Agreement on account of the death of retired
pensioners at any point up to the date of the principal Agreement shall be waived in full. The
Side Letter thereafter provides details in an Appendix of the capital sums that were
outstanding since 1 April 2012 (when the Government of Gibraltar reached the agreement
with Credit Finance for the payment of commuted pension gratuities) up to 30 June 2023 —
the date the principal Agreement was signed, amounting in total to £5.78m, that were waived
in respect of 32 officers who had passed away before the full repayment had been made.

Further to my comments in paragraph 3.5.66, | find it very odd that even though the filed
accounts of Credit Finance show that since 2012 the company has been receiving from
Government the repayment of the commuted pensions of retired officers plus 6.5% interest,
in addition to the repayment of Early Exit Scheme lump-sum payments with interest also at
6.5%, in the Government books of accounts and in the Public Accounts of Gibraltar the
element of interest has not been separately shown or disclosed since the arrangement
commenced in 2012.

It is equally surprising that there is no reference to the payment of interest by the
Government in the individual agreements relating to commuted pension payments, that
retiring officers contract with Credit Finance and the Government. It was only after Treasury
officials, including the acting Accountant General, were questioned in October 2022 as to
whether there was an agreement between the Government and Credit Finance for the
payment of interest on the commuted pension payments, that in due course the signed
Agreement between both parties that provides for the payment of interest, was presented to
me on 30 June 2023.

It is also relevant to point out that whereas in the repayment of the Early Exit Scheme lump-
sum payments, the interest calculation is over a period of 10 years, with principal and interest
clearly classified in the journal entries every month, in the case of the repayment of
commuted pensions, the repayment instalments appear to have been calculated by
Government on the (previously) standard 12.5 years’ life expectancy in line with the
calculation of statutory pensions to public servants, but apparently changed to an extended
term beyond the set 12.5 years, once the element of interest was included (instead of
increasing the repayment sum to take account of the interest). | am inclined to think that the
methodology might have changed after Treasury was questioned as to whether the
Government was paying interest on its repayment commuted pension instalments to Credit
Finance.

On 12 May 2023, | requested the Financial Secretary to provide me with information
regarding the repayment sums paid by the Government of Gibraltar to Credit Finance since
the financing arrangement commenced on 1 April 2012, both for the payment of pension
commutations and the payment of Early Exit Scheme lump-sum payments. The acting
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Accountant General provided me with the information | requested on 24 June 2023, see

Figures 68 and 69 below.

Figure 68
Financial Pension Pension Total Pension
Year Commutation Commutation Commutation
Repayment Repayment Repayments
(Principal) (Interest) per year
2012-2013 £117,582 £349,415 £466,997
2013-2014 £266,084 £1,043,451 £1,309,535
2014-2015 £581,803 £1,937,979 £2,519,782
2015-2016 £963,910 £3,117,828 £4,081,738
2016-2017 £1,328,176 £4,045,857 £5,374,033
2017-2018 £1,715,618 £4,946,430 £6,662,048
2018-2019 £2,295,800 £5,894,211 £8,190,011
2019-2020 £3,082,810 £6,840,586 £9,923,396
2020-2021 £3,935,503 £7,773,410 £11,708,913
2021-2022 £4,668,611 £8,326,896 £12,995,507
2022-2023 £5,127,358 £8,836,006 £13,963,364
Figure 69
Financial Early Exit Scheme Early Exit Scheme  Total Early Exit
Year Lump-Sum Lump-Sum Scheme Lump-
Repayment Repayment Sum Repayments
(Principal) (Interest) per year
2014-2015 £59,557 £52,355 £111,912
2015-2016 £222,755 £185,894 £408,649
2016-2017 £295,037 £218,745 £513,782
2017-2018 £401,290 £272,158 £673,448
2018-2019 £583,473 £379,059 £962,532
2019-2020 £739,189 £439,717 £1,178,906
2020-2021 £901,725 £486,470 £1,388,195
2021-2022 £1,074,019 £521,731 £1,595,750
2022-2023 £1,228,091 £520,358 £1,748,449

3.5.77 | recommended to the acting Accountant General that she should incorporate a footnote in
the Public Accounts of Gibraltar for the year ended 31 March 2017, under:

e Consolidated Fund Charges Head 03, Subhead 1 Pensions, disclosing that the sum of
£34,364,821 paid in pensions by the Government of Gibraltar, includes £5,374,033 in
respect of repayments of pension commutations to Credit Finance Company Limited,
representing £1,328,176 of principal; and £4,045,857 in respect of interest paid to the
company; and

e Consolidated Fund Head 7 Human Resources, Subhead 2(5) Early Exit Schemes,
disclosing that the expenditure sum of £513,782, in respect of repayments of Early Exit
Scheme lump-sum payments to Credit Finance Company Limited represents £295,037
of principal; and £218,745 in respect of interest paid to the company.
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Similarly, | further recommended to the acting Accountant General that she should
incorporate a footnote in the Public Accounts of Gibraltar for the year ended 31 March 2018,
under:

e Consolidated Fund Charges Head 03, Subhead 1 Pensions, disclosing that the sum of
£36,958,930 paid in pensions by the Government of Gibraltar, includes £6,662,048 in
respect of repayments of pension commutations to Credit Finance Company Limited,
representing £1,715,618 of principal; and £4,946,430 in respect of interest paid to the
company; and

e Consolidated Fund Head 6 Human Resources, Subhead 2(5) Early Exit Schemes,
disclosing that the expenditure sum of £673,448 in respect of repayments of Early Exit
Scheme lump-sum payments to Credit Finance Company Limited represents £401,290
of principal; and £272,158 in respect of interest paid to the company.

| also asked the acting Accountant General why the expenditure relating to the repayments
in respect of the Early Exit Scheme lump-sum payments made to Credit Finance, charged
to the Human Resources Head of expenditure under Subhead Early Exit Schemes, include
individuals who were employed in Government-owned companies who had never been civil
servants. | told the Accountant General that | did not consider this expenditure to be a proper
charge on the Consolidated Fund as these payments were made on the basis of an Early
Exit Scheme relating to Government-owned companies. The Accountant General replied
that the decision to charge the Consolidated Fund with payments in respect of individuals
who were non-civil servants was in line with the individual agreements contracted by the
employees with the Government of Gibraltar and Credit Finance. | replied to the Accountant
General telling her that | was aware that the employees who received the Early Exit Scheme
lump-sum payments had entered into an agreement with the Government and Credit
Finance whereby the Government would repay the Early Exit Scheme monthly instalments
to Credit Finance, yet | insisted that this arrangement was flawed and improper given that
Government was accepting a liability (inclusive of interest) which does not correspond to it,
as in my view this liability should be a charge on the companies’ books. | added that to make
matters worse, the financial arrangement is not disclosed in any way, so the reader of the
Public Accounts of Gibraltar would never be aware that the expenditure under the Human
Resources Head of Expenditure, Subhead Early Exit Schemes includes payments made in
respect of employees of Government-owned companies.

Gibraltar Courts Service

3.6.1

3.6.2

| wrote to the Chief Executive of the Gibraltar Courts Service detailing a number of
observations brought to light during an audit inspection carried out in the Gibraltar Courts
Service to May 2018 and hereunder draw attention to the salient points together with the
Chief Executive’s comments.

Admiralty Marshal - | informed the Chief Executive that since June 2013, no Admiralty
Marshal funds placed in Bank Deposits in respect of arrested ships had been included by
the Gibraltar Courts Service in their monthly submission to Treasury. The exclusion of the
separate Bank Deposit spreadsheets and attachment of Bank Deposit statements was not
corrected until July 2020 after the discrepancy with Treasury records had been identified by
the Treasury Department. After an audit review of the procedures and controls in operation
it was noted that although this was an oversight by a Court officer, all internal records were
correctly balanced and adequately maintained by the Admiralty Marshal. Nevertheless, this
omission meant that the Government Trusts Fund - Admiralty Marshal Sub-Fund for the
financial years 2013-14, 2014-15 and 2015-16, that forms part of the Public Accounts of
Gibraltar compiled by the Treasury Department and already tabled in Parliament, were
significantly understated, potentially by millions of pounds. | requested the Chief Executive
that the monies pertaining to the Admiralty Marshal Account that were held in Bank Deposits
during those financial years should be quantified. The Chief Executive replied that the
Admiralty Marshal had noted my request and an exercise would be carried out to quantify
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3.6.4

3.6.5

3.6.6

the monies held on deposit during the financial years in question and the information
provided to the Treasury Department.

| additionally informed the Chief Executive that the anomaly arising from the monies held in
Bank Deposits could also have an impact in the accounts of the Government Trusts Fund -
Admiralty Marshal Sub-Fund for the financial years 2016-17, 2017-18, 2018-19 and 2019-
21, and if so, would require to be amended to reflect any amounts understated. |
recommended that the Admiralty Marshal obtain all the relevant bank statements pertaining
to the years in question in order to properly reconcile the accounts and with a view of
including any bank deposits held by the Admiralty Marshal that might not have been stated
originally. The Chief Executive subsequently informed me that the information was obtained
from the banks and forwarded to Treasury in July 2021. It was thereafter established by
Treasury that the Admiralty Marshal Trust Fund for 2016-17 had been understated by
£11.55m. Treasury further confirmed that the anomaly from the monies held in Bank
Deposits did not have a material impact in the accounts for the financial years 2017-18,
2018-19 and 2019-21.

Public Trustee Ledger - | informed the Chief Executive that no legacy payments from the
Estate of Angela Morello had been made since March 2004, despite the provisions in Ms
Morello’s Will to do so. The reason for this appears to be that there is difficulty by the Public
Trustee in nominating suitable persons in need with a view of making payments in
accordance with the Will. | highlighted that this issue had been raised on numerous
occasions by my predecessor with repeated reminders directly to the Public Trustee to no
avail. | am also aware that the Accountant General similarly submits periodical reminders to
the Public Trustee to this effect without success. | informed her that | found it extremely
surprising that no headway had been made in 17 years to find needy persons in Gibraltar. |
told her that surely the Public Trustee could contact the Head of the Care Agency directly
and explain the situation to him with a view of identifying persons in need so that they can
benefit from the legacy funds that are available. The Chief Executive informed me that the
matter had been brought to the attention of the Chief Justice who requested the Public
Trustee to remedy the issue immediately. As a consequence of the Chief Justice’s call to
the Public Trustee, the latter arranged, via a senior court official, for two needy persons to
be identified so that they would receive the relevant legacy payments forthwith. Moreover,
the Public Trustee instructed that arrangements with the Care Agency be actioned
systematically every year so that the legacy payments are processed without any undue
delay.

Integrated Criminal Justice System - In paragraphs 2.12.19 to 2.12.21 of my report on the
public accounts for the financial year 2015-16, | reported that | had written to the Chief
Executive of the Gibraltar Courts Service enquiring on the progress made in replacing the
Magistrates’ Court’s computer database and in relation to the development of the proposed
Integrated Criminal Justice System. The Chief Executive informed me in May 2018 that the
software developers were working on the development of the ‘Courts Module’ of the
Integrated Criminal Justice Platform which consisted of:

e Court Case Management;

e Fines Ledger;

e Cash Deposit and Compensation Ledger; and

e Family Maintenance Ledger.
The Chief Executive further explained that the Gibraltar Courts Service staff had met and
discussed with the software developers all aspects of their work and taken them through
Court processes and working practices in order to assist the developers in understanding
the functions of the Courts so that the new application system fully met their requirements.

She added that progress had been made but there was clearly still a lot of work to be
done. At the time she was waiting for the software developers to update the system with the
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3.71

3.7.2

3.7.3

3.74

latest agreed amendments/changes to the Court Case Management application so that
Court staff could once again carry out extensive re-testing of all their processes within this
application to ensure these worked properly. Once senior management was satisfied with
the final product of this application, the software developers would work on developing the
three other applications. Work on Supreme Court and Court of Appeal processes would then
subsequently follow.

On 8 October 2020, | again enquired on the progress made on this software development
project. The Chief Executive informed me that in late November 2019, she had expressed
her disappointment to the software developers in that the Gibraltar Courts Service had yet
to appreciate any of the purported efficiencies which had been assured by the development
team. | subsequently wrote to the Project Manager of the Integrated Criminal Justice
System, enquiring the latest position on the Gibraltar Courts side of the project. On 26
October 2020, the Project Manager provided me with an update on the activities completed
during the previous twelve months in relation to both the Gibraltar Courts Service and the
Royal Gibraltar Police sides of the project. He informed me that no progress had been made
on the Courts application. He explained that new solutions had been identified by the
software developer, especially in terms of using it as the basis of renewed development
work, but this required agreement with the Gibraltar Courts Service as to a new version of
the software. The Project Manager’s explanations on the Royal Gibraltar Police side of the
project is covered in paragraphs 3.7.21 to 3.7.22 of this report. It is relevant to note that the
total cost to Government of this software development project (encompassing all
departments benefitting from the software) stood at £3.18m, as at 5 September 2023.

A number of observations were noted during an audit inspection carried out at the Royal
Gibraltar Police (“RGP”) to June 2018. | wrote to the Commissioner of Police (“the
Commissioner”) on 8 December 2020 and hereunder draw attention to more salient matters
together with the Commissioner of Police’s views and comments.

Travel Expenses - An exercise conducted on a sample of payments to verify whether official
travel expenses had been correctly claimed and reimbursed, showed that there were a
number of payment vouchers that were missing proper supporting documentation; three
instances where there was an overpayment of subsistence allowance; and one occasion
where the rate of subsistence allowance applied was incorrect.

A further test was performed on a selection of 5 trips abroad by RGP officers to examine the
expenses relating to each case. The examination showed that a former Commissioner of
Police, at the time extended his official stay in a hotel in San Diego, California, USA by 4
nights (during the period 19 October 2016 to 23 October 2016) and was accompanied by
his wife, following his attendance at an International Association of Chiefs of Police (IACP)
conference between 15 October 2016 and 18 October 2016. However, no evidence was
found of a subsequent reimbursement by the former Commissioner equivalent to £1,112
relating to the cost of the additional days of hotel accommodation for himself and his wife. |
asked the current Commissioner if the cost of the former Commissioner of Police’s additional
hotel accommodation in California had been reimbursed, and if so, to provide evidence to
this effect.

| informed the Commissioner that, in general, the sample of payment vouchers examined
did not contain sufficient supporting documentation to be properly examined, contrary to the
requirements of Government Accounting Instructions which states that payment vouchers
must contain the necessary information to enable them to be checked by the department
and paid by the Treasury without reference to any other document. | therefore recommended
to the Commissioner that the required documentation should always be included with each
payment voucher. Additionally, | also advised that the department should maintain a register
where details of each official trip, including the individual police officers’ names; the period
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away on official business; the purpose of the trip; the flight and accommodation costs; and
other related particulars, in addition to a cross-reference to the relevant payment vouchers
should be duly recorded.

The Commissioner replied that many of the payment vouchers sampled did have the
supporting documentation but it was attached to the departmental copy of the payment
vouchers. He was satisfied that there had been no overpayment of subsistence allowance
as they had received instructions from the Human Resources Department as to where the
police grades fall within the subsistence rates payable given that due to the police officer
salary maximum being higher than the Higher Executive Officer salary maximum in the Civil
Service, police officers were granted the Senior Executive Officer rate of subsistence
allowance. The Commissioner confirmed that they had also adopted audit recommendations
and had introduced a Travel Register. Regarding the hotel accommodation that had
apparently not been reimbursed by the former Commissioner, the Commissioner confirmed
that this money had never been recovered, as a consequence of an oversight on the RGP
side. The hotel accommodation had been paid with the Commissioner of Police credit card
and the bank statement usually took a few months to be handed in for processing. The bank
statement would have been checked against the travel itinerary provided, in which there had
been no mention of the ‘extended days’; this had been provided in a separate email. He
assured me that the Commissioner of Police credit card is no longer used to book flights and
accommodation for any family members travelling with the Commissioner. The
Commissioner said that he had introduced more accountable and transparent measures.

| replied to the Commissioner on 16 June 2023, noting his confirmation of the sum overpaid
to the former Commissioner of Police as a consequence of his extended stay in San Diego,
California and that the money was never recovered. In this regard, | questioned what did he
propose to do to recover the sum of £1,112 overpaid to the ex-Commissioner of Police. |
informed him that aside from recovering the overpayment, the amount overpaid requires to
be brought to account immediately, by debiting an Advance Account and crediting Revenue
Head 6 Other Fees and Receipts, Subhead 5 Other Reimbursements. Once the overpaid
sum is recovered, the Advance Account can be closed. Furthermore, the overpayment of
public funds needs to be reported immediately to the Financial Secretary, copied to the
Accountant General and Principal Auditor, in accordance with Accounting Instructions —
something which has still not been done.

| recommended to the Commissioner of Police that, on those occasions where a police
officer on official travel wishes to extend his stay or have a family member accompany
him/her, the police officer on official travel should pay for all the travel expenses (within a
strict economic budget), obtaining documentary evidence at the time of booking, and
thereafter he can claim from the RGP the reimbursement of the official travel costs (on
presentation of the relevant documentation); instead of the reverse practice currently in
place. | acknowledged from the Commissioner’s explanations that the Commissioner of
Police credit card is no longer used and that the department has introduced more
accountable and transparent measures. In this respect, | questioned what were the new
measures that had been introduced. However, at the close of this report no reply had been
received from the Commissioner of Police.

As a consequence of the aforementioned non-recovery of travel expenses, a further review
was carried out on a sample of travel expenses incurred by the former Commissioner of
Police between the financial years 2013-14 to 2018-19. The relevant information was
extracted from the departmental vote books as well as the Commissioner of Police’s travel
lists and the Commissioner of Police credit card payments summaries. The following
observations were noted:

(a) There were 12 instances of the Commissioner of Police credit card being used to
pay for expenses which were additional to the Commissioner of Police’s work-
travel requirements and should therefore have been reimbursed by the
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(b)

Commissioner. However, the department could only provide evidence of
reimbursement by the Commissioner in 6 of the 12 cases examined.

The 6 expenses for which the RGP could not present proof of reimbursement of costs
by the Commissioner were in relation to the following non-work related outgoings:

(i) An extended non-work related stay by the Commissioner of 2 nights at a hotel
in Beijing in 2017 (total cost £233.47);

(i) Four occasions (costs not quantifiable from the documentation available),
during the period 2015-2017, where hotel breakfasts had been paid for a guest
of the Commissioner in Athens, Bruges, San Diego, California and Rome. In 2
of these instances (in Bruges and Rome), additional City Tax was also paid for
the Commissioner’s guest; and

(i) One US Customs ESTA application for the Commissioner’s spouse in 2015
(cost £9.52).

At the close of this report no reply had been received from the Commissioner of Police.

3.7.9 Found Property - A sample of items from the Found Property Register selected to be
agreed to the physical items, and vice versa, revealed the following concerns:

(@)

(b)

(d)

(e)

Found property is collected from the various RGP premises once every fortnight, at
the same time as the relating information is recorded in the Found Property Register
Microsoft Excel database. This can result in omissions in the database, e.g. if the
owner of the found property claims and recovers the item soon after being handed-in
and before it has been collected and recorded in the system electronically. | therefore
recommended that the Found Property Register database is updated immediately
upon receipt of any found property at any of the RGP premises;

Notwithstanding the fortnightly updating procedure, the audit examiner was informed
at the time of the audit inspection, in February 2018, that the Found Property Register
had not been updated since the second quarter of 2017, a delay of approximately 8
months;

It was observed that monies which were noted as having remained unclaimed since
the fourth quarter of 2016, had not been credited to Government Revenue until the
first quarter of 2018, contrary to the established nine months’ period allowable by the
RGP;

Details of disposal are recorded in the Found Property Register database when the
items are disposed of, however, no formal document is produced certifying or detailing
the disposals; and

One of the sampled Found Property items was inside a sealed exhibit bag where the
contents had been very briefly documented on it. In order to properly identify the item
without having to break the sealed exhibit bag and to enable the proper record of the
item in the Found Property Register database, | recommended to the Commissioner
that a more detailed description of the found item and its contents should be recorded
on the item.

3.7.10 The Commissioner informed me that found property is now collected on a regular basis and
promptly recorded in the database. He explained that if an item is handed in and claimed by
the owner, prior to being collected by the police officer, this information is found in the Found
Property Register and signed by the claimant. With regard to the Register not being updated
on a timely basis, the Commissioner explained that unfortunately the previous police
officer was frequently absent from work and this caused delays within the process with
the Register not being kept up-to-date. However, he confirmed that currently this has
been rectified and the Register is now up-to-date. Regarding found monies unclaimed
not being promptly credited to Government Revenue, the Commissioner replied that
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they had changed the procedure and found monies are now credited to Government
Revenue when they are handed in. He added that any subsequent claims from owners or
finders, that are placed within the established 9 months' period, are paid back, with a debit
made to the Revenue Head. The Commissioner further explained, in regard to the brief
description being recorded in the exhibit bag and in the database, that this was a problem
that they had already identified and were trying to resolve through a better IT System that
would manage this. The Integrated Criminal Justice System software team together with a
UK based software company were currently addressing the matter.

Exhibits and Confiscated Items - On checking a sample of items from the Dutch Magazine
Warehouse and from the Exhibits Store at the New Mole House RGP Headquarters against
the Exhibits Database, and vice versa, it was noted that there were two cases where the
name of the officer who had originally produced the exhibit was not recorded in the computer
database. Instead, the name of the officer who had deposited the exhibit had been recorded
in the database. Additionally, it was noted that one of these exhibits had the incorrect seal
number recorded in the database. The Commissioner replied that, on occasions, this will
be the case when the person exhibiting is not within the organisation and is a
member of the public. However, this issue will be resolved once the Integrated Criminal
Justice System software program goes live. | thereafter told the Commissioner that his
reply was not entirely satisfactory as the audit query referred to the names of the police
officers being in error, whilst your reply adduces that the problem occurs when the person
exhibiting is a member of the public. At the close of this report no further reply had been
received from the Commissioner of Police.

The level of internal control over the safe deposit and disposal of exhibits by the RGP was
reviewed and the following weaknesses noted, together with the Commissioner of Police’s

reply:

(a) There were no security cameras installed over a section of the warehouse where large
items confiscated outside of working hours, such as tobacco, are kept. Due to the
nature of the items stored, | recommended that the whole warehouse should be under
constant CCTV surveillance. The Commissioner replied that the tobacco now kept in
their store is minimum and it is always under CCTV,;

(b) Small items which are confiscated outside of working hours are stored overnight inside
lockers assigned to each of the shift teams until the following working day when the
items are collected by the Exhibits Officer, who will subsequently update the exhibits
database. However, the audit examiners were informed that confiscated items may
sometimes remain inside the lockers for weeks before they are collected by the
Exhibits Officer. In order to reduce the risk of confiscated items being misplaced and
to allow for the proper update of items recorded in the database, | recommended to
the Commissioner that it was essential that the Exhibits Officer collects and records
the confiscated items in a prompt and timely manner. The Commissioner explained
that it is up to the Sergeant of each shift to ensure that the exhibits from their respective
shift exhibits locker are deposited in stores promptly. This issue will also be resolved
when the Integrated Criminal Justice System software program goes live, as each
officer will have to process their own exhibits at the time. | thereafter asked the
Commissioner if the problem would be addressed before the software program goes
live;

(c) Confiscated weapons are kept in a store which although securely locked does not
have intruder alarms installed. Additionally, the officer in charge of armoury, who is
responsible for confiscated weapons, was not providing details of confiscated
weapons to the Exhibits Officer via email so that these can be recorded in the
database. It is important that these requirements are seriously followed if confiscated
weapons are to be securely stored and an up-to-date record adequately kept in the
database. The Commissioner replied that the matter had now been resolved and there
was a good working relationship with the Armed Response Unit. | told the
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Commissioner | did not consider his reply to be sufficiently informative and did not fully
address the audit queries raised;

(d) Redundant exhibits are not disposed of in a timely manner but are instead
unnecessarily kept in storage because the Exhibits Officer is not recurrently informed
when exhibits are no longer required. | recommended to the Commissioner that the
Exhibits Officer should be notified immediately when exhibits can be returned or
alternatively destroyed, so that exhibits are not kept unduly for long periods of time
beyond their need and in this way storage space can be effectively managed. The
Commissioner explained that there is a process in place whereby the exhibits officer
gets daily notifications from the Criminal Justice Unit informing him of the court
outcomes so that exhibits may be disposed of or returned in a timely manner. | told
the Commissioner that from his reply it was not clear to me whether this was a new
procedure that had been implemented as a result of the audit observation raised, or
that he was asserting, despite the audit query, that the system in place is as such; and

(e) The Exhibits database program allows information to be amended or deleted without
leaving a log or history of changes. This is a significant control weakness and |
therefore strongly recommended that the database be programmed so that data is
protected and there is an adequate audit trail of changes effected. The Commissioner
replied that this matter will be resolved once the Property Module within the Criminal
Justice System software program goes live.

The audit examiners were informed that the new Integrated Criminal Justice System
software program was being developed to improve the recording of exhibits as well as
various other policing matters. However, as mentioned in paragraph 3.7.21 of this report,
the development of this software has surprisingly been ongoing for a number of years now
and has still not been completed. The Commissioner replied that he was hopeful that the
new software program will go live shortly.

| highlighted to the Commissioner that not all confiscated armoury is recorded in the Exhibits
Database and that the Exhibits Officer is not always informed of the items of armoury which
get confiscated. Moreover, the RGP is in the process of implementing new procedures and
a new register for confiscated armoury, however, this had still not been finalised at the time
of the audit inspection and could therefore not be tested. At a later date | asked the
Commissioner whether this system was now in place and whether the Exhibits Officer was
being furnished with the Firearms and Ammunition Depositing Forms which, the audit
examiners were informed, are required to be completed by the officer in charge of the
confiscated armoury and which allows for the Exhibits Database to be updated accordingly.
The Commissioner confirmed that all weapon exhibits are now in the Exhibits Database.

Firearms Licences - | informed the Commissioner that an examination of the database for
firearms licences had shown that the information held therein is inaccurate and not up-to-
date and consequently was considered unreliable. According to the system, there were 313
individual weapons with expired licences, yet the officer responsible for firearms and their
licences, informed the audit examiner that the information held in the database was not
reliable as it appears there is a software bug in the computer system. Reminder letters for
the payment of expired licences are sent to firearm owners every quarter. However, this is
done by looking at the hardcopy of the licence rather than using the expired licence list
extracted from the computer database, as this is not up-to-date. | recommended to the
Commissioner that the computer database should be examined by an IT specialist as a
matter of priority and, once cleansed, the records held therein be checked and updated to
ensure that there is a complete and accurate database to ensure firearm holders are
correctly licenced.

The Commissioner informed me that an in-depth exercise had been conducted and the

database has been reconciled with all current files and records, with all pending applications
having been processed. There are still nine records that show some disparity with the
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database and this, he said, is being looked into further. Nevertheless, the Commissioner
was confident that the exercise undertaken had significantly reduced the audit queries and
errors that had been identified. The Commissioner added that they were now exploring
having a bespoke database created solely for firearms licencing. If achieved, they would be
able to streamline the process and have a more efficient working procedure.

Litter Tickets - A sample test of three Litter Ticket books, which were recorded as having
been issued to RGP officers, was randomly selected; however, the audit test could not be
carried out because the police officers to whom the Litter Ticket books had been issued were
unable to locate the books. | requested the Commissioner to locate the Litter Ticket books
at the earliest opportunity to make these available for audit examination.

A further five randomly selected Litter Tickets were selected, which had been issued by
officers from Environmental Agency Ltd and which remained unpaid for more than 15 days,
subsequently being passed from the company to the RGP for prosecution. The RGP records
showed that four of the Litter Tickets had been forwarded to the Gibraltar Courts and one
Litter Ticket could not be accounted for; however, the test showed that the RGP does not
have any information in relation to the final outcome of the unpaid Litter Tickets which it
receives for prosecution from Environmental Agency Ltd.

In addition, the RGP’s Records Section was unable to provide the audit examiners with any
information relating to the number of litter offenders for whom a warrant of arrest had been
issued or how many of them had been arrested.

The Commissioner replied that they did not have information on the officers who hold the
Litter Ticket books required for audit inspection as these are not recorded anywhere. |
informed the Commissioner that the lack of control over the issue of litter ticket books which
has led to there being no record of who the litter ticket books were issued to is most
unsatisfactory. | questioned the Commissioner what action had been taken to strengthen
the level of internal control in this area. Additionally, | reminded the Commissioner that he
had not yet replied to the audit queries detailed in paragraphs 3.7.18 and 3.7.19. At the close
of this report no reply had been received from the Commissioner of Police.

Integrated Criminal Justice System - As mentioned in paragraphs 3.6.5 to 3.6.7 of this
report, in regard to the Integrated Criminal Justice System, | wrote to the Project Manager
on 12 October 2020 requesting an update on the activities completed during the previous
twelve months in relation to both the RGP and the Gibraltar Courts Service sides of the
project. The Project Manager replied to me on 26 October 2020 informing that:

Case Management Module

A number of actions for development were carried out and have been deployed to the Test
environment. Case Management is live for Charging events, and Office of Criminal
Prosecutions & Litigation civil cases and RGP Professional Standards Department, however
its full functionality is ready and waiting for users to prepare cases for court. The software
developers intend to have a focused working group to support users on the full functionality
operation.

Probation Module

The Probation application module is awaiting testing. In the mean-time the software
developers have updated the software and these enhancements have also been deployed
to the Test environment. The software developers are awaiting completion of testing before
going live.

Road Traffic Collisions Module
The Road Traffic Collisions module is being tested and will be ready to go live when the
RGP deem the time to be right.
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Markers
The software developers have included the ability to view warning markers when searching
for a nominal. This is an enhancement that draws the users attention to that nominal.

Firearms Module

The ‘Person History’ has been adapted to include more specific Firearms information. This
now provides the ability to record different firearms licences, details of the firearms and of
ammunition.

Cautions

RGP requested some changes to the way cautions are handled within the application system
and the software developers have been working with the RGP to find an effective solution,
although the work is still in progress.

Cautions Template
RGP requested some changes to the Cautions Template and this has been implemented.

Property Module

The software developers have worked with the RGP to provide a Property application
module and this has been deployed to the Test environment and is awaiting testing.
Provision has been made to use barcodes within the system; and the RGP have purchased
barcode scanners for this purpose.

Domestic Violence

The RGP have requested the software developers to provide for the ability to record
Domestic Violence information within Crime. The software developers have worked with the
RGP on establishing the requirements. There were policy changes, so the RGP will inform
the developers when these are complete so that provision can be made for this within the
system.

Offences
Work was undertaken to include all the road traffic collisions within the system, for them only
to apply in the appropriate applications and this has been completed.

Detention Clock
RGP requested a further change to the Detention Clock within the Custody application and
this work has been completed.

Live-scan

The software developers have worked with the Information Technology and Logistics
Department to implement Live-scan for fingerprint recognition and this has now been
implemented.

Aggrieved Contact Details in Crime

The RGP have requested a modification to the Crime Wizard to include a different method
of recording the Aggrieved details for the Victim Support Unit. The requirements for this have
been established and the method of implementation; however, this is awaiting development.

In concluding his progress report on the software application project, the Project Manager
informed me that the last twelve months had clearly been subject to the restrictions arising
from the Covid-19 pandemic. The software developers were looking to visit Gibraltar once
Covid-19 restrictions were relaxed to assist stakeholders with the outstanding tasks and for
decisions to be taken. Specifically, (i) getting the investigation/prosecution agencies forward
in terms of full Case Management; (ii) getting the Probation module live with their application;
(iii) getting the Road Traffic Collisions application live; (iv) getting the Firearms module live;
(v) assisting the RGP to get the Property application configured correctly so that testing can
commence; and, (vi) give a demonstration of the latest technology platform with a view to
receiving feedback.
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Environment

3.8.1  On 9 July 2020, | wrote to the Chief Executive (Environment) informing her that an audit
review had been carried out on the level of overtime earned in the Government Service,
including the wider public service, during the 12-month period ending on 31 October 2019
(prior to the Covid-19 pandemic) which included all civil servants and public servants (non-
industrial and industrials) employed in Government departments, statutory authorities and
agencies. The study had revealed that three supervisory officers (managers) that worked
together within a specific section of the Environment Department, were in the top 13 highest
overtime earners in Government, see Figure 70.

Figure 70
Rizn_ll_(cl’l:)g Department  Officer Grade ;:Itaa:yB;:;g Total O/T Paid Total Gross % of OIT to
Overtime (Nov 2018 to (Nov 2018 to Pay (Nov 2018 Basic Pay
Oct 2019)  to Oct 2019)

Earners Oct 2019)

1 Environment  Officer A SPTO £58,118 £113,709 £171,827 196%
9 Environment  Officer B PTO £40,028 £47,215 £87,243 118%
13 Environment  Officer C PTO £40,028 £39,461 £79,489 99%

3.8.2 | highlighted to the Chief Executive that the overtime earned by the SPTO during the 12-
month period November 2018 to October 2019 amounted to £113,709, representing a
staggering 196% of his basic salary in overtime. This officer, who was the top overtime
earner in the entire civil service during the aforementioned 12-month period, was
significantly higher than the overall second highest overtime earner in Government, who
worked in another department, who had earned £73,362 in comparison.

3.8.3 | pointed out to the Chief Executive that further examination of the emoluments earned by

the SPTO during the last 12 financial years, and of the two PTOs in the last 8 financial years
since their appointment to the Department, revealed that their overtime earnings have
consistently remained at an exceedingly high level throughout. A summary of the officers’
earnings is shown in Figures 71, 72 and 73 below.

Figure 71
OFFICER A (SPTO)

0,
Tax Year Basic Salary Overtime Total % of OIT to

Basic Pay
2008-09 £33,721 £49,493 £83,214 147%
2009-10 £36,180 £55,514 £91,694 153%
2010-11 £37,895 £54,837 £92,732 145%
2011-12 £38,991 £60,446 £99,437 155%
2012-13 £40,019 £57,823 £97,842 144%
2013-14 £41,153 £64,658 £105,811 157%
2014-15 £42,236 £75,944 £118,180 180%
2015-16 £48,970 £88,775 £137,745 181%
2016-17 £54,345 £106,765 £161,109 196%
2017-18 £55,683 £96,959 £152,642 174%
2018-19 £57,111 £109,617 £166,728 192%
2019-20 £58,496 £116,185 £174,681 199%
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Figure 72
OFFICER B (PTO)

o
Tax Year Basic Salary Overtime Total % of OIT to

Basic Pay
2012-13 £33,529 £21,084 £54,613 63%
2013-14 £34,610 £37,003 £71,613 107%
2014-15 £35,520 £40,187 £75,707 113%
2015-16 £36,468 £43,818 £80,286 120%
2016-17 £37,470 £43,586 £81,056 116%
2017-18 £38,501 £44,482 £82,983 116%
2018-19 £39,495 £46,327 £85,822 17%
2019-20 £40,376 £44,147 £84,523 109%

* Officer B commenced working in the Environment Department on 18 June 2012.

Figure 73
OFFICER C (PTO)

% of OIT to

Tax Year Basic Salary Overtime Total Basic Pay
2012-13 £29,755 £25,018 £54,773 84%
2013-14 £30,599 £33,881 £64,480 111%
2014-15 £31,404 £37,706 £69,110 120%
2015-16 £32,242 £40,027 £72,269 124%
2016-17 £33,129 £39,195 £72,324 118%
2017-18 £34,040 £39,924 £73,964 117%
2018-19 £37,995 £39,355 £77,350 104%
2019-20 £40,376 £42,781 £83,157 106%

* Officer C commenced working in the Environment Department on 14 March 2012.

| further highlighted to the Chief Executive that the allocated expenditure budgets of the
section of the Environment Department where these officers work, for the financial year
2018-19, showed all expenditure had practically been contained within the budgets, with the
exception of the overtime expenditure relating to the managerial staff where the approved
estimate for the year was fully taken up by the overtime paid to Officer A (SPTO) in that
financial year. As a result of the extremely high level of overtime paid to all three managers,
the overtime budget exceeded the annual budget by £85,299.

| reminded the Chief Executive that Officer A (SPTO), who is conditioned to 37 hours of work
per week, consistently claimed an additional 39.75 hours every week (17.75 hours of
overtime from Monday to Friday payable at time and a half; plus 22 hours of overtime on
weekends payable at double time), equating to a total of 70.63 payable overtime hours every
week. The two PTOs, who are also conditioned to 37 hours of work per week, consistently
worked an additional 44.75 hours every fortnight (22.75 hours of overtime payable at time
and a half; plus 22 hours of overtime payable at double time). As the two officers alternate
working overtime each week, this equates to an average of 39.06 payable overtime hours
by each PTO every week. Considering the exorbitant amount of overtime pay claimed every
month, year after year, | asked the Chief Executive the reason(s) for these officers having
to work so many additional hours beyond their conditioned hours and whether such level of
overtime was justified. | also pointed out that the ‘reason for overtime’ which needs to be
recorded in the overtime claim form by all government employees that make a claim to
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overtime, had not been stated in any of the claim forms pertaining to the three managers
that had been examined in audit.

Moreover, | expressed my concern that Officer A SPTO had managed to earn close to a
million pounds (£979,470) in overtime pay in the last 12 years, representing average
overtime earnings of over £78,000 per year without taking into account the effect of inflation.
In the last two years alone, earning well over £100,000 per annum in overtime pay,
representing twice his basic salary in overtime. This, in my view, was completely
unacceptable in terms of work efficiency and particularly in light of Government’s drive to
ensure efficiencies in the public service, not to mention the lack of control in public
expenditure.

| told the Chief Executive that the department should evidently explore other operational
arrangements in the section of the department where these officers worked, in order to
reduce, or altogether stop, the apparent abuse in overtime working. | suggested to the Chief
Executive that perhaps the department could implement a system where staff are not
required to work additional hours after 16:30 and in the event that there is a requirement to
attend work because of an emergency, overtime would be payable on the basis of a call-
out. Alternatively, | suggested, Government could also consider the feasibility of contracting
the services performed by these officers. This option would, in my view, certainly produce
cost savings to the public purse.

In order to contain public expenditure, | recommended to the Chief Executive that whilst
Government reviewed and considered the organisational arrangements in this section of the
department, there could just be one manager and not two managers simultaneously
undertaking after-hours’ duties as had been the practice for the last eight years. Such a
move would radically reduce overtime expenditure by half and enable savings of around
£100,000 per annum.

| lastly told the Chief Executive that | was aware that in the past she, and indeed her
predecessor, had raised their serious concerns to the Government on the inordinate level of
overtime earned by this management team, nevertheless, for reasons unbeknown to me the
situation had been allowed to continue uncontrolled. Although | did meet with the Chief
Executive at her request, where she provided me with some explanations on the issues
raised, at the close of this report, and despite a number of reminders, the Chief Executive
had still not provided me with a formal written response.

Upper Rock Cash Surpluses - On 26 October 2022, | wrote to the Chief Executive
(Environment) informing her that an audit review had been carried out on the numerous cash
surpluses reported by the Upper Rock Section of the Department of the Environment during
the financial year 2021-22. The exercise focused on the cash surpluses arising from an
irregularity in the electronic credit/debit card reader payment terminal from the ticket sales
office located at one of the ticket offices in the Upper Rock Nature Reserve. | hereunder
draw attention to the issues raised together with the reply from the Senior Executive Officer
of the Department of the Environment, who replied on behalf of the Chief Executive.

| reported to the Chief Executive (Environment) that, in April 2021 an official from her
department identified an irregularity in the electronic payment system at the Jews’ Gate entry
point. It was found that contactless card payments made by tourists and persons attending
this ticket office would occasionally appear not to have been charged, producing a ‘not
authorised’ notification. In such instances, the individuals would subsequently resort to pay
electronically by introducing the credit/debit card via the payment terminal card slot.
However, the Department of the Environment thereafter discovered from its bank account
statements that some of the contactless ticket sales had in fact been successful, with the
electronic payment transactions actually taking place. Thus incurring a ‘double payment’ for
the Nature Reserve tickets which represents a surplus of revenue to the Government.
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In total, there were 110 instances in which the Electronic Payment System irregularity
occurred during the financial year 2021-22, resulting in an aggregate sum of £2,481 in
surpluses to Government. As a consequence, visitors to the Upper Rock Nature Reserve
were overcharged an average ‘double payment’ of £22.55 on each of these transactions
during the course of the financial year. This irregularity further resulted in added costs and
resources in having to identify, quantify and report these surpluses to the Financial
Secretary.

The £2,481 in surpluses, arising from the irregularity in the electronic payment system,
represents 87% of the total surpluses (£2,858) reported by the Department of the
Environment in the financial year, as there were an additional £377 (13%) of other surpluses,
unrelated to the anomaly in the payment system, sustained in different areas of this
department, such as the beaches, bathing pavilions, Europa swimming pool, etc. during the
same period.

| further informed the Chief Executive (Environment) that during the financial year 2022-23,
specifically from 1 April 2022 to 12 June 2022, there had been 21 further instances in which
the Electronic Payment System irregularity had occurred, resulting in £598 of surplus to
Government.

The audit examiners were informed at the time of the review in March 2022 that a new
Electronic Payment System was going to replace the current Streamline (Worldpay) and that
this might result in the rectification of the revenue collecting irregularity. | told the Chief
Executive (Environment) that | was aware that a new electronic payment provider (Paystrax)
had been introduced in June 2022. However, according to cash discrepancies reports
submitted by the Department of the Environment to the Financial Secretary in September
and October 2022, further cash surpluses had been sustained in June and July 2022
respectively, thus indicating that despite the change in service provider the problems had
still not been resolved and the irregularities continued to occur.

The Senior Executive Officer replied that throughout the period in question, this irregularity
had been thoroughly investigated. Gibtelecom had been called in on a couple of occasions
as the wireless connectivity was down on many occasions. The department suspected that
the ‘not authorised’ notification, through the contactless function of the card reader, was as
a consequence of the wireless connection failing for a split second, despite the payments
going through later. The Senior Executive Officer added that it was subsequently decided to
go back to a cable connection, which eventually resulted in the problem becoming less
frequent. She further explained that Paystrax had also investigated the problem and in their
view the problem was as a consequence of the card being removed from the chip slot before
the transaction was approved, thereby generating an auto-reversal, which is then declined
most likely because the type of payment card does not support online reversals. The JURA
point-of-sale system (which is integrated to Paystrax) has now been updated to prevent this
from happening. Paystrax will now warn the site officer that a duplicate payment is suspected
and asks the officer to confirm whether he wishes to continue with the transaction. The
Senior Executive Officer informed me that since the introduction of this warning notice there
had been a noticeable reduction in double payments; the only odd occasions when double
payments go through are when the site officer does not heed the warning.

The audit examiners had been informed that as the irregularity only occurred when tickets
were purchased using the contactless function within the electronic credit/debit card reader
payment terminal, the Nature Reserve site officers had been advised by the department’s
Accounts Office staff, as a precaution, to dissuade clients from paying by means of a
contactless card. Nevertheless, when the audit examiners attended the Jews’ Gate ticket
office they observed that visitors to the Nature Reserve, wishing to pay for their tickets with
their debit/credit card, were not being recommended to pay for their tickets using the chip
and pin method but were instead using the contactless function on the card machine to make
payment. In her reply, the Senior Executive Officer explained that the department had
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instructed staff on numerous occasions to comply with management directions. However,
the staff either forgot or they were just not bothered to follow these instructions.

The Senior Executive Officer informed me that the new payment gateway had been
introduced in June 2022 primarily to improve on the existing credit card setup, which had
been operating with no immediate support available and with numerous double payments of
Nature Reserve tickets on a daily basis. Changing the payment gateway, and at the same
time integrating this into the software, had of course not been an easy task and there were
some initial teething problems which were to be expected. As at June 2023, a total of 35,872
transactions amounting to £1.49m had been processed by the new payment gateway which
required no human input (under the previous system it was not unusual for staff to charge
the wrong fees to clients as they were required to input the sum manually on the terminal).

The Senior Executive Officer pointed out that the department had only had 42 queries out
of the circa 36,000 transactions to June 2023, a statistic which they considered remarkable
as it represented just 0.12% of all transactions. She confirmed that the contracted electronic
payment provider was constantly working to improve the system, and further measures were
being put in place as well as working with the main tour operator responsible for the credit
card payments, i.e. the Gibraltar Taxi Association. A custom software has been designed
that will take payments directly from a taxi drivers credit account with the Gibraltar Taxi
Association by the use of a pre-payment card issued by Jura. According to the Senior
Executive Officer, this should result in cost savings to the Gibraltar Government, due to a
reduction in credit card transactions of as much as 80%, which will also see a decrease in
credit card queries and a reduction in bank charges. The Senior Executive Officer said that
the irregularities in the electronic payment system were now nearly non-existent since the
introduction of the new payment gateway.

Aside from my alarm at the high number of surpluses sustained, | told the Chief Executive
(Environment) that | was also concerned at the considerable delays in reporting the cash
surpluses to the Financial Secretary, mainly owing to the time taken by the Treasury
Department to send the corresponding bank statements to the Department of the
Environment, but also as a consequence of the additional time taken by the department to
subsequently identify the surpluses. Such delays are not in keeping with the provisions of
Government Accounting Instructions which requires any loss or surplus to be reported
immediately to the Financial Secretary. | highlighted that the delays in reporting the
surpluses ranged from 8 days to 248 days (8 months), which was highly unsatisfactory.

In her reply, the Senior Executive Officer explained that the lifting of Covid restrictions and
the implementation of the electronic cashbooks had occurred more or less at the same time.
A steady increase of tourism was seen at a time when the system would ideally have
benefitted from Treasury sending on a daily basis the Department’s bank statements
containing the Nature Reserve card machines transactions. Although the bank statements
were requested often and the Senior Executive Officer had personally intervened, these
were not forthcoming from Treasury. It was established that the only official allowed to
contact World Pay was the Higher Executive Officer from the Treasury Payments Section.
The Senior Executive Officer requested permission to contact World Pay directly herself but
was not allowed to do so. It was only after she expressed her concerns to the Accountant
General that the bank statements started to be provided on a weekly basis. She pointed out
that bank statements for the period April 2021 to August 2021 had been received in
September 2021; and bank statements for the period September 2021 to January 2022 had
been received at the end of January 2022; this obviously explained the delay in reporting
the cash surpluses to the Financial Secretary.

In my letter, | highlighted to the Chief Executive (Environment) that the aforementioned
delays in identifying the cash surpluses also resulted in the cash books being submitted to
the Treasury Payments Section up to 4 or 5 months late, which is also contrary to the
requirements of Government Accounting Instructions, which prescribes that Receivers of
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Revenue will submit their cashbooks to the Treasury Payments Section on a frequent basis.
The effect of delaying the submission of the cashbooks to Treasury is that the revenue
collected remains unaccounted for in the main Government books of account during the
deferred period, which is completely unacceptable. The Senior Executive Officer replied that
all efforts were made to get up to date with the cashbooks as it was something which
the department was very conscious of. It was not until the beginning of 2022, when the
officer responsible for the departmental cashbook cleared the backlog and she has since
tried to maintain this as much as possible. However, the Senior Executive Officer pointed
out that there are instances where the submission of cashbooks takes longer, due to the
delay in the submission of reports by site officers who have incurred a cash discrepancy,
and might not be back on the same shift until a week or two after the irregularity is
identified.

| also told the Chief Executive (Environment) that the audit examiners had been made aware
that on occasions the merchant receipts that are printed from the electronic credit/debit card
reader at the Nature Reserve had been omitted from the end-of-day documents sent to the
Department of the Environment's Accounts Office. | informed the Chief Executive
(Environment) that it was essential that the officers at the Nature Reserve ticket offices
include all sales receipts which are required by the Accounts Office at the end of each day.
The Senior Executive Officer informed me that this had been highlighted at the time to the
site officers and an improvement seen. However, as from 6 June 2022, when Paystrax (the
new electronic payment provider) was introduced, the Merchant receipt is kept in the system
and can be seen through landpoint by the officer preparing the cashbooks; this eliminates
the misplacement or loss of merchant receipts.

| further informed the Chief Executive (Environment) that VIP tickets (for which there is no
monetary charge) had been occasionally issued at the Nature Reserve ticket offices to
clients who had shown evidence of instant notifications on their mobile telephone devices,
at the point of sale, proving that the Nature Reserve tickets had indeed been charged to their
bank accounts, despite the ticket offices’ electronic credit/debit card reader having produced
a ‘not authorised’ notification. Unfortunately, the Nature Reserve site officers had not been
instructed to collect any documentary evidence in support of the issue of the VIP tickets
relating to those individuals that had been granted VIP access into the Nature Reserve,
which is a significant control weakness. The Senior Executive Officer replied that staff has
since been instructed to keep records of all VIP tickets issued. In addition, all VIP tickets
other than those issued to local ID cardholders require prior approval from the department’s
senior management. A new policy has been issued where only Government officials, Press
officials, etc. are eligible to receive a free ticket to enter the Upper Rock Nature Reserve.
These VIP tickets will need to be approved prior to their issue. Another initiative will be the
introduction of a reduced-price ticket for the guests of local companies and businesses who
wish to visit the Nature Reserve. A record of these will be kept by the Jura system.

The audit examiners were informed that tourists and visitors to the Upper Rock Nature
Reserve who have been overcharged for their entrance tickets can request a refund from
the Department of the Environment. This, as previously mentioned, may take several
months, as the amounts to be refunded cannot be determined until the department receives
the corresponding bank statements, which are sent by Treasury, and the resulting surpluses
have been reported to the Financial Secretary. | informed the Chief Executive (Environment)
that there was no doubt that tourists who got overcharged for their tickets and end up waiting
for months to obtain a refund (that is, if they are able to get in contact with the Department
first, from their respective countries) would feel aggrieved and disappointed, thereby spoiling
their Gibraltar tourist experience. Some of the affected tourists might even resort to
expressing their discontent publically, which will tarnish Gibraltar’'s reputation as a tourist
destination. | emphasised to the Chief Executive the dire need to solve this revenue
collecting problem, not only because of the difficulties it was creating in the department, but
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primarily to bring to an end the bad image being portrayed to visitors to Gibraltar and in this
way improve the overall experience for tourists.

The Senior Executive Officer informed me that the department is fully aware of the negative
effects this could have on the tourism industry. However, given the unfortunate delays which
they experienced in receiving the bank statements from Treasury, as explained previously,
this had been inevitable. She explained that if ‘double payments’ are confirmed within the
day, a refund of the sum overpaid can be made by the shift supervisors. Nevertheless, as
the problem with contactless card payments is no longer an issue, the need for refunds is
negligible. She emphasised that the department does, however, in such circumstances keep
in touch with the tourists concerned and assures them that they will receive their refund as
soon as practicably possible.

In my letter to the Chief Executive (Environment), | highlighted that at the same time as the
cash surpluses irregularity had been occurring, there had also been additional discrepancies
with the Electronic Payment Systems at the ticket sales offices located at Devil's Gap which
had resulted in cash shortages. In these instances, the Electronic Payment System had
recorded the payments as valid and produced a corresponding receipt, with the ticket
machine issuing the corresponding number of entrance tickets into the Nature Reserve.
However, the department had later discovered from its bank account statements that these
transactions had in fact not gone through with the money not reaching the bank account,
thus representing a shortage of revenue to Government.

The Senior Executive Officer replied that cash shortages had also been significantly reduced
with the new electronic payment gateway. Senior management continue to issue instructions
to site officers on the importance of reconciling their till accounts at the end of the day and
on the need to properly account for tickets sold. The Senior Executive Officer highlighted
that as a Department they try and encourage best practice throughout. She highlighted that
with the new ticketing system, together with the elimination of cash usage and the
introduction of cashless cards, the department had greatly reduced the element of human
error which previously used to be a main factor in the number of cash discrepancies
sustained.

Education

3.9.1

3.9.2

3.9.3

3.9.4

Arrears of Scholarship Fees — Reimbursements - The arrears due in respect of
Reimbursements of Scholarship Fees as at 31 March 2017 amounted to £720,631,
representing a year-on-year increase of £116,862.

During the financial year 2016-17, there were 44 new scholarship debts whilst 16 students
finalised the repayment of their debt. The overall number of student debtors increased year-
on-year by 28 (18.9%) from 148 student debtors to 176; and the scholarship debt increased
during the year by 19.4%. By the end of the financial year on 31 March 2017, 16 (10.8%)
students had paid back all of their debt and 78 (52.7%) students had paid back part of their
debt to the Department of Education. By contrast, 54 (36.5%) student debtors had not made
a single payment during the year.

The position as at 31 March 2018 was that arrears had again increased year-on-year by
£136,146 to £857,777; and the number of scholarship debtors also increased by 11 (6.3%)
from 176, as at 31 March 2017, to 187 students by the end of the following financial year.
During 2017-18, there were 40 new scholarship debts whilst 29 (16.5%) of students had
paid back all of their debt and 100 (56.8%) students had paid back part of the debt. In
contrast, 48 (27.3%) student debtors did not make a single payment during 2017-18.

Scholarship Fees - Reimbursements arrears as at 31 March 2019 amounted to £910,516

representing a year-on-year increase of £52,739. During the financial year 2018-19, there
were 20 new scholarship debts. The overall number of student debtors decreased year-on-
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year by one (0.5%) from 187 student debtors to 186; and the scholarship debt increased
during the year by 6.15%. By the end of the financial year on 31 March 2019, 21 (11.2%)
students had paid back all of their debt and 121 (64.7%) students had paid back part of their
debt. On the other hand, 45 (24.1%) student debtors had not made a single payment during
the year.

The position as at 31 March 2020 was that arrears had again increased year-on-year by
£149,184 to £1,059,700; and the number of scholarship debtors also increased by 2 (1.1%)
from 186 as at 31 March 2019 to 188 students by the end of the following financial year.
During 2019-20, there were 28 new scholarship debts whilst 26 (14.0%) students had paid
back all of their debt and 118 (63.5%) students had paid back part of the debt. On the other
hand, 41 (22.0%) student debtors had not made a single payment during the year and one
(0.5%) student, although repaying towards the debt, increased her debt overall.

Figure 74 shows the number of scholarship debtors and the corresponding arrears
outstanding over the last six financial years-ends.

Figure 74
Position as at: Number of Outstanding
Scholarship Arrears
Debtors
31 March 2015 141 £492,005
31 March 2016 148 £603,769
31 March 2017 176 £720,631
31 March 2018 187 £857,777
31 March 2019 186 £910,516
31 March 2020 188 £1,059,700
31 March 2021 181 £984,519
31 March 2022 188 £1,127,029
31 March 2023 236 £1,612,690

However, | must highlight that during the last 12 months, the Department of Education has
carried out an internal exercise to reconcile prospective student scholarship debts related to
the final outcome arising from the students’ higher education studies at University. As a
result of this exercise ‘new debts’ amounting to £653,619, spanning the financial years 2010-
11 to 2021-22, were identified by the department, as shown in Figure 75. Because these
identified new debts have not yet been formally reported by the Director of Education to the
Accountant General by way of revised Returns of Arrears of Revenue, the Statement of
Aggregate Arrears of Revenue for the Financial years 2016-17 and 2017-18 compiled by
the Treasury Department have not yet been amended to duly reflect the increase in arrears
of Scholarship Fees — Reimbursements.

Figure 75
Financial Year New Debts
Identified
2010-11 £3,050
2011-12 -
2012-13 £10,650
2013-14 £18,580
2014-15 £5,498
2015-16 £72,789
2016-17 £12,252
2017-18 £28,414
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2018-19 £79,627
2019-20 £45,119
2020-21 £156,928
2021-22 £220,712

Total £653,619

As a consequence, of the identification of the new Scholarship Fees debts detailed in Figure
75, the arrears figures shown in Figure 74 have been amended to reflect the tentative arrears
of Scholarship Fees — Reimbursements. These revised arrears are shown in Figure 76,
subject to formal revised Returns of Arrears of Revenue being submitted to this effect by the
Director of Education.

Figure 76
Position as at: Outstanding Revised Arrears
Arrears after
Identification of
New Debts
31 March 2015 £492,005 £529,783
31 March 2016 £603,769 £714,336
31 March 2017 £720,631 £843,451
31 March 2018 £857,777 £1,009,010
31 March 2019 £910,516 £1,141,377
31 March 2020 £1,059,700 £1,335,680
31 March 2021 £984,519 £1,417,427
31 March 2022 £1,127,029 £1,780,649

At the close of this report, | am informed that the Scholarship Fees — Reimbursements
arrears position as at 31 March 2023 stands at £1,670,892.

Arrears of Scholarship Fees - Reimbursements — Aged Debtors Analysis - Figure 77 shows
an aged debtors analysis of the outstanding scholarship fees reimbursements as at 31
March 2020. As can be seen, the greater part of the arrears as at this date were debts of
under 5 years, amounting to £775,001 (73.1%), owed by 101 debtors (53.7%). Nevertheless,
there were eight debtors owing scholarship arrears for over 20 years, of these, one debt -
albeit small- had been owing for over 30 years. Approximately a third of the debtors, 57
(30.3%) had amounts outstanding, in the aggregate sum of £160,719 (15.2%), for over 10
years. Of the 57 debtors, there were 26 (45.6%) who had not made a single payment during
the financial year 2019-20 and 22 debtors (38.6%) who had not made a payment towards
their debt in more than 3 years.

Figure 77
Scholarship Fees Reimbursement Arrears: Number of Outstanding
Scholarship Arrears
Debtors
Owing for over 30 years 1 £789
Owing for over 25 years but less than 30 years 1 £164
Owing for over 20 years but less than 25 years 6 £6,879
Owing for over 15 years but less than 20 years 23 £77,109
Owing for over 10 years but less than 15 years 26 £75,778
Owing for over 5 years but less than 10 years 30 £123,979
Owing for 5 years 10 £47,047
Owing for 4 years 21 £114,829
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Owing for 3 years 28 £182,808
Owing for 2 years 14 £132,303
Owing during the current year (2019-20) 28 £298,015
Total 188 £1,059,700

Scholarship Debts greater than £10,000 - There were 38 debtors owing more than £10,000
each as at 31 March 2020, which collectively owed £546,942. This represents more than
half (51.6%) of the total debt owed by only 20.2% of the debtors.

Scholarship Arrears Repayment Agreements - During the financial year ended 31 March
2020, a total of 30 new arrears repayment agreements, amounting to debts totalling
£321,787, were arranged by the Department of Education. A review of these 30 arrears
repayment agreements as at 28 February 2021 revealed that 4 debtors had fully repaid their
debts; 16 were up-to-date with the repayment instalments; 6 were behind on payments;
whilst 4 debtors had not made a single payment towards clearing their outstanding debts.
Of the 30 new arrears repayment agreements owing £321,787 during the financial year
2019-20, a total sum of £74,072 (23.0%) had been repaid as at 28 February 2021; whilst
£57,726 (17.9%) of arrears instalments remained unpaid by the 4 debtors that had not made
a single payment, despite these debtors having entered into a contractual arrangement with
the Government to do so.

A review of the Department of Education’s management of Arrears of Scholarships Fees —
Reimbursements was carried out in the early part of 2021. | wrote to the Director of
Education on 1 October 2021 highlighting the following audit observations:

Arrears of Revenue — Departmental Management Information - | informed the Director
that the primary record of information maintained by the Department of Education for
recording and controlling arrears outstanding owed by student debtors, in respect of
scholarship fees reimbursements, continues to be a Microsoft Excel spreadsheet, which in
my view, is not an adequate software for the department to hold such important and sensitive
information. As detailed further in this report, there were many errors noted in the input of
information onto the spreadsheet; payments are not automatically linked to the relevant
debtor to produce the required management information; and figures are being overwritten
resulting in loss of data. All this amounts to additional time and effort in keeping the arrears
data as accurately as possible which inevitably leads to inefficiencies. Moreover, this also
shows that not enough internal checking is being carried out to minimise the level of errors.
It is clear that a simple MS Excel spreadsheet is easily subject to manipulation leaving no
audit trail or accountability.

During the course of the audit inspection there were numerous typos, errors and
inconsistencies noted in the detailed statement of scholarship fees arrears accompanying
the periodical return of arrears of revenue submitted by the department to the Accountant
General, in accordance with Accounting Instructions. These were brought to the attention of
the Higher Executive Officer who subsequently amended these. One of the anomalies
consisted in the complete omission of a particular debtor. This was coincidentally noticed
during the audit inspection and should this not have taken place, this error would almost
certainly have gone undetected and the debt to Government entirely lost. Like this, many
other errors could go unnoticed.

A breakdown of the detailed statement of scholarship fees arrears requested from the
department in an MS Excel format revealed that each time a debtor paid off his/her debt, the
whole entry was removed completely from the spreadsheet. Consequently, previous years’
comparators are compromised resulting in the arrears totals of these past years being
distorted. In the absence of a dedicated arrears database, | strongly recommended to the
Director that for management purposes and clarity, and in order to avoid possible confusion,
either a new spreadsheet is opened for each financial year, or alternatively that each time
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an arrears statement is produced, the rows should not be deleted in order not to distort the
total arrears figures and allow for individual debtor comparisons. | suggested that if any rows
holding fully-paid debtors are no longer required for the latest yearly statement, that these
be ‘hidden’ (not removed) so as to not to flood the spreadsheet with unnecessary figures but
at the same time not compromising total arrears figures.

| further informed the Director that the arrears database being developed for the department,
as it presently stands, does not meet the requirements of the department and that in order
for it to do so, the computer database program would need to be re-written. | highlighted to
the Director that the time, money and resources that had been invested on this project,
apparently in vain, was a matter of concern to me. | reiterated that it was of the upmost
importance that an appropriate computer application system for the management of
scholarship arrears was put in place as a matter of priority. This would ensure that there is
a complete and accurate record of all scholarship debts owed to Government and would
produce the necessary management information to control the level of debt. At the same
time, a dedicated database would prevent the high incidence of errors which at present the
MS Excel spreadsheet is susceptible to. | drew attention to the fact that it was my
understanding that there was already a database in place in the department which records
details of all students. | therefore suggested that perhaps consideration could be given to
expand this database to include a record of outstanding student debts.

Return of Arrears of Revenue - | reminded the Director that whilst Accounting Instruction
requires Receivers of Revenue to submit a return of arrears of revenue (an aged-debtors’
analysis) as at the end of each financial year to the Accountant General, and copied to the
Principal Auditor, showing the amount of arrears owing in respect of the financial year just
ended together with the debts still outstanding from the preceding years, in addition to a
detailed breakdown of the outstanding arrears, there is also a requirement for the following
information to be provided with regard to the status of the arrears:

(i) the level of arrears considered irrecoverable and the reason(s) why the Receiver
of Revenue considers these arrears irrecoverable, with proposals for write-off action;

(i) the level of arrears considered unlikely to be recovered and the reason(s) why the
Receiver of Revenue considers these arrears unlikely to be collected, and how this
is being dealt with; and

(iii) the level of arrears considered recoverable, and the action being taken to collect
these arrears, i.e. through court action, repayment by instalment agreement, or
through reminding action.

| highlighted to the Director that notwithstanding the aforementioned requirements, the
return of arrears of revenue periodically submitted by her department solely provided a
breakdown of the arrears owed by each student. There is no other information included with
the return, as stipulated by Accounting Instructions. Information on the arrears being tackled
by the Central Arrears Unit, or the debtors with repayment agreements, or the arrears
deemed to be irrecoverable is not provided. | therefore recommended that the provisions of
Accounting Instructions be fully complied with.

Debtors with Agreements - | informed the Director that a list of debtors who are ‘on
agreement’ had been requested from the Department of Education. The arrears agreements
that had been prepared during the financial years 2018-19 and 2019-20 were analysed and
compared against the individual Debtors Spreadsheet maintained by the department, and
the following discrepancies were noted:

(i) Some figures entered under the ‘Amount Paid’ column did not agree to that stated in
the Debtors Spreadsheet. Of the 31 new agreements created during financial year
2018-19, there were 5 cases where the figure recorded by the department under
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‘amount paid’ was incorrect. In one particular case, the debt had been fully repaid, yet
the departmental records stated the amount paid as zero;

(ii) In the Debtors Spreadsheet, under the column named ‘Currently Paying’, there were
12 instances where this had been left blank by the department (meaning that the
debtors were not paying), yet of these there were 8 cases where this was incorrect
and the debtors had indeed made payments towards their debts;

(iii) In the Agreements Debtors Record it was noted that there were two debtors with the
same name. However, upon closer examination, on verifying the debtor file number, it
was noted that the name of one of them was erroneous and should have been a
different debtor;

(iv) Inthe Debtors Folios there were numerous debtors classified as ‘Non-Paying Debtors’
when in fact they all had their agreement payments up to date;

(v) Furthermore, in the Debtors Folio spreadsheet, some of the figures calculated at the
bottom of each debtor’s account — representing the total amount paid, were incorrect;

(vi) There were inconsistencies in the spelling of some of the debtors’ names on the
separate spreadsheets. Although this might not appear to be a significant issue, it can
lead to administrative errors and misallocations; and

(vii) In the detailed Arrears statement submitted, as well as the Debtors folios, the amount
outstanding for one particular student debtor was incorrect. The spreadsheet formula
on the debtor’s folio failed to pick up tuition fees refunded of £4,625.

| explained to the Director that the above observations were indicative of a lack of general
controls over the input and recording of data relating to scholarship debts. There is a clear
need to incorporate a checking function by an independent officer as an essential control
feature to ensure that data is at all times accurate and complete.

Waiving of Scholarship Debts - | informed the Director that it had come to my attention
that there is a departmental policy where student debts arising from the non-completion of
a scholarship, due to medical or other genuine reasons, are not required to be written-off by
the Financial Secretary but are instead waived by a Panel Board. This practice clearly
contravenes the provisions of Accounting Instruction which states that, ‘No irrecoverable
amounts of revenue, debts, or overpayments may be abandoned or losses or deficiencies
of public moneys, or the value of lost, deficient, condemned, unserviceable or obsolete
stores, be written off, until the requisite authorisation has been communicated to the
Controlling Officer concerned by the Financial Secretary’. Indeed, under section 66 of the
Public Finance (Control and Audit) Act it is the Financial Secretary who is statutorily
empowered to abandon irrecoverable amounts of revenue, debts or over-payments; and to
write-off losses or deficiencies of public moneys. | therefore strongly recommended to the
Director that this policy be revoked and that all cases where there are genuine reasons to
write-off debts be submitted to the Financial Secretary with the relevant departmental
recommendation in consonance with the law and Accounting Instructions.

| informed the Director that a sample of debtors’ files had been examined to verify whether
proper procedures for waiving scholarship debts were being followed and to ensure that the
number of debtors identified were complete. The following issues had been noted:

(i) Debtor A - It was observed that the debt pertaining to this student amounting to
£9,589.80 incurred during the financial year 2019-20 had been ‘waived’ on 23 January
2020. On examining the student file, it was noted that the Panel Board agreed on 10
July 2018 that due to the lack of medical evidence the debtor would be liable to
reimburse the scholarship debt. The case was taken to the Panel Board again on 22
February 2019 but the decision remained unchanged. Nevertheless, there is an email
sent by the previous Director of Education to the debtor’s parent stating that, ‘Having
sought higher authorisation and presenting the medical mitigating circumstances | am
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pleased to inform you that we are now in a position to waive this debt so that the debtor
will be able to apply for funding to attend University next September.’” In the
circumstances, | asked the Director:

¢ why the decision of the Panel Board had been disregarded, particularly since the
Panel reached the same conclusion on two occasions, and bearing in mind that
the reason for having a Panel to decide whether or not the debt should be waived
is to abide by its decision. Consequently, | failed to understand how anyone could
go above the Panel’'s decision;

¢ who was the ‘higher authorisation’ who advised the Director of Education that the
debt would be waived; and

e how this student debtor was allowed to change his university course completely,
with further scholarship funding provided, notwithstanding the fact that the original
debt had not been repaid.

(i) Debtor B - This student’s debt of £11,541 is composed of two separate university

courses dating back to academic years 2002-03 and 2003-04. Since then there have
been numerous attempts to contact the student via letters, to no avail. Only since the
Central Arrears Unit resurfaced this case in February 2019 did the student respond
via email. He claimed that his debt had been waived by the Minister and the Director
of Education at the time; however, nothing to this effect was found on file. The
Department of Education only found out that the student had left the course after they
received notice from the University that he had withdrawn from the course. The student
met with the Minister on 12 March 2019 in which he recalled having met with him years
ago. It appears that the student had returned to Gibraltar some time in 2004, the
reason being primarily motivated by family bereavements. The then Minister informed
the student that he would not have to repay the scholarship grants awarded to him.
Subsequently, the succeeding Minister also gave the view that this debt should not be
pursued. | enquired from the Director:

¢ why this student was given additional funding for the academic year 2003-04 when
his previous debt had not been cleared. My understanding is that for additional
scholarship funding to be approved, any other scholarship debts must be repaid;

o how the decision to waive the outstanding debt was given by a Minister or
Ministers and this was accepted by the department, notwithstanding that the
Panel Board is vested to waive the debts of students, although in my view it is
solely the Financial Secretary who is authorised to write-off debts.

(iii) Debtor C - This student has an outstanding debt of £2,147 since September 2018. He

claims that his debt was waived by the Minister due to mental health issues, and
applied for a Discretionary Grant. The student was informed that repayment towards
his original debt needed to continue until the Panel Board met to discuss the new
application as well as make a decision regarding the waiving of the debt. The grant
was approved but he was informed that repayments to his original debt would have to
resume. However, since then, the student has made no further payments towards his
debt even though further funding has been provided, which should not be the case. |
questioned the Director what action was being taken to recover the amount
outstanding.

Accounting Practices - In my letter to the Director, | highlighted that when a student
discontinues his studies, any amounts outstanding from scholarship fees are not
immediately recognised as debts to Government, nor recorded in the return of arrears of
revenue as such. It is only after the Panel Board meet and discuss the circumstances of the
particular student who has discontinued his studies, that a decision is made as to whether
or not the debt should be recognised. If it is agreed that the amount due should be waived,
the debt is never recorded in the MS Excel Spreadsheet where scholarship arrears are
maintained, nor in the return of arrears of revenue submitted to the Accountant General. As
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a consequence, the outstanding sum is never recognised as a debt due to Government that
has been waived. The same applies if a student decides to repay his debt in one lump sum
payment; this is never recorded initially as a debt which has subsequently been repaid. |
explained to the Director that | did not consider these procedures to be sound accounting
practices. | informed her that it is best practice for a debt to be recognised immediately after
a student decides to terminate his studies for whatever reason that may be. In these
circumstances, an advance account needs to be opened in the student’s name and the sum
due debited to this advance account. The corresponding credit should be made against
Expenditure Head 17 Subhead 2(16) Scholarship Expenses (or a credit to General Revenue
in the case of previous years’ debts). If the Panel Board decides the debt should be waived,
then a request for write-off should be made to the Financial Secretary in accordance with
Accounting Instructions. If the students repay the debt in full or over a period of time, the
sums repaid should be credited to the Advance Account. This means that at any point in
time the aggregate sum of all ex-student advance accounts should equal the outstanding
scholarship debt to Government recorded in the database and in the return of arrears of
revenue.

| explained to the Director, that although the officer responsible for scholarships confirmed
that she undertakes periodical reconciliations of the scholarship debts outstanding, there
was no evidence of such reconciliations being performed. | recommended to the Director
that it is best practice, when performing a reconciliation, to produce a formal reconciliation
statement in support of the reconciliation carried out. This means that at least yearly, if not
quarterly or more often, the officer responsible should record in a statement the arrears
brought forward from the previous period, to which should be added any new debts due to
Government, and from this deducted any payments made by the debtors towards their
debts. This should equal the balance of arrears at the close of the period of account as per
the MS Excel Spreadsheet, which should also match the overall debit balances in the
students’ advance accounts (see paragraph 3.9.21). | recommended that the reconciliation
statement should be signed by the officer performing the reconciliation and by a supervisory
officer who shall ensure that the reconciliation is correct. Additionally, the reconciliation
statements should be retained on file for audit purposes.

Student Agreements - Having reviewed the existing Agreement that students (and
guarantors) sign when awarded a scholarship under the Scholarship Award Scheme, |
informed the Director that in my opinion the Agreement is sufficiently tight (legally) to ensure
that either the student, or his guarantor, are liable on demand to repay the whole of the
amount due to the Government. | therefore informed the Director that | could not understand
the enormous difficulties encountered by the Department of Education in ensuring that a
student repays any scholarship grants and expenses that are owed to the Government as a
result of being in breach of the Agreement. | questioned why the department could not
enforce the repayment of the debts simply by contacting the debtor or his guarantor and
demanding payment, and whether the department has recourse to legal action, either
directly or via the Central Arrears Unit. Moreover, | suggested that if the department is
encountering difficulties in recovering any sums outstanding from students, perhaps the
existing Agreement should be referred to the Government Law Offices for legal advice on
how to further tighten up the Agreement, if that is possible, to ensure that any liability on the
part of the student/guarantor is met forthwith.

General - | informed the Director that the department does not have access to the Civil
Status’ ID Card system, nor to ERASMUS — the Department of Employment’s application
system, which would go a long way in assisting the department to identify and locate
scholarship debtors and guarantors. | was aware that the department had tried to obtain
access to the ID Card system in the past without success. | strongly recommended that
access to these systems be requested again from the two relevant Heads of Department. |
further informed her that the Chief Secretary, whom | had contacted, fully supported such a
move.
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At the close of this report, despite various reminders to which | had received holding replies,
the Director of Education had not replied to the issues raised with her.

Gibraltar Parliament

3.10.1

3.10.2

3.10.3

3.104

3.10.5

3.10.6

A number of observations were noted during an audit inspection carried out at the Gibraltar
Parliament to August 2021. | wrote to the Clerk to the Parliament on 26 July 2023 and
hereunder draw attention to the more salient matters.

Gibraltar Joinery and Building Services Limited were contracted to carry out the works in
relation to the preparations for the General Elections 2019 without going through a
procurement tender process. The cost of the works amounted to £85,881. | strongly
recommended to the Clerk to the Parliament that a suitable procurement process must be
followed and documented on all occasions when tendering, in line with local procurement
tender thresholds under the Government purchasing and procurement policy. | emphasised
the need to adhere to this process in order to encourage wider competition with the aim of
achieving the best possible value at the lowest possible cost.

Two payments of £500 each were made to the Gibraltar Amateur Swimming Association
and the Guide Association Gibraltar Branch respectively in June 2019 as donations in return
for the use of their premises as polling stations for the General and European Parliamentary
Elections. Historically, the donations in relation to the use of the premises were £250. This
was later increased to £400 in 2012 and has since increased further to the current fee of
£500 per premises used. As reported by my predecessor in a previous audit inspection in
June 2012, there is still no written policy governing the setting and payment of donations to
entities for the use of their premises. | therefore once again recommended to the Clerk to
the Parliament that the procedure for undertaking these payments be duly formalised by way
of a written policy.

The Gibraltar Parliament engages the International Hansard Services from the Isle of Man
Parliament Office for the production of Hansard. However, a copy of a signed contract could
not be provided by the department and therefore the audit examiner was unable to establish
whether the expenditure and conditions relating to Hansard services were correct as per
agreed stipulations and requirements. International Hansard Services has been providing
these services for eleven years since 2012. There have since been significant increases in
fees over the years, including extra costs in relation to additional work carried out. However,
to date no formal contract or written agreement has ever been signed, and all increases in
fees have been communicated and approved by the department via email. | therefore
strongly recommended to the Clerk to the Parliament that a formal contract be drawn up and
duly signed by both parties, detailing the full extent of the services provided and stating the
agreed fees, including the costs of any additional work required.

| informed the Clerk to the Parliament that in the financial period 2019-21, there were
payments made to private individuals (who were not Government employees and hence not
under the Treasury payroll system) in connection with the Register of Electors and the
Parliamentary Election. These payments were charged to Head 5 Parliament, Subhead
2(5)(a) Staff Remuneration, and Subhead 2(6)(a) Staff Remuneration respectively.
However, copies of the payment vouchers relating to these payments were not forwarded to
the Income Tax Office so that the taxpayer’s records of the individuals concerned could be
updated accordingly. | recommended to the Clerk to the Parliament that copies of these
payments vouchers, in addition to other payments there might have been up to the present
time, be submitted to the Income Tax Office without delay, and going forward the department
should strictly implement the practice of duly informing the Income Tax Office of payments
made to individuals for work done for Government.

In my letter to the Clerk to the Parliament, | informed him that an examination of expenditure

relating to the cost of travel by Parliament staff on official business showed there was no
evidence of more than one quote being obtained from different travel agents before
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purchasing flight tickets for official travel. | strongly recommended to the Clerk to the
Parliament that a ‘price only quotation process’ (3-quote selective tender) be obtained prior
to booking flights and that the selection process be appropriately documented with
supporting documentation kept on file as evidence.

| further recommended that all details relating to travel expenditure should be recorded in a
departmental ‘Official Travel Register’. The register should include details such as: date of
travel; the name of the officers who have travelled; purpose of travel; cost of travel; the class
of travel (i.e. economy or business class); if travelling via business class the reason(s) for
this; expenses incurred (including flights, subsistence, hotels, meals, cost of transport); and
travel agent used, etc.

| recommended to the Clerk to the Parliament that even though Members of Parliament do
register their interests in the Register of Members’ Financial Interests once the first new
parliament is held, and thereafter the Registrar of Members’ Interest reminds Members of
Parliament when acknowledging and confirming their Declaration of Interests that any
changes in their financial interests needs to be notified to him, the Registrar should
additionally issue an annual written reminder to Members of Parliament that any change in
registrable interests which a Member of Parliament has, or any changes in benefit which he
or she receives, which others might reasonably consider to influence his or her actions or
words as a Member of Parliament, needs to be formally communicated to the Registrar
within 28 days, as stipulated in paragraph 13 of section V of the Code of Conduct for
Members of the Gibraltar Parliament.

At the close of this report, the Clerk to the Parliament had not yet replied to the issues raised
in the audit inspection, understandably due to his involvement as Returning Officer in the
run up to, and during the, General Elections. Subsequently, the Clerk to the Parliament was
transferred from his post and there was a new senior officer appointed in his place.

Customs

3.11.1

3.11.2

On 11 December 2019 | wrote to the Collector of Customs informing him of the findings
following an audit inspection carried out at HM Customs in 2017. The more salient points
raised are detailed hereunder together with the Collector of Customs explanations and
comments which | received on 10 August 2020.

Cash Book - It was observed that, for reasons of expediency in relation to the relatively high
volume of submissions of declarations by importers/exporters/agents each day, most
receipts were not made out at the time Import Duty was collected, which is contrary to the
provisions of Accounting Instructions and which raises the question as to how the importer
is allowed to import the goods without immediate payment of the corresponding import duty.
The Collector explained that this matter had now been rectified. In September 2017, HM
Customs started the rollout of ASYCUDAWorld (the new Automated System for Customs
Data - ASYCUDA) an automated customs clearance system. A staggered introduction was
effected with traders, fuel operators and bonded store operators connected at different times
to ensure the system coped well with the load. The process was completed in June 2018
with the migration of bond operators. During the transitional period both ASYCUDA systems
(old and new) were used. In the old ASYCUDA, the customs declaration processing was not
linked to accounting and payments, in terms of interdependency between the associated
processing flows. In the new ASYCUDA all the payments of customs duties are carried out
only through the ASYCUDA prepayment accounts created for each customs agent and/or
economic operator (importer/exporter). The system blocks the registration of a customs
declaration if the balance of the prepayment account referred on the declaration does not
cover the duty owed for the current declaration and all declarations registered and not
assessed. In such a context the payment of the customs declaration is done at the moment
of its assessment.
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| informed the Collector that the prepayment account balances held by companies are not
being monitored in compliance with the requirements of clause 3.18c of the Import Duty
(Integrated Tariff) Regulations 2003, which states that: ‘prepayment accounts should have
sufficient funds to cover the estimated duty payable in any period of one month'. | suggested
to the Collector that a possible solution to ensure importers have adequate levels of
prepayment sums in place would be for the ASYCUDA system to automatically monitor the
balance of funds held by companies and issue a warning when funds fall below the set
threshold. The Collector informed me that, as explained in paragraph 3.11.2, clearance will
only be allowed whilst there is a positive balance in the prepayment account. Lack of funds
will automatically stop clearance. Unauthorised release of goods without appropriate prior
clearance remains an offence and is actioned by the Customs Entry Processing Unit
(“EPU”).

| nevertheless informed the Collector that an exercise performed on a selection of 10
companies that held prepayment accounts with HM Customs for the payment of import
duties, revealed that none of the 10 companies selected had sufficient funds, on a random
day selected, to cover the average monthly import duties paid over the chosen period. As
an example, the first company tested, which had an account balance of £9,747 on the day
randomly selected (17 January 2017), showed that the company’s import duty payments
each month between July 2016 and December 2016 were calculated as being on average
£24,912, i.e. £15,165 more than the balance on 17 January 2017. The Collector replied that
again, as mentioned in paragraph 3.11.2, this had now been resolved with the new
ASYCUDA system. The Collector further explained that the comparison of an extracted
single day balance against an average monthly period payment total is a misrepresentation
of how the system worked. Ebb and flows between importations and payments depending
on supply and demand cannot be matched against a random day balance containing enough
for all past or future unforeseen demands. In his view, choosing a date on which a large
payment for duty may have been extracted from the account and using that figure before
the next payment arrives does not give an accurate representation if matched against an
average monthly figure.

Import Duties General - An audit test carried out on a sample of 84 Customs Declarations
revealed that:

o 64 of the Declaration entries did not have any supporting documentation;

e 9 of the Declaration entries included items that had been charged using an incorrect
commodity code, of which 6 would have resulted in a change in the rate of Import Duty;
and

o There were 6 cases where the freight charges in the Customs Declaration had been
omitted from the import duty calculation.

The Collector replied that unfortunately he was unable to verify the queries raised as the
documentation was no longer available. The department only retains the electronic
declaration form but, at the time, in the old ASYCUDA the department could not attach
documentation electronically. The Collector explained that the new ASYCUDA does not
allow any operation on the customs declaration electronic document without certifying that
the required attached documents (invoice, package list, licences) are attached as electronic
copies to the entry.

Temporary Imports - | again raised the following issues with the Collector which my
predecessor had brought to his attention in previous audit inspection reports and which he
was assured were going to be dealt with, but unfortunately appeared not to be the case:

(a) Cheques received in connection with temporary imports continue to be insecurely kept
in a metal card index box inside an unlocked office. In addition, three other cheques
were found lying behind the cabinet where the metal card index box is located. It was

251



PART 3 - DEPARTMENTAL AUDITS

3.11.7

(c)

(d)

(e)

further noted at the time of the audit inspection that many of the cheques were several
years old;

Of the 612 cheques held in hand by the department, a few were found to have either
not been signed by the payer or not made payable to the Government General
Account. Additionally, 59 cheques were found which did not specify the payee, of
which 43 cheques were undated and, of the remaining 16 cheques, only one of them
showed the sum payable;

It was noted that only one cheque per company or individual is required by HM
Customs as a guarantee for the payment of import duty in respect of temporary
importations, irrespective of the number of temporary importations made by the
company or individual during the same period. This means that a new cheque needs
to be requested each time a cheque is used to pay for the import duty that becomes
chargeable on outstanding temporary importations, in the case that the company or
individual has other active temporary importations. There is hence a weakness in that
the value of the cheque will not cover the number of importations in the case of a
company having multiple importations over a period of time;

The control weaknesses reported in previous audit memorandums in relation to the
manning of the commercial gates into Gibraltar remains unchanged, except for the
introduction of an officer stationed at the commercial gates until 18:30. Although there
is an on-call officer to attend to any importations or exportations at the commercial
gates after office hours, there is still a high risk of a vehicle being able to enter or exit
Gibraltar through this channel without notification or challenge from a Customs Officer.
| told the Collector that | was concerned that this continues to be the case, bearing in
mind that my predecessor had raised this issue with him in a previous audit
memorandum and particularly taking into account the significant recruitment of officers
by HM Customs;

In order to assess the controls in place for temporary importations, a test was
performed on a sample of 30 Authorised Export Licences (“AELs”), which were at least
6 months old and should therefore have already either been exported from Gibraltar;
have extended the temporary Import Licence; or, have paid the required import duty.
The test revealed that:

o there were 4 AELs for which their corresponding reference numbers could not be
found either in the ‘Cheque Register’ or on the reverse of a cheque (where
reference numbers used to be recorded before the introduction of the Cheque
Register); and

o There were 5 AELs which were recorded as being outstanding (i.e. over 6 months
old) and had not been stamped as either having left Gibraltar, obtained a
temporary importation extension, or paid the required import duty.

A light inspection of the Cheque Register revealed that there were AEL T-numbers
which corresponded to cheques dating as far back as 2005 that were still recorded as
being active (i.e. they were not crossed as having been exported from Gibraltar, having
their temporary Import Licence extended or having paid the required import duty).

In his reply, the Collector informed me, in regard to cheques and their safe keeping, the
department clear goods via prepayment accounts which are primarily credited via bank
transfer or direct payments via the EPU cashier, other than temporary imports. These are
now kept in a locked cabinet in the cashier's office. Such cheques are all made out to
Government General Account to cover all duty liability. Whilst the department still has an on-
call officer to clear goods outside normal working hours, the staff manning the controls
barriers have, for a number of years, been working from 8am until the closure of the
commercial gates, usually around 9.30pm. Whilst acknowledging the problems highlighted
in the report at the time, in the new ASYCUDA system, the department has implemented
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3.11.10
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strict controls of the timelines granted for the temporary customs procedures. The controls
are mainly based on inventory reports that highlight the entries which require attention.

Transit Shed Rents - In my letter to the Collector, | highlighted that at the time of the audit
inspection, there were twelve companies with active contracts with HM Customs for the use
of their own premises as Transit Shed operators. These were checked for compliance with
the conditions set out in their contracts with HM Customs. The following observations were
made:

(a) Six of the companies were noted as not having renewed their Transit Shed insurance
and not forwarding copies of their insurance cover to the Collector of Customs; one
company’s Transit Shed insurance had expired during 2016; three companies’
insurances had not been renewed since 2014; another company’s insurance was only
valid until 2013; and there was one company which had failed to renew its insurance
since 2011;

(b) There was one case where a Transit Shed operator had furnished HM Customs with
a Transit Shed insurance policy which, although not expired, did not provide indemnity
cover for ‘the import duty element of stock’ or the interests of ‘HM Customs’; and

(c) There was one company for which it could not be determined whether its insurance
cover had expired, since a copy of its insurance documents had not been filed with
HM Customs.

The Collector largely agreed with the audit findings that five of the quoted companies did not
have Transit Shed insurance at the time of the audit inspection. However, according to him,
two of the highlighted companies apparently did have the requisite insurance cover. In
respect of one of the companies, the copy of the general policy covering both the Bonded
Store and the Transit Shed had been filed in the company’s bonded store file; whilst in
another company, the Collector simply replied that the company has insurance cover for the
period under audit review, without providing any explanations why a copy of the insurance
policy was not held on file.

The Collector did not provide a reply to the fact that one Transit Shed operator, although
having transit shed insurance cover did not have indemnity cover for the import duty element
of stock.

Bonded Stores - | highlighted to the Collector that an examination carried out on 2
December 2016 on all Bonded Store Holders (64 in total) to assess the level of insurance
cover they held to cover unpaid import duty for all goods held within their bond, revealed the
following anomalies:

(a) Fourteen bond holders had failed to furnish the Collector of Customs with a copy of
their renewed insurance policy;

(b) There were eight bond holders whose insurance policies had expired;

(c) On five occasions the certificate number quoted in respect of the interest of the
Collector of Customs did not match the certificate number of the insurance policy and
related to a period already expired;

(d) There were four cases where the insurance policy and the interest of the Collector of
Customs were not provided by one and the same insurance provider. In these cases,
the interest of the Collector of Customs related to a period already expired;

(e) There was no specific mention of the interest of the Collector of Customs in one of the
insurance policies. Instead, the Interested Parties to the insurance policy included the
Government of Gibraltar; and

(f) The insurance policy cover-note for one bond holder did not include the expiry date of
the insurance policy.

253



PART 3 - DEPARTMENTAL AUDITS

It was additionally noted that there were three companies which had submitted an insurance
policy for their parent company as it included insurance cover for its associated and/or
subsidiary companies. | recommended to the Collector that such policies are only accepted
if he was satisfied that the companies were in fact associates and/or subsidiary companies
of the parent company.

3.11.12 The Collector nevertheless replied that of the 33 bond holders listed as having anomalies,
32 did have valid insurance documents for the period under review, although he accepted
that seven of these made no mention of the duty aspect in their insurance policies, which he
admitted the department needed to pursue. The Collector informed me that most of the
issues raised in paragraph 3.11.11 (a) to (f) could be explained if one considered that:

¢ in many cases, bond operators have one general insurance policy to cover any general
loss or liability, and another to cover the duty interest of HM Customs;

e a certificate from the insurance company stating the policy number, the name of the
insured party, the insurance cover dates confirming the duty interests of HM Customs,
is perfectly acceptable to the department in lieu of a copy of the entire policy document;
and

e some of the insurance policies/certificates may have been submitted late to HM
Customs.

3.11.13 The Collector explained that the department’s Bond Officer was satisfied that the companies
under a parent company were in fact subsidiaries which had provided the necessary cover.

3.11.14 The Collector informed me that Transit Sheds and Bonded Stores will now have to submit a
copy of their insurance policy, stating provision for the duty element in the event of any loss,
upon their annual renewal.

3.11.15 Register of Detentions - | further informed the Collector that an examination was carried
out on the Detention Registers at the EPU, Four Corners and Oultfield sections. However,
the audit examiner could not perform a proper test at the Outfield Section as it did not
maintain a Detention Register. The Collector replied that the Outfield Section had always
maintained and operated its own independent Detention Book until Enforcement (Outfield
and Four Corners) were merged in September 2017 to facilitate storage of detained goods
which were primarily stored at Four Corners (vehicles excluded).

3.11.16 The following additional discrepancies were noted:

(a) Detention Receipt N0.8913 at the EPU was signed by the owner/agent of the detained
goods under the section ‘Particulars of Disposal - Received the articles’. However,
the audit examiner physically verified that the items were still held at HM Customs and
had therefore not been returned to the owner/agent as the corresponding signature
would otherwise imply;

(b) Detention Receipt No.10012 at the Four Corners Section was missing the signature
of the Customs Officer who had made the detention; and

(c) Detention Receipt N0s.9319, 9320 and 9321, which were selected from a Detention
Receipt Book at Outfield, were not signed by the owner/agent of the detained goods
as having received the articles, however, the audit examiner was unable to physically
verify the goods at the section.

3.11.17 The Collector provided the following explanations:

(a) Detention Receipt N0.8913 displays particulars listing 'prohibited import'. These were
seized and were not for return. ltems remained with HM Customs until scheduled
destruction at a later date.
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(b) After checking Detention Receipt 10012 at Four Corners and confirming that the

(c)

signature of the customs officer was missing, the department cross referenced it with
Four Corners Detention Book 13 Entry No. 382 and have been able to identify the
officer concerned, who made the entry. It was an experienced officer and the Collector
could only conclude it was an oversight on his part.

The department checked all three detention receipts (9319, 9320, 9321) issued by the
Outfield Section. All three were issued for the detention of radio transceivers (which
can only be operated by persons in possession of a Radio Operators Licence) to three
different individuals and were 'detained pending the production of a valid Radio
Operators Licence’. The officer issuing all three receipts was coincidently the same
officer and he made the same mistake in all three receipts by entering the comment
'detained pending the production of a valid licence under the Particulars of Disposal
instead of under the Particulars of Detention’. These three receipts had not been
signed by the 'Owner Agent' as these transceivers were not returned to the persons
from which they were detained. The department has cross referenced the receipts to
the Outfield Detention Book No. 13 Entry Nos: 620 dated 29/12/14; 625 dated
12/01/15; and 626 dated 12/01/15; and confirmed that all three transceivers were
transferred to the Radio Officers Store at Customs House, which is the reason the

audit examiner was unable to physically verify the goods at the section.

The Collector added that following this exercise, guidelines reminding officers on how to
correctly complete a detention receipt and the corresponding entry in the detention book
would be put in place.

Import and Export of Privately Owned Motor Vehicles - | informed the Collector that a
review carried out on a sample of 15 motor vehicle importations had revealed that one motor
vehicle had been valued according to the sales invoice and the remaining 14 motor vehicles
did not have any workings or supporting documentation to show how their value had been
arrived at. Details of the 15 importations are shown in Figure 78.

Figure 78
Date Entry No. Import Duty Importer Value Calculation
27/10/2015 E68605 £2,444.85  Company Sales Invoice
29/04/2015 E25826 £70.00 Company No workings
26/06/2015 E39031 £90.00  Private Individual No workings
26/05/2015 E32742 £30.00  Private Individual No workings
05/06/2015 E34899 £90.00 Royal Gibraltar Police No workings
03/07/2015 E40812 £690.00  Private Individual No workings
22/07/2015 E46199 £150.00  Private Individual No workings
06/08/2015 E50613 £350.00  Private Individual No workings
23/12/2015 E83217 £210.00  Private Individual No workings
21/01/2016 EO04653 £300.00  Private Individual No workings
03/03/2016 E16694 £525.00 Company No workings
06/05/2016 E31708 £90.00  Private Individual No workings
28/10/2016 E85303 £35.00  Private Individual No workings
08/11/2016 E88127 £455.00  Private Individual No workings
09/11/2016  E88597 £270.00  Private Individual No workings

3.11.19 | further highlighted that none of the 15 motor vehicle importations selected were dated and
only one of them (Entry No. E50613) had been signed by the customs examining officer.
Furthermore, there were two instances (Entry Nos. E68605 and E31708) where the vehicles’
mileage had been omitted from the Customs Declaration; and in the case of Entry No.
E68605, the examining officer had also failed to provide details of the vehicle’s cubic
capacity, registration number and colour. The Collector replied that he was unable to verify
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3.11.22

the items raised as the documentation was no longer available. The department’s
documentation retention period is three years. However, he was able to explain that EPU
officers use an internal Vehicle Valuation Form, separate from the declaration due to size
limits, where vehicle/person documentation checks along with pertinent notes are made.
These include import duty workings using Glasses Guide figures and necessary adjustments
for vehicle specification, mileage, internal/external condition and any damage. These were
available had they been requested. These documents are now scanned and attached to the
form.

Direct Trade Input - Using the same sample of 68 assessments that were selected for the
Cash Book audit test, an additional exercise was performed to identify the oldest
declarations in each assessment. This test involved comparing the date the assessment
was processed against the dates the declarations were made, in order to provide an
indication of the delays being experienced by the department. The following is a summary
of the findings:

(a) In total, 53 out of the 68 assessments examined were found to have at least one
declaration that was late by more than a day;

(b) Out of the 53 late declarations, 2 of them were disproportionately out of time: one being
644 days late and the other being 330 days late; and

(c) The average time delay for the remaining 51 (out of the 53 declarations examined) was
found to be 13 days (i.e. not taking into account the 2 declarations mentioned in point
(i) which are not representative of the sample and, if included, would have distorted the
result).

The Collector replied that he was unable to verify the audit findings as the documentation
was no longer available.

Tobacco Licences - A test carried out on a sample of ten Tobacco Licence records revealed
the following exceptions:

(a) Tobacco Licence No. 351/09 had been renewed by a trader in the year 2015 who was
different to the applicant who renewed the licence in the year 2016. Every individual
who is trading under the same business name should be signing each renewal
application form;

(b) The renewal of Tobacco Licence Nos. 373/10, 119/98, 134/98 and 385/11 for the year
2015 had been signed by applicants who had not stated their name under their
signatures. As a consequence, the identity of those who had signed the application
forms was unknown;

(c) In addition, the renewal form for the year 2016 in respect of Tobacco Licence No.
119/98 stated the Name of the Applicant in the place where the Business Name should
be, and vice versa;

(d) The renewal for the year 2015 of Tobacco Licence No. 341/06 was not supported with
a copy of the relevant Licence to the Application; and

(e) The Application for a Tobacco Transportation Licence for the year 2015 regarding
Tobacco Licence No. 385/11 was in respect of two specified motor vehicle registration
numbers. However, one of the copies of the two motor vehicle licences attached to the
application form related to a motor vehicle which was not included on the application.

The Collector provided the following explanations:

(a) Tobacco Licence No. 351/09 is under three names - this is the historical situation and
explains why another signatory applied for the renewal on one specific occasion.

(b) Form No 6 (RENEWAL FORM) under the Tobacco Licensing (Forms and Fees)
Regulations only provides for the signature and not the name in block capitals.
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(c) This was due to an administrative oversight which should have been rectified at the
time.

(d) This was due to an administrative oversight which should have been rectified at the
time. However, it should be noted that although the requirement to submit a copy of
the relevant motor vehicle licence with the renewal application is stated in the renewal
form, none of the renewal applications in fact do so, nor does the department ask them
to do so, as all the relevant licences are on the system and the department would be
merely duplicating paperwork.

(e) This was due to an administrative oversight. Licence applications are checked for
clerical errors. Errors of the type listed in (c) & (e) above are normally identified by the
Customs Officer prior to processing the application.

Drugs Special Exercise - An inspection of the security measures and controls and the
maintenance of records for confiscated drugs at each of HM Customs’ sections was carried
out, and the audit findings and recommendations forwarded to the Collector of Customs.
However, given the sensitive and confidential aspects of the issues raised, | do not consider
it appropriate that | should make the audit findings public in this report for obvious reasons.
Suffice to say that the Collector replied, informing me of the measures he had immediately
taken to mitigate the weaknesses identified and to improve the security controls in this area.

Land Frontier at Four Corners Section — Import Duty - | informed the Collector that an
exercise was carried out to establish how many import duty declarations had been assessed
by HM Customs at the frontier on goods imported from Spain by private vehicles during the
financial year 2018-19. The total number of Gibraltar-registered vehicles entering Gibraltar
through the land frontier at Four Corners was compared to the relating number of occasions
when import duty was collected at the Four Corners’ cash tills over the financial year,
producing the results shown in Figure 79.

Figure 79
Month Local No. of Declarations Import Duty Vehicles Per
Vehicles Declarations as a Collected at Declaration
entering Percentage Four
Gibraltar of vehicles Corners
Apr-18 42,389 603 1.42% £14,631 70
May-18 42,737 679 1.59% £18,661 63
Jun-18 44,588 650 1.46% £16,964 69
Jul-18 44,432 587 1.32% £18,605 76
Aug-18 44,282 634 1.43% £18,115 70
Sep-18 39,936 551 1.38% £14,014 72
Oct-18 39,275 633 1.61% £16,463 62
Nov-18 38,430 781 2.03% £18,612 49
Dec-18 39,051 777 1.99% £20,383 50
Jan-19 37,491 526 1.40% £13,262 71
Feb-19 33,144 522 1.57% £16,229 63
Mar-19 42,401 633 1.49% £17,340 67
S e 488,156 7,576 1.55% £203,279 64

Note: In order to provide a more accurate and representative assessment of the information collated, solely
those days when the shops were open for business in Spain and therefore, when dutiable items were most
likely to have been imported, were taken into account. Consequently, Sundays and Spanish Holidays were
excluded from the exercise altogether.
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Figure 79 shows there was an average of 1.55% of cars making declarations over the year.
In other words, an average of one declaration was made for every 64 cars crossing the
frontier. This is the same as saying that only 3 cars out of every 200 local cars returning to
Gibraltar from Spain during the financial year 2018-19 paid import duty on declarations
made. There was even one day in the year, namely, Saturday 14 April 2018, where there
was no revenue collected in relation to the assessment of import duty.

| highlighted to the Collector that the audit study showed that the total import duty collected
in the financial year 2018-19 at the Four Corners entry-point amounted to just over £200k
largely relating to approximately half a million cars. | informed the Collector that in my view,
even allowing for people travelling/commuting to work and those solely travelling on leisure,
the statistics indicate a very low number of persons making declarations and hence paying
import duty to Government.

In his reply, the Collector afforded me with the following comments provided by the Senior
Customs Officer Enforcement on the audit concerns | had raised:

(@) ‘1 have read with interest the exercise the Gibraltar Audit Office has compiled to
establish the number of duty declarations in relation to the number of locally privately
registered vehicles entering Gibraltar over a twelve-month period. It clearly
demonstrates the total number of vehicles entering the jurisdiction and the
corresponding number of declarations and then further quantifies the duties collected
against these receipts.

(b) It highlights that this exercise has taken into account commuters and solely travelling
for leisure the figures appear low. In reply | would like to highlight the following
comments:

(c) Has this exercise taken into account the vast number of Gibraltarians who go on a
weekly basis to procure food and groceries and return with little or no items which
attract import duty? After years of searching vehicles with 'food shops'the vast majority
of people are honest and might only bring three or four low value items that attract
duty and invariable the duty amounts to less than a pound.

(d) The audit exercise is based on the belief that most people are dishonest and fail to
declare goods, and as a result underestimates the number of persons travelling for
recreational purposes. It also seems to fail to understand that large purchases like
purchasing furniture, replacing a kitchen or bathroom entails numerous visits to
numerous establishments over a prolonged period of time, and you also have to factor
in tiles and other accessories. A prime example of this is a wedding. Last year |
crossed into Spain well over 50 times to arrange one wedding but only had to stop and
pay import duty on four or five occasions for clothing (wedding dress, etc.) which only
pays 3% import duty.

(e) Government budget measures also influence greatly the items that attract import duty.
The majority of items that are brought in through Four Corners are Audio Visual, IT,
electronics (mobile phones/tablets), electro-domestic products (white goods),
furniture, clothing, food stuffs, alcohol, toiletries, and cleaning products. Most of the
high valued goods are now zero rated. White goods are imported occasionally but due
to their size they are fairly obvious (as is furniture). Building materials also come
through in small quantities. Any large consignment of these items usually comes in
through the commercial gate to avoid the payment of IVA (VAT) at source on the
Spanish side.

(f) The audit study then attempts to correlate number of declarations against the amounts
of duty collected. Again this is greatly impacted by the fact that nearly all goods that
are imported through Four Corners are zero rated or attract small amounts of import
duty.
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(9)

(h)

(i)

)

| have also undertaken an exercise, in December 2019, officers at Four Corners
started gathering statistics on the number of vehicles stopped and searched for
dutiable goods. Whilst searches of this type have been carried out on a daily basis
since the frontier opened in 1982 these figures have never been collected. From 17
December 2019 up to 27 March 2020 (when lock-down as a result of Covid-19 affected
all movement through the frontier), approximately three months, a total of 6,092 were
stopped and searched. Using your figure of 488,156 local registered vehicles entering
Gibraltar | have divided this figure by four to obtain the average vehicle movement for
a three-month period, which equates to 122,039 local registered vehicles in the three-
month period. The number of searches represents 4.99% of vehicles being searched.
| then compared how many compromise penalties had been issued for evasion of duty
payment (failing to declare dutiable goods). Of the 6,092 vehicles checked, only 17
penalties were issued (or 0.27%) which means either our officers are very bad at
detecting evasion or people are genuinely more honest than what they are given credit
for. | must point out, however, that the freedom of movement of individuals is
paramount and that officers are fully cognisant of this. Therefore, all searches must be
carried out within the parameters permitted by law, and an officer must have
reasonable grounds to suspect prior to performing the search of a vehicle.

I meet regularly with senior Spanish Customs Officials on official matters and from
time to time we discuss VAT claims on the Spanish side. | find that most of the VAT
claims are for goods for which there were (at the time of the audit inspection) no import
duty charges in Gibraltar, e.g. foodstuffs, phones, mobile tablets, television sets, eftc.
The reality is that successive administrations at budget time reduce or eliminate import
duty on a wide range of 'high street' products to the extent that duty collections are
mainly reliant on a much reduced number of commodities most of which are outside
that which a 'personal’ importer might need to declare at the land frontier.

Officers at the land frontier, whilst mindful of their revenue collection responsibilities
have been much more engaged with prohibitions and restrictions such as controlled
drugs and imports of cash. However, the very recent imposition of a flat 10% import
duty rate on personal imports means we have issued instructions to staff to be extra
vigilant and have tasked the FAST (Flexible Anti-Smuggling Team) to assist frontier
staff where possible and are seeing the revenue collected substantially increased at
the frontier.

Overriding everything else, is the requirement to comply with the law whereby we can
only stop and search a vehicle at the land frontier if we have reasonable grounds to
suspect that an offence has or will be committed. We cannot, despite this being the
norm for many years, search a vehicle without suspicion.’
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Audit and Certification of Accounts of Statutory and Other Bodies

411 Certified Accounts of Statutory Bodies - The accounts of the entities listed in Figure 80
below have been audited and certified since the completion of my report on the public
accounts of Gibraltar for the financial year 2015-16.

Figure 80

Organisation Accounts for the Year-Ended
Borders & Coastguard Agency 31 March 2014
British Protestant Trust 31 December 2018
British Protestant Trust 31 December 2019
British Protestant Trust 31 December 2020
British Protestant Trust 31 December 2021
Care Agency 31 March 2014
Care Agency 31 March 2015
Gibraltar Health Authority 31 March 2013
Gibraltar Port Authority 31 March 2016
Gibraltar Savings Bank 31 March 2019
Gibraltar Savings Bank 31 March 2020
Gibraltar Savings Bank 31 March 2021
Gibraltar Savings Bank 31 March 2022
Gibraltar Savings Bank 31 March 2023
Housing Works Agency 31 March 2016
Housing Works Agency 31 March 2017
Housing Works Agency 31 March 2018

4.1.2 Accounts not yet Certified - The accounts of the entities detailed in Figure 81 had not been
certified by me by the close of this report for the reasons explained in paragraphs 4.1.3 to

4.1.12.
Figure 81

Organisation Accounts for the Year/Period-Ended
Borders & Coastguard Agency 31 March 2015
Borders & Coastguard Agency 31 March 2016
Borders & Coastguard Agency 31 March 2017
Borders & Coastguard Agency 31 March 2018
Care Agency 31 March 2016
Care Agency 31 March 2017
Care Agency 31 March 2018
Gibraltar Culture and Heritage Agency 31 March 2013
Gibraltar Culture and Heritage Agency 31 March 2014
Gibraltar Culture and Heritage Agency 31 March 2015
Gibraltar Culture and Heritage Agency 24 June 2015
Gibraltar Development Corporation 31 March 1997
Gibraltar Development Corporation 31 March 1998
Gibraltar Development Corporation 31 March 1999
Gibraltar Development Corporation 31 March 2000
Gibraltar Development Corporation 31 March 2001
Gibraltar Development Corporation 31 March 2002
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41.3

Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Development Corporation
Gibraltar Electricity Authority

Gibraltar Electricity Authority

Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Garrison Library Trust
Gibraltar Health Authority

Gibraltar Health Authority

Gibraltar Health Authority

Gibraltar Health Authority

Gibraltar Health Authority

Gibraltar Heritage Trust

Gibraltar Heritage Trust

Gibraltar Port Authority

Gibraltar Port Authority

Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority
Gibraltar Sports and Leisure Authority

31 March 2003
31 March 2004
31 March 2005
31 March 2006
31 March 2007
31 March 2008
31 March 2009
31 March 2010
31 March 2011
31 March 2012
31 March 2013
31 March 2014
31 March 2015
31 March 2016
31 March 2017
31 March 2018
31 March 2017
31 March 2018
31 March 2012
31 March 2013
31 March 2014
31 March 2015
31 March 2016
31 March 2017
31 March 2018
31 March 2014
31 March 2015
31 March 2016
31 March 2017
31 March 2018
31 March 2017
31 March 2018
31 March 2017
31 March 2018
31 March 2010
31 March 2011
31 March 2012
31 March 2013
31 March 2014
31 March 2015
31 March 2016
31 March 2017
31 March 2018

Borders & Coastguard Agency - The draft accounts of the Borders & Coastguard Agency for
the financial year 2014-15 was submitted to me on 8 February 2017 and the draft accounts
for the financial years 2015-16, 2016-17 and 2017-18 were submitted to me on 1 July 2022.
The accounts for the Agency for the financial years 2014-15, 2015-16 and 2016-17 have
been examined and are due to be certified by me shortly. The audit review of the 2017-18
accounts is nearing completion.
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41.4

41.5

4.1.6

41.7

41.8

41.9

41.10

4.1.11

4.1.12

Care Agency - The draft accounts of the Care Agency for the financial year 2015-16 were
submitted to me on 26 May 2023, and the audit review is nearing completion. As of the close
of this report, the accounts for the financial years 2016-17 and 2017-18 have not been
submitted for audit examination and certification.

Gibraltar Culture and Heritage Agency - The accounts of the Gibraltar Culture and Heritage
Agency for the financial years 2012-13 and 2013-14 have been examined and are due to be
certified by me shortly. The accounts for the financial year ended 31 March 2015 and for the
financial period to cessation ended 24 June 2015 had not been presented to me at the close
of this report.

Gibraltar Development Corporation - The accounts of the Gibraltar Development
Corporation for the financial years 1996-97 to 2000-01 are currently under review. However,
on 7 June 2019, | wrote to the Accountant General informing him that the 5 sets of accounts
had been prepared in a combination of cash accounting and accruals and therefore required
to be amended to a single basis of accounting and re-submitted to me for audit examination.
Since then, the acting Accountant General has met with me and my staff, and written to me
several times as there are difficulties in the preparation of these accounts in the required
format. At the close of this report, the Gibraltar Development Corporation accounts for the
financial years 1996-97 to 2000-01 had not yet been re-submitted to me for examination,
nor had the accounts for the financial years 2001-02 to 2017-18 been presented to me for
audit examination and certification.

Gibraltar Electricity Authority - The draft accounts for the Gibraltar Electricity Authority for
the financial years 2016-17 and 2017-18 were submitted to me on 15 November 2018 and
8 November 2021, respectively. While the accounts for the year ended 31 March 2017 had
been initially examined, the newly appointed Financial Director prompted the Authority to
resubmit these accounts on 27 October 2023. Consequently, a re-examination is now
required of these revised accounts. Although the draft accounts for the financial year 2017-
18 had been examined, given the Authority's decision to resubmit the 2016-17 accounts, it
is anticipated that the 2017-18 accounts may also undergo resubmission by the Gibraltar
Electricity Authority.

Gibraltar Garrison Library Trust - The draft accounts of the Gibraltar Garrison Library Trust
for the financial years ended 31 March 2012 and 31 March 2013 have been examined and
will soon be certified by me. The draft accounts for the subsequent financial years (2013-14,
2014-15, 2015-16, 2016-17, and 2017-18) were submitted to me on 16 May 2019. The audit
review for the financial year ended 31 March 2014 has been completed, but audit
certification of these accounts is pending until the prior financial years ended 31 March 2012
and 31 March 2013 are also completed.

Gibraltar Health Authority - The audit examination of the draft accounts of the Gibraltar
Health Authority for the financial years 2013-14 and 2014-15 is nearing completion and
these accounts will shortly be certified by me. The draft accounts for the financial years
2015-16, 2016-17 and 2017-18 were submitted to me on 27 July 2023 and the 2015-16 and
2016-17 accounts are currently being examined.

Gibraltar Heritage Trust - The draft accounts of the Gibraltar Heritage Trust for the financial
years 2016-17 and 2017-18 were submitted to me on 20 September 2017 and 14 December
2018, respectively. While these accounts have been fully examined, an audit adjustment is
required for the prior year accounts (the accounts for 2015-16) before | can proceed with
certification.

Gibraltar Port Authority - The draft accounts of the Gibraltar Port Authority for the financial
years 2016-17 and 2017-18 were submitted to me on 27 July 2020 and 21 June 2023,
respectively. The audit review for these accounts is nearing completion, with a slight delay
due to the need for additional information. Certification of these accounts is now imminent.

Gibraltar Sports and Leisure Authority - As my predecessor and | have previously
commented, the Gibraltar Sports and Leisure Authority had again not complied with the
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provisions of section 15(2) of the Gibraltar Sports and Leisure Authority Act, 2002 in that the
accounts of the Authority are not submitted to me for the purpose of auditing and certification
within seven months after the end of the financial year to be audited. The accounts for the
financial years 2009-10 to 2013-14 had not been submitted to me for examination and
certification at the close of this report, despite repeated reminders. Nevertheless, the
accounts for the financial years ended 2014-15, 2015-16, 2016-17 and 2017-18 were
submitted to me on 17 February 2023. However, | am unable to proceed with the audit of
these accounts unless the prior years’ accounts for the financial years 2009-10 to 2013-14
are submitted to me by the Gibraltar Sports and Leisure Authority.

Non-Submission of Accounts to the Principal Auditor by the Statutory Date - Although
there is a requirement for the accounts of all Government statutory authorities and agencies
to be submitted to the Principal Auditor by a set date stipulated in each individual authorities’
and agencies’ legislation, in actual fact none of the authorities and agencies are complying
with the statutory requirement. As a consequence, on 31 March 2023, | wrote to the Financial
Secretary, highlighting that all the statutory authorities and agencies were not complying
with the requirement to submit their signed accounts to the Principal Auditor by the
mandatory date as prescribed in each of the entities’ legislation. | added that this was
resulting in statutory authorities’ and agencies’ accounts not being audited in a timely
manner and in effect creating a backlog in the submission of accounts to Parliament.

| provided the Financial Secretary with a table summarising the statutory dates by which
each authority or agency is required to submit their signed accounts to the Principal Auditor
for audit examination and certification, see Figure 82.

Figure 82
Statutory Entity Statutory Submission of Accounts to the
Principal Auditor

Borders & Coastguard Agency Accounts to be submitted to the Principal Auditor
within 7 months after the end of each financial
year (section 13(2) of the Borders & Coastguard
Agency Act 2011 refers)

Care Agency Accounts to be prepared within 6 months (or such

longer period as the Minister shall exceptionally
allow) after the end of each financial year (section
15(1) of the Care Agency Act 2009 refers)

Gibraltar Electricity Authority Accounts to be submitted to the Principal Auditor
within 4 months after the end of each financial
year (section 25(4) of the Gibraltar Electricity
Authority Act 2003 refers)

Gibraltar Health Authority Accounts to be prepared within 9 months (or such
longer period as the Government shall allow) after
the end of each financial year (section 15(1) of
the Medical (Gibraltar Health Authority) Act, 1987
refers)

Gibraltar Port Authority Accounts to be prepared within 3 months after the
end of each financial year (section 14(1) of the
Gibraltar Port Authority Act 2005 refers)

Gibraltar Sports and Leisure Accounts to be submitted to the Principal Auditor
Authority within 7 months after the end of each financial
year (section 15(2) of the Gibraltar Sports and

Leisure Authority Act, 2002 refers)
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Housing Works Agency Accounts to be prepared within 6 months (or such
longer period as the Minister shall exceptionally
allow) after the end of each financial year (section
15(1) of the Housing Works Agency Act 2011

refers)

| further provided the Financial Secretary with a table, see Figure 83, summarising the
accounts still pending to be submitted by the different authorities and agencies to the
Principal Auditor for audit examination and certification.

Figure 83

Statutory Entity Accounts still pending to be submitted
for Audit Examination

Borders & Coastguard Agency Accounts for the financial years 2019-20;
2020-21, 2021-22 (and now 2022-23)

Care Agency Accounts for the financial years 2016-17;
2017-18; 2018-19; 2019-21, 2021-22 (and
now 2022-23)

Gibraltar Electricity Authority Accounts for the financial years 2018-19;
2019-20; 2020-21, 2021-22 (and now 2022-
23)

Gibraltar Health Authority Accounts for the financial years 2018-19;
2019-21, 2021-22 (and now 2022-23)

Gibraltar Port Authority Accounts for the financial years 2018-19;
2019-20; 2020-21, 2021-22 (and now 2022-
23)

Gibraltar Sports and Leisure Authority Accounts for the financial years 2009-10;
2010-11; 2011-12, 2012-13; 2013-14,
2014-15; 2015-16; 2016-17; 2017-18;
2018-19; 2019-21, 2021-22 (and now 2022-
23)

Housing Works Agency Accounts for the financial years 2019-21,

2021-22 (and now 2022-23)

Non-Submission of Audited Accounts by Ministers to Parliament - | also informed the
Financial Secretary that there were numerous sets of accounts of statutory authorities and
agencies that had been audited and certified and returned to the relevant entities many years
ago which contrary to the legal provisions governing the statutory authority or agency had
not yet been laid in Parliament, details are as follows:

» Gibraltar Health Authority (“GHA”)

The Accounts of the Gibraltar Health Authority for the financial years 2009-10, 2010-11,
2011-12 and 2012-13 were audited and certified on the dates shown hereunder. However,
contrary to the provisions of section 15(5) of the Medical (Gibraltar Health Authority) Act,
1987, the audited accounts have, at the close of this report, not yet been laid in Parliament.

¢ GHA Accounts for the financial year 2009-10 - accounts certified on 21 September 2015.
¢ GHA Accounts for the financial year 2010-11 - accounts certified on 21 September 2015.
¢ GHA Accounts for the financial year 2011-12 - accounts certified on 14 August 2017.
¢ GHA Accounts for the financial year 2012-13 - accounts certified on 8 October 2019.
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» Gibraltar Port Authority (“GPA”)

The Accounts of the Gibraltar Port Authority for the financial year 2015-16 were audited and
certified on the date shown hereunder. However, contrary to the provisions of section 14(5)
of the Gibraltar Port Authority Act 2005, the audited accounts had not yet been laid in
Parliament.

¢ GPA Accounts for the financial year 2015-16 - accounts certified on 21 January 2022.

» Care Agency (“CA”)

The Accounts of the Care Agency for the financial years 2010-11, 2011-12, 2012-13, 2013-
14 and 2014-15 were audited and certified on the dates shown hereunder. However,
contrary to the provisions of section 15(5) of the Care Agency Act 2009, the audited accounts
have, at the close of this report, not yet been laid in Parliament.

¢ CA Accounts for the financial year 2010-11 - accounts certified on 21 September 2011.
e CA Accounts for the financial year 2011-12 - accounts certified on 13 March 2013.

¢ CA Accounts for the financial year 2012-13 - accounts certified on 27 October 2017.

¢ CA Accounts for the financial year 2013-14 - accounts certified on 6 April 2022.

e CA Accounts for the financial year 2014-15 - accounts certified on 6 April 2022.

» Housing Works Agency (“HWA”)

The Accounts of the Housing Works Agency for the financial years 2011-12, 2012-13, 2013-
14 and 2014-15 were audited and certified on the dates shown hereunder. However,
contrary to the provisions of section 15(5) of the Housing Works Agency Act 2011, the
audited accounts have, at the close of this report, not yet been laid in Parliament.

« HWA Accounts for the financial year 2011-12 - accounts certified on 18 March 2013.

¢ HWA Accounts for the financial year 2012-13 - accounts certified on 3 September 2013.
¢ HWA Accounts for the financial year 2013-14 - accounts certified on 11 November 2014.
e HWA Accounts for the financial year 2014-15 - accounts certified on 25 May 2016.

» Borders & Coastquard Agency (“BCA”)

The Accounts of the Borders and Coastguard Agency for the financial years 2011-12, 2012-
13 and 2013-14 were audited and certified on the dates shown hereunder. However,
contrary to the provisions of section 13(5) of the Borders & Coastguard Agency Act 2011,
the audited accounts have, at the close of this report, not yet been laid in Parliament.

¢ BCA Accounts for the period ended 31 March 2012 - accounts certified on 13 November 2013.
¢ BCA Accounts for the financial year 2012-13 - accounts certified on 13 November 2013.
¢ BCA Accounts for the financial year 2013-14 - accounts certified on 5 January 2021.

Additionally, | have been reminding the Chief Executive Officers of all the statutory
authorities and agencies on the need for the ministers of their respective entities to table the
accounts of their authorities or agencies in Parliament. As a result, the Minister responsible
for the Gibraltar Port Authority did table the Authority’s accounts for the financial year 2015-
16 in Parliament in May 2023. Moreover, after my correspondence with the Financial
Secretary | have further certified the accounts of the Housing Works Agency for the financial
years 2015-16, 2016-17 and 2017-18 on 19 September 2023. Consequently, there are now
19 sets of statutory accounts that require to be laid in Parliament in accordance with the
requirements of the law.

| am hopeful that the Financial Secretary will reply to my email dated 31 March 2023, to
inform me that he has taken the necessary action, together with the respective Chief
Executive Officers of the authorities and agencies, to ensure that the remaining accounts
have been tabled in Parliament.
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Audits of Government Agencies and Authorities

4.2.1

The audit inspection of two Government Statutory Authorities were carried out since my last
report. | hereunder draw attention to observations brought to the attention of the respective
Heads of those entities which in my view merited an explanation.

Gibraltar Health Authority

4.3.1

4.3.2

4.3.3

Figure 84

As mentioned in past reports, the audit inspection of the Gibraltar Health Authority (GHA) is
conducted on an on-going “rolling” basis, due to:

¢ the magnitude and complexity of the operation;

o the diversity of the services provided;
the budget holders across the different hospital specialities controlling their respective
expenditure;

e recurrent expenditure totalling £120.32m and capital expenditure of £1.12m during the
financial year ended 31 March 2018; and

¢ a staff complement of over 1,300 including staff of the Elderly Residential Services.

Drugs and Pharmaceuticals - On 31 January 2022, | wrote to the acting Medical Director
of the GHA informing him that as a result of a review of payments made to suppliers of the
GHA Pharmacy section, it had been noted that one of the suppliers is a retail pharmacy
based in London, United Kingdom. An examination of the GHA accounts expenditure item
17 — Drugs and Pharmaceuticals and item 19 — Medical and Surgical Appliances showed
that a total of £3.18m had been paid to this UK company during the financial period 1 April
2019 to 31 March 2021.

In my correspondence with the acting Medical Director, | drew attention to the fact that unlike
other suppliers of the GHA Pharmacy who are mainly local and UK wholesaler
pharmaceutical companies, this supplier is a small family-run high street pharmacy business
in London; and even though at times the GHA Pharmacy does procure from small local
pharmacies, the extent of these purchases are minimal. Figure 84 shows a breakdown of
pharmaceutical expenditure analysed under Drugs and Pharmaceuticals and Medical and
Surgical Appliances and highlights the number of suppliers within the two-year period
mentioned above. As can be seen, the bulk of the purchases made by the GHA Pharmacy
Section is from local wholesalers - £17.36m (66%), followed by UK wholesalers - £5.33m
(20%). However, the purchases procured from this one UK retail pharmacy, amounting to
£3.18m (12%), stands out significantly in comparison with the rest of the suppliers.

Category of Supplier

No. of

Suppliers Pharmaceuticals Suppliers

Drugs and

Expenditure

No. of

Medical and
Surgical
Appliances
Expenditure

Total
Expenditure

Local Wholesalers 3 £13,149,854 2 £4,209,192 £17,359,046
Local Retail Pharmacies 5 £8,632 1 £100,857 £109,489
UK Wholesalers 12 £4.265,584 8 £1,067,511 £5,333,095
UK Manufacturers - - 8 £92,217 £92,217
UK Retail Pharmacies 1 £2.935,821 1 £246,740 £3,182,561
UK Retail Outlet - - 1 £121 £121
UK Hospitals 1 £5,000 1 £700 £5,700
Spanish Wholesalers - - 7 £123,307 £123,307
Spanish Manufacturer - - 1 £394 £394
Other EU Manufacturers - - 4 £37,507 £37,507
Delivery Expenses £139,237 £14,529 £153,766
Total £20,504,128 £5,893,075 £26,397,203

Note: The above expenditure does not include journal adjustments that might thereafter have been effected.
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In the circumstances, | enquired from the acting Medical Director the reason(s) why the GHA
had purchased a wide range of medicinal items from a retail pharmacy in the UK as opposed
to the more customary and economical form of procuring these items from larger, more
conventional pharmaceutical wholesale suppliers, bearing in mind the retail mark-up added
to items by a retail outlet. The acting Chief Pharmacist replied on 11 February 2022 on behalf
of the acting Medical Director, explaining that this particular UK pharmacy was in fact an
approved wholesaler by the Medicines and Healthcare Products Regulatory Agency
(MHRA), so indeed was not just a pharmacy. He added that as a fully authorised wholesaler
they are as credible a supplier as any of the larger pharmaceutical wholesalers from which
the GHA Pharmacy procures supplies; he considered this UK pharmacy to be one of the
best and most reliable wholesale suppliers from the UK as they could usually solve problems
other pharmaceutical suppliers gave up on. The acting Chief Pharmacist added that this
pharmacy also supplies, and the GHA pays for, all medicines for sponsored patients staying
at Calpe House in London, whilst receiving treatment in UK hospitals.

Pathology Department - On 29 August 2023, | wrote to the Director General of the GHA
highlighting the observations noted during the course of an audit inspection of the Pathology
Department to 31 March 2023. | hereunder draw attention to the areas | consider of greater
significance, together with the Director General’s response.

Staff Leave Files - As a general comment, | reported to the Director General that, from the
findings detailed in paragraphs 4.3.7 to 4.3.37, all staff leave records in the Pathology
Department are extremely poorly managed.

On requesting the staff leave files in order to carry out the pertinent audit testing, the audit
examiner was informed by one of the senior officers in the Pathology Department (the
reference to ‘one of the senior officers in the department’ in this report, refers to the same
individual), that a previous administrative staff member of the Pathology Department had
apparently shredded all physical annual leave application forms and sick leave medical
certificates/uncertificated sick leave forms in respect of the period prior to July 2020. As a
result, no audit tests could be carried prior to July 2020. | informed the Director General that
| was gravely concerned that an officer(s) should be allowed to destroy administrative
records without the necessary authority; it was completely unacceptable. | strongly
recommended that the GHA Human Resources Section look into this irresponsible deed and
take the necessary action.

Annual Leave Records - It was particularly concerning to note that the administration and
management of annual leave is not undertaken in adherence to General Orders. A sample
of the annual leave records of ten officers were selected for testing and all ten cases were
found to contain major discrepancies. In general terms these were:

(i) Incorrect number of days recorded in regard to the dates specified, resulting in annual
leave balances being overstated;

(i) Although it was observed that a number of annual leave entries in the Annual Leave
Record sheet had been cancelled, the corresponding annual leave application form
had not;

(i) A high percentage of annual leave application forms examined did not have the
balance of leave box filled-in but had instead been left blank;

(iv) In most cases there was no referencing between the Annual Leave Record sheet and
the corresponding leave application forms;

(v) Several of the annual leave application forms sampled had not been signed by the
applicant;

(vi) In several application forms there was no date entered in respect of the day the annual
leave application had been made;
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(vii) The applicant had signed the annual leave application form but also recommended
and approved the application themselves;

(viii)Half days taken do not state whether the period was AM or PM. In addition, it is
unknown whether a half day, contained in a period of days applied for, relates to the
first or last day of the annual leave period;

(ix) Days of special leave taken were recorded in the Annual Leave Record sheet; and

(x) Amendments made in the Annual Leave Record sheet were on occasions not initialled
by the officer making the amendment.

It was also noted that the electronic MS Excel spreadsheet being used (as from 18 July
2020) by the department does not comply with the format of the Annual Leave Record sheet
as per the requirements of General Orders. The form’s official wording has been changed.
It does not include all the necessary columns i.e. differentiation between the leave balances
and the file reference column.

All Annual Leave Record sheets examined show an additional 2.5 days of annual leave
added to the brought forward leave balance. One of the senior officers in the department
explained that these extra 2.5 days relate to ‘added Christmas leave’. According to him, the
Pathology Department has an agreement whereby the laboratory remains open during the
Christmas break but instead of deducting the compulsory 2 days of annual leave that officers
are required to take in respect of the Christmas period, each officer gets these days added
to their leave balance at the beginning of each calendar year. | understand that as from 2021
onwards, these extra days of annual leave appear to be given to staff as Time Off In Lieu
(“TOIL”) instead of annual leave. However, in a meeting held with the GHA Human
Resources Section on 31 March 2023, GHA HR confirmed that they were not aware of this
arrangement. To their knowledge, this arrangement has never been formally approved and
there is no written agreement which governs these conditions. The Executive Director of
Workforce, mentioned, although unconnected to the Pathology Department, the fact that
nurses do get an allowance (pre-Agenda For Change) for working during the Christmas
period in the form of 'Extra Days' but this is separate to annual leave and treated differently.

Recommendations:

The following were my recommendations on the audit observations relating to annual leave
records highlighted in paragraphs 4.3.8 to0 4.3.10:

(i) The Pathology Department should cease using the incorrect Annual Leave Record
sheet format implemented in July 2020. The correct format shown, as per General
Orders should be adopted and the leave of all staff as from this date should be
transposed to this record sheet format;

(i) All annual leave application forms together with the record sheet pertaining to each
officer should be appropriately referenced by being sequentially numbered on file;

(i) The supervisory officer that approves the annual leave application must check and
ensure that each application form has been correctly entered on the Annual Leave
Record sheet, and once satisfied that the record sheet has been correctly updated
must initial each entry accordingly;

(iv) From discussions with staff of the Pathology Department, the audit examiners
established that many officers did not know their balance of annual leave and were
surprised to learn the substantial amount of annual leave they had accumulated. There
were numerous officers that were carrying over more than the permitted 10 days
almost every year without the necessary approval from the Head of Department being
sought, which is contrary to the provisions of General Orders;

(v) The Human Resources Department confirmed that pursuant to HR Bulletin HRD
309(v2) dated 1 April 2020, a concession allowing civil servants to exceptionally carry
over untaken annual leave into the next two leave years was granted as a
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consequence of the Covid-19 pandemic. At the time of the audit inspection in March
2023, the Human Resources Department had not yet received any request for carry-
over of leave for the year 2023 as this would still be managed at departmental level.
Nevertheless, considering the high outstanding leave balances of many of the officers
of the Pathology Department, these officers should be reminded that the carry-over of
leave into the third year is when they need to seek approval and the Head of
Department has to inform the GHA HR of the need to carry over any extra days above
the permitted number of days; and

(vi) The practice of recording special leave in the Annual Leave Record sheet needs to
stop, as special leave has to be recorded in its own corresponding Special Leave
Record sheet.

Sick Leave Records - | informed the Director General that just as with the annual leave
records, the administration and management of sick leave by the Pathology Department is
very poorly kept and likewise not undertaken in adherence to General Orders. This again, is
cause for concern. Not least because sick leave is also the basis for the payment of the
annual attendance bonus payment (max. £1,000), so there are financial consequences if
records are inadequately managed. Moreover, erroneous sick leave balance calculations
can have ramifications for pay (when an officer on sick absence may enter half pay or no
pay); in addition to the effects it can have on the calculation of an officer’s pension award on
retirement under the Pensions Act.

As reported in paragraph 4.3.7, supporting documentation in respect of sick leave prior to
July 2020 (i.e. sick notes, medical certificates and uncertificated sick leave forms) could not
be examined. Pathology administration staff confirmed that they do not hold leave records
prior to this date. The hard copies of Sick Leave Record sheets were obtained from the GHA
Salaries Section. As a consequence, audit testing was quite limited. For example, it was
not possible to verify if the Sick Leave Record sheet of one of the senior officers in the
department was correct. This officer went from having sick absences every year from 2014
to 2019 represented by a 4-year running balance of 98 days’ sick leave on 4 February 2019
(incorrectly recorded in his record sheet as 86 days), to having only one certificated sick
leave period of 2 days in January 2023.

A sample of ten officers’ sick leave records was selected for audit testing and all ten cases
were found to contain major discrepancies. These consisted in general terms of the
following:

(a) Most officers of the Pathology Department have an incorrect balance of sick leave;

(b) In two cases, sick days relating to Covid-19 leave were recorded in the Sick Leave
Record sheet instead of being recorded in a separate Covid-19 Record sheet, as
prescribed in Bulletin of Circulars HRD No. 36/2020;

(c) There were no file reference numbers allocated to Sick Leave notes/certificates and
USL forms and the corresponding cross-reference with the Sick Leave Record sheet;

(d) Inthe Sick Leave Record sheet actual days taken and recorded did not agree with the
days stated in the running totals. This meant that running balances were incorrect;

(e) Electronic Sick Leave Record sheets do not record the number of sick leave days
taken, nor the 4-year running total of sick days; and

(f) The hard copies of the Sick Leave Record sheets held by the GHA Salaries Section
did not agree with the electronic Sick Leave Record sheets.

Sick Leave Record sheets maintained by the GHA Salaries Section did not comply with the
format requirements of General Orders in terms of having columns for the breakdown of full
pay, half pay and no pay. | recommend that the outdated record sheet in use be replaced
with the latest version prescribed by the central Human Resources Department which also
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includes columns for ‘Days Uncertificated in 12 Months’; ‘Total Sick Days in 4 Years’;
‘Breakdown of Sick Period’; and ‘Running Total of Sick Days in 4 Years’.

The electronic Sick Leave Record sheet maintained by the Pathology Department does not
contain any sick leave balances. Instead it contains a column that states ‘Certificated Sick
Leave/Uncertificated Sick Leave Remaining’ which seems to follow the concept of deducting
days from a total (as is the case in the Annual Leave Record sheet) instead of having an
accumulating balance format.

Recommendations:

The following were my recommendations on the audit observations relating to sick leave
records highlighted in paragraphs 4.3.12 to 4.3.16:

(a) All sick notes, medical certificates and uncertificated sick leave forms should be
appropriately referenced by being sequentially numbered on file; and

(b) The supervisory officer that approves the sick leave absence must check and ensure
that each sick absence has been correctly entered in the Sick Leave Record sheet;
and once satisfied that the record sheet has been updated correctly and that all column
balances have been properly calculated, must initial each entry accordingly.

Special Leave - | expressed my concern to the Director General that special leave is on
occasions not sent to the GHA Human Resources for approval. Furthermore, as mentioned
in paragraph 4.3.11(vi), it was noted that special leave is generally recorded in the same
record sheet as annual leave. This is contrary to the requirements of General Orders which
prescribes that, ‘Heads of Department should ensure that all special leave is recorded in the
prescribed form...’. | therefore recommended that the prescribed form, as detailed in
Appendix 3A to General Orders, be implemented for recording the special leave that is

granted to officers.
A sample of ten officers was selected for testing. A summary of the findings is as follows:

(a) None of the officers’ records examined had a Special Leave Record sheet;

(b) One officer did not have his special leave recorded at all despite applying for it and
obtaining approval from GHA Human Resources;

(c) Two officers had their special leave recorded in their Annual Leave Record sheet; and
(d) One officer appears to have taken more than the allowed 10 days of special paid leave
for sports-related activities.

Recommendations:
The following are my recommendations on the audit observations relating to special leave
records highlighted in paragraphs 4.3.18 to 4.3.19:

(a) All requests for special leave should be referred to the GHA HR Manager for approval;

(b) Itis recommended that, as part of every officer’s leave records a Special Leave Record
sheet is kept for all officers, regardless if they have taken special leave or not; and

(c) Any officer found to have exceeded 10 days’ special paid leave over a 12-month rolling
period in connection with a sport-related activity should have the difference deducted
from his annual leave balance, or alternatively taken as unpaid leave.

Time Off In Lieu (“TOIL”) - The Pathology Department’s TOIL records were examined and a
review of the department’s adherence to GHA TOIL policies during the period January 2020
to 31 December 2022 was performed, with the observations detailed in paragraphs 4.3.22
to 4.3.37.
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A sample of seven Pathology Department staff TOIL records sheets were selected for
examination, being those officers that perform (or have recently performed) Pathology On-
Call duties and IT On-Call duties. From the seven officers selected, six had a substantial
amount of TOIL accumulated as at 28 April 2023 (balance per Pathology Department Record
Sheet) with no approval system in place. Figure 85 shows the number of accumulated TOIL
hours of each of the sampled officers, who | shall herewith refer to Pathology Officers A to
G, in order of the highest balance of TOIL hours first.

Figure 85
Name of Officer Hours
Pathology Officer A 591.25
Pathology Officer B 525.00
Pathology Officer C 467.75
Pathology Officer D 434.25
Pathology Officer E 104.25
Pathology Officer F 84.75
Pathology Officer G 0

As can be seen in Figure 85, five of the seven officers sampled had a balance of over
100 hours of TOIL, with one case — that of one of the senior officers in the department,
who had the highest number of accumulated TOIL hours (i.e. 591 hours and 15
minutes as at 1 December 2022). Aside from the cases sampled, it is my understanding
that there are other officers within the Pathology Department with substantial levels of
accrued TOIL hours as well. | told the Director General that | was especially concerned at
the lack of controls in the management and authorisation/approval of TOIL that might
lead to the overstatement of TOIL hours. As a result of the audit findings detailed in
paragraphs 4.3.23 to 4.3.37, | recommended that the accrued balances of TOIL
held by officers in the Pathology Department should be looked into and any
excess or unjustified days that have been acquired be cancelled.

Under the provisions of Agenda for Change Appendix 4, Section 1.2, officers are not allowed
to accumulate TOIL, and must normally take TOIL within the same working month,
preferably within twelve weeks of the extra hours being worked and only under exceptional
circumstances (to be approved by the relevant Director) can TOIL be taken after twelve
weeks and within the same financial year. Under no circumstances will TOIL be permitted
to be carried over into the following financial year. Furthermore, if this timescale is not
adhered to, the member of staff will be paid for the hours accumulated at the end of twelve
weeks. Nevertheless, it was noted that TOIL arising from the Covid-19 pandemic, i.e. from
March 2020 to September 2022, would have been exceptionally accrued, under the GHA
Major Incident Protocol, and consequently exceptionally accumulated. Hence, the Agenda
for Change TOIL policy is only applicable to TOIL accrued prior to March 2020 and after
September 2022.

Despite the exception arising from the Covid-19 pandemic, the noted accumulation of TOIL
days by some officers of the Pathology Department, both prior and post the pandemic,
substantially exceeded the TOIL limits stipulated under Agenda for Change, and therefore
the Pathology Department, led by one of the senior officers in the department, have not been
correctly applying and enforcing the rules under Agenda for Change. It should be noted that
under Agenda for Change Appendix 4, Section 3.3, the amount of TOIL accrued (owed)
must not normally exceed 40 hours unless approved by the relevant Director or Deputy
Director.

Agenda for Change Appendix 4, Section 2.1 stipulates the standard GHA TOIL form that
must be used to record TOIL worked and TOIL taken. However, the Pathology Department
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4.3.26

4.3.27

4.3.28

4.3.29

have not been using the prescribed form. The Pathology Department’s TOIL record sheets
do not include all the required columns (such as the TOIL accrued balance).

Under Agenda for Change Appendix 4, Section 3.5, line managers (this includes senior
officers) are responsible for monitoring levels of TOIL and ensuring it is properly recorded
and managed. It therefore seems that one of the senior officers in the department has not
rightfully performed his duty by adhering to these policies, thus resulting in the inaccurate
recording of TOIL hours taken; inaccurate additions and deductions of TOIL hours; TOIL
balances regularly and substantially exceeding the stipulated Agenda for Change limits; and
failing to accurately administer and manage TOIL records using the appropriate TOIL form
prescribed in Agenda for Change.

Agenda for Change Appendix 4, Section 3.2 provides that TOIL must be taken at a time
when it does not interfere with operational needs and may be refused on the grounds of the
needs of the service. However, due to the significant accumulation of TOIL hours that far
exceeds the limits and timescales stipulated under Agenda for Change, it would appear that
no such refusal of TOIL hours has been made, but instead accrued TOIL balances are not
being appropriately reviewed and monitored.

It was noted that Pathology Department staff accrue TOIL through the Christmas period and
concession holidays, a time during which the majority of Government departments are
closed. However, during these dates the Pathology Laboratory is not closed, hence officers
are compensated with TOIL. Whilst the practice of granting TOIL would appear to be
reasonable during the Christmas period or during concession holidays, we were unable to
ascertain if there was an agreement or directive that allows TOIL to be granted to Pathology
Department staff during these periods. This arrangement, if approved by the GHA, should
be formally documented by way of an agreement or change to conditions of service, as
agreed and formally authorised by the GHA, prior to being implemented and applied in the
Pathology Department.

In addition to the TOIL accrued during the Christmas period, as noted in paragraph 4.3.28,
a sample of seven Pathology Department staff TOIL records further revealed that:

(i) Certain entries in the TOIL record sheets of five pathology officers who performed
Pathology on-call duties at the time, were recorded as an aggregate number of hours,
without a breakdown of the dates, hours and reasons for which those TOIL hours had
been granted. Such instances include:

o '2020 - 14 Extra Days'for 416 hours and 15 minutes of TOIL; which equates to an
average of 29.73 TOIL hours being granted per day. The audit examiners were
unable to ascertain the breakdown of these hours or how these TOIL hours were
calculated.

o '2021 - 12 Extra Days' for 90 hours of TOIL; which equates to an average of 7.5
TOIL hours being granted per day, which although might appear to be reasonable,
should be looked in conjunction with other TOIL recorded of 12 days during 2021.
As the audit examiners were unable to ascertain the breakdown of the '12 Extra
Days' given the lack of information in the record sheet, nor the reasons for granting
these TOIL hours, there is a possibility that these TOIL hours could have been
recorded twi