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PART ONE INTRODUCTION

Reporting Authority

1.1.1 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.

1.1.2 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 moneys, 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 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. A copy of every such audited account and any report of
the Principal Auditor thereon is required to be laid before the Gibraltar Parliament.

1.1.3 The Principal Auditor is also required to audit the accounts of a number of other
bodies, such as those of statutory authorities and government agencies, and to report
thereon in accordance with the relevant legislation. He also has a statutory obligation to
audit liquidators’ accounts in respect of companies in compulsory liquidation, official
trustee accounts of debtors adjudged bankrupt and, by agreement, audits a number of
other accounts.

Audit Evidence

1.2.1 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 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.



1.3.2 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.

Value for Money Audit

141 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.

1.4.2 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
VEM examinations.

1.4.3 Three VFM reviews have been completed since the audit report on the annual
accounts for the financial year 2008-09. A summary of the main findings and
recommendations is presented in Part 5 of this report.

1.4.4 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.

1.45 Audit work on VFM exercises conducted so far has generally shown to have a
positive and valuable effect on departments and other public bodies, by providing them
with a greater awareness regarding areas covered by the audit programme of VFM
studies and from improvements made to systems and procedures on the specific areas
examined.

1.4.6 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.

1.4.7 The Principal Auditor is committed to continue developing 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.



ANNUAL ACCOUNTS
PA RT TWO STATEMENTS

General

2.1.1 Section 52 of the Public Finance (Control and Audit) Act requires the
Accountant General within a period of 9 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. Pursuant to Section 52, the public accounts of
Gibraltar for the financial year ending 31 March 2009 were submitted to me on 23
December 2010.

Statement of Assetsand Liabilities

2.2.1 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 maintained on a cash 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.

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

Consolidated Fund

2.3.1 General - The Consolidated Fund consists of all revenues and other moneys
raised or received for the purposes of the Government of Gibraltar, except revenues
or other moneys 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.

2.3.2 During the financial year 2009-10, the recurrent revenues of Government
Agencies, Authorities and certain other entities have been paid into and thus
constitute the revenue of the Consolidated Fund, and the expenditure by such public
undertakings have been funded from these revenues as provided by the Public
Finance (Control and Audit) (Amendment) Act 2011.

2.3.3 Borrowing during the financial year 2009-10 by the Consolidated Fund
totalled £188.72m. An explanation is provided in paragraph 2.9.2 of this report.

2.3.4 The Consolidated Fund balance on 31 March 2010 stood at £291.67m,
compared to £80.87m on 31 March 2009, an original estimate of £84.10m and a
forecast outturn of £287.90m. The Consolidated Fund balance figure on 31 March
2009 and the original estimate figure do not include the recurrent revenues and
expenditure of Government Agencies, Authorities and certain other entities.

2.3.5 Consolidated Fund — Revenue - Recurrent revenue income during the
financial year 2009-10 was £266.41m, compared to an original estimate of
£249.03m, a forecast outturn of £264.45m and an increase of £22.13m (9.06%)



compared to the previous year’s recurrent revenue yield of £244.28m. The year-on-
year rise was mainly due to an increase in receipts from Import Duties £14.60m,
Income Tax £6.15m, Company Tax £2.60m, Gaming Tax £1.85m, the transfer of
surplus from the Gibraltar Port Authority £1.58m and Ground and Sundry Rents
£0.64m. On the other hand, there was a year-on-year decrease in Port Receipts (now
under the Gibraltar Port Authority) of £2.01m, Special Funds Management Charges
(discontinued) £1.85m and Consolidated Fund Interest £1.50m.

2.3.6 The total recurrent revenues during the financial year 2009-10 of the public
undertakings mentioned in paragraph 2.3.2 above was £67.85m.

2.3.7 There was an exceptional item of Reserve Account revenue during the
financial year 2009-10 in respect of compensation for the Motor Vessel New Flame
of £5.5m. The Government concluded a settlement agreement with the New Flame’s
owners and the insurers responsible for the wreck removal operation, whereby a
compensation of £5.5m, for possible environmental damage, was paid to the
Government. This money will be used to advance and benefit the environment, or its
protection.

2.3.8 A revaluation of the Euro accounts on 31 March 2010 yielded an appreciation
of investments amounting to £0.63m.

2.3.9 | hereunder provide explanations received from Receivers of Revenue for the
major variances between original estimates and actual revenue during the financial
year 2009-10: -

Head 1 — Income Taxes
Subhead 1 — Income Tax

Original Estimate - £112,000,000 Actual Revenue - £115,642,782

In his reply, the Commissioner of Income Tax stated that the increase in receipts was
directly attributable to the following:

o An increase in the annual average earnings;

o The settlement by one employer of substantial PAYE tax arrears; and

o Continued progress made by the department in the timely payment by
employers of current PAYE.

Head 1 — Income Taxes
Subhead 2 — Company Tax

Original Estimate - £26,000,000 Actual Revenue - £28,532,883

The Commissioner of Income Tax explained that the increase in collections was
mainly due to:

o The department’s efforts in promptly assessing and collecting corporation tax;
and

o The payment of corporation tax by one large new company that came in after
the “grandfather” provisions ended and, therefore, paid at the full rate.



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

Original Estimate - £54,000,000 Actual Revenue - £61,915,773

The Collector of Customs explained that the increase in import duty collections was
largely due to increases in rates of import duty on cigarettes, other tobacco and motor
spirits implemented during the financial year 2009-10.

Head 3 — Gambling Fees, Taxes and Lottery
Subhead 1 — Gaming Tax

Original Estimate - £9,500,000 Actual Revenue - £11,247,706

The Principal Secretary, Gambling Division informed me that the increase was
largely attributable to the decision by two gaming companies to relocate their online
betting operations to Gibraltar, together with the expansion and consolidation of the
existing operators.

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

Original Estimate - £1,000 Actual Revenue - £632,181

The Accountant General explained that the £1,000 is a token amount provided in the
estimates, as the surplus can vary significantly from year to year.

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

Original Estimate - £14,500,000 Actual Revenue - £14,083,770

In her reply, the Accountant General stated that the estimate was based on figures
provided by Land Property Services Limited.

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

Original Estimate - £1,900,000 Actual Revenue - £2,609,545

Again, the Accountant General said that the estimate was based on figures provided
by Land Property Services Limited.

Head 5 — Departmental Fees and Receipts
Subhead 47 — Court Fees

Original Estimate - £160,000 Actual Revenue - £617,797

The Registrar, Supreme Court informed me that the increase in revenue was mainly
due to poundage payable on vessels arrested and sold by her as Admiralty Marshal
during the financial year 2009-10.



Head 6 — Government Earnings
Subhead 6 — Other Reimbursements

Original Estimate - £750,000 Actual Revenue - £1,169,330

The Accountant General explained that the estimate was based on the forecast
outturn of the previous year and that the variance was attributable to one-off sums in
respect of unidentifiable electricity consumer deposits pre-1991 and moneys received
from insurers in respect of claims pertaining to expenditure of a non-capital nature
incurred by various government departments in connection with the grounding of the
MV New Flame.

2.3.10 Consolidated Fund — Expenditure - Recurrent expenditure for 2009-10 stood
at £237.06m, compared to an original estimate of £229.92m, a forecast outturn of
£239.01m and an increase of £13.99m (6.27%) compared against the previous year’s
recurrent expenditure of £223.07m.

2.3.11 The Reserve Account expenditure during the financial year 2009-10 was
£12.00m in respect of a contribution to the Improvement and Development Fund,
compared to the previous year’s expenditure of £7.50m. In addition, there was an
exceptional item of Reserve Account expenditure during the financial year 2009-10
of £0.77m in respect of the “Tribunal under Section 64 of the Constitution” and the
“Swine Flu Expenses”.

2.3.12 | hereunder highlight the reasons provided by Controlling Officers on
variances between the original estimates and the actual expenditure for the financial
year 2009-10, which in my opinion merited an explanation: -

Head 03 — Pensions
Subhead 1 — Pensions

Original Estimate - £17,000,000 Actual Expenditure - £18,160,778

The Accountant General informed me that the Treasury’s estimate submission of
£18.7m was subsequently reduced to £17m.

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

Original Estimate - £4,000,000 Actual Expenditure - £5,162,036

The Accountant General explained that the Treasury’s submission was based on
information submitted by departments in relation to officers who had expressed an
intention to retire during the following financial year and that the variance was as a
result of the differences between the information submitted by departments and the
actual number of officers who retired.

Head 05 — Public Debt Charges
Subhead 1 — Bank Interest and Other Costs

Original Estimate - £500,000 Actual Expenditure - £3,157,969

The Accountant General explained that the variance was attributable to costs in
relation to the Interest Rate Swap Agreements entered into during the financial year
2009-10.




Head 5A — Family and Community Affairs
Subhead 2 Other Charges — (5) Payment to Social Assistance Fund - Import Duty

Original Estimate - £7,200,000 Actual Expenditure - £9,000,000

The Principal Secretary, Family, Youth and Community Affairs informed me that the
variance was primarily as a result of the contribution of £1.5m made by the Social
Assistance Fund to Gibraltar Community Care Trust during the financial year 2009-
10. In addition, there was an increase in the number of payments in connection with
claims in respect of Social Assistance Payments, Elderly Persons Minimum Income
Guarantee and Child Welfare Grants.

Head 5A — Family and Community Affairs
Subhead 2 Other Charges — (6) Contribution to Elderly Care Agency

Original Estimate - £7,015,000 Actual Expenditure - £1,124,820

Subhead 2 Other Charges — (7) Contribution to Social Services Agency

Original Estimate - £6,012,000 Actual Expenditure - £890,597

Subhead 2 Other Charges — (10) Contribution to Care Agency

Original Estimate - £Nil Actual Expenditure - £11,884,000

The Principal Secretary, Family, Youth and Community Affairs forwarded the Care
Agency’s Chief Executive’s reply where she explained that the net overall increase
in expenditure was mainly due to pay-related costs.

Head 6G — Utilities
Subhead 2 Other Charges — (4)(a) Salt Water System: Contract - AquaGib Ltd

Original Estimate - £3,690,000 Actual Expenditure - £4,137,521

The Chief Technical Officer informed me that the increased expenditure was mostly
attributable to an increase in salaries accepted by Government of 3.78% over three
years. In addition, there was an increase in the cost of materials and an increase in
the Flexible Cost Adjustment charge with effect from 1 July 20009.

Head 7A — Health
Subhead 2 Other Charges — (a) Contribution to Gibraltar Health Authority -
Recurrent

Original Estimate - £25,536,000 Actual Expenditure - £29,540,000

In her reply the Accountant General copied correspondence from the Finance
Director, Gibraltar Health Authority where he explained that the additional
contribution was mainly attributable to cover increased spending in pay-related costs,
additional expenditure on prescribed drugs, pharmaceuticals and sponsored patients.

Consolidated Fund - Unauthorised Expenditure

2.4.1 All Consolidated Fund expenditure in the financial year 2009-10 was covered
by appropriation as required under Section 69 of the Constitution of Gibraltar.



Consolidated Fund - Unauthorised Use of Savings

2.5.1 There was no unauthorised use of savings in the financial year 2009-10.

I mprovement and Development Fund

2.6.1 General - The Improvement and Development Fund (IDF) ended the
financial year 2009-10 with a balance of £26.24m, compared to an original estimate
of £0.12m, a forecast outturn of £21.68m and the previous year’s balance of
£78.74m.

2.6.2 Revenue - The revenue of the IDF for 2009-10 was £21.98m, compared to an
original estimate of £20.64m, a forecast outturn of £22.06m and the previous year’s
revenue of £117.76m.

2.6.3 | obtained explanations from Receivers of Revenue for the larger variances
between original estimates and actual revenue for the financial year 2009-10 and
hereunder highlight the explanations provided to me: -

Head 101 — Contribution and Loans
Subhead 2 — Loans

Original Estimate - £1,000 Actual Revenue - £8,486,600

The Accountant General explained that the approved budget was a token provision
and as the public debt was short of the £200m maximum allowed under the law by
£8.5m, it was decided to borrow the remainder during the financial year 2009-10.

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

Original Estimate - £8,200,000 Actual Revenue - £1,334,758

The Accountant General, as in previous years, stated that it is always difficult to
estimate the revenue from land and building sales accurately. However, the original
Treasury submission was £7.5m and this, together with delays in land sales,
contributed to the variance.

2.6.4 Expenditure - The expenditure of the IDF for the financial year 2009-10 was
£74.48m, compared to an original estimate of £105.79m, a forecast outturn of
£79.12m and the previous year’s expenditure of £39.87m.

2.6.5 | hereunder detail the reasons provided to me by Controlling Officers on the
variances between the original estimates and the actual expenditure for the financial
year 2009-10 that I considered of major significance: -

Head 102 — Projects
Subhead 3 — New Roads and Parking Projects (a) Dudley Ward Tunnel Access

Safety Works
Original Estimate - £3,000,000 Actual Expenditure - £4,526,968

The Chief Executive, Technical Services, explained that the budget submission had
been £5m and was unaware of the reason why this was subsequently decreased to
£3m. Notwithstanding this explanation, the Financial Secretary informed me that, as
with all other project submissions, an allowance is made by him for possible

slippage.




Head 102 — Projects
Subhead 3 — New Roads and Parking Projects (b) Roads Improvements and New
Roads

Original Estimate - £25,000,000 Actual Expenditure - £6,314,843

Head 102 — Projects
Subhead 5 — Relocation Costs (a) MOD

Original Estimate - £15,000,000 Actual Expenditure - £12,310,427

The Financial Secretary explained that the projections of expenditure on the above-
mentioned on-going major projects are revised on a quarterly basis and the approved
budget is the best estimate available on how these projects are proceeding at that
point in time, and what is considered to be likely in view of past experience with
such capital expenditure. He also emphasised that it is usual for there to be slippage
in these capital projects and many of the estimates factor in an element of this,
providing as realistic an estimate as possible.

Head 102 — Projects
Subhead 6 — Other Projects (e) New Airport Terminal Building

Original Estimate - £24,000,000 Actual Expenditure - £14,833,979

In her reply, the Accountant General stated that the under-spend appeared to be
attributable to slippage in the project.

Head 102 — Projects
Subhead 6 — Other Projects (q) Women’s Hostel

Original Estimate - £1,600,000 Actual Expenditure - £636,485

The Heritage Conservation Officer explained that the contractor had under-estimated
the difficulty in accessing the site and that finding alternative arrangements caused
significant delays resulting in the under-expenditure.

Head 102 — Projects
Subhead 6 — Other Projects (k) Revetments and Promenades

Original Estimate - £Nil Actual Expenditure - £1,536,830

The Chief Executive, Technical Services informed me that the expenditure related to
the works required to repair and upgrade the revetments along the western
reclamation, which were severely damaged during the October 2008 storms. He
further brought to my attention that it was not possible at the time of the estimates
submission to prepare estimated costs until the design solutions were defined.

Special Funds

2.7.1 Note Security Fund - The value of Gibraltar currency notes in circulation at
the end of the financial year 2009-10 stood at £23.69m, compared with £23.40m at
the end of March 2009, an increase of £0.29m (1.2%). The currency notes in
circulation by denomination as at 31 March 2010 is shown in Figure 1 overleaf.



Notes in Circulation Value
£50 Series AA 99,000 x £50 £4,950,000
£20 Series AA/AB 548,000 x £20 £10,960,000
£20 Series CCC 170,000 x £20 £3,400,000
£10 Series AA 306,000 x £10 £3,060,000
£10 Series B 30,000 x £10 £300,000

£5 Series MM 203,000 x £5 £1,015,000
£23,685,000

2.7.2 Figure 2 illustrates the value of Gibraltar currency notes in circulation during
the last seven years:
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2.7.3 At the end of the financial year 2009-10, the value of the Note Security Fund
totalling £26.48m exceeded the value of the notes in circulation amounting to
£23.69m by £2.79m (11.8%). As mentioned in previous reports the Currency Notes
Act provides that the whole or part of the excess over 110% of the value of the
currency notes in circulation on the last day of any financial year may be transferred
to the Consolidated Fund. However, consequent to an administrative decision during
the financial year 1996-97 no further transfers have been made as from the end of
that financial year in order to create a reserve for any future Gibraltar coinage
liabilities that may arise, as there is no corresponding fund for Gibraltar coinage.

2.7.4 No reprints of Gibraltar currency notes were made during the financial year
2009-10.

2.7.5 Sales of Gibraltar currency notes to collectors during the financial year 2009-
10 were 1,422 notes valued at £16,919 by Gibraltar Philatelic Bureau Limited and
6,612 notes valued at £49,856 by the Treasury Department.

2.7.6 Savings Bank Fund - The net expenditure for the financial year ended 31
March 2010 was £0.64m, compared to a net income of £2.85m for the previous
financial year. In addition, there was a capital gain on the Fund’s investments

10



amounting to £0.69m, compared to a capital gain on the Fund’s investments during
the previous year amounting to £0.64m. On 31 March 2010, the deposits of the bank,
excluding £0.05m of accrued interest, stood at £308.36m, an increase of £81.09m
compared to the previous year’s total deposits, which amounted to £227.27m. The
level of non-Government deposits at the end of the year 2009-10 decreased by
£18.64m to £83.74m compared to the balance held at the end of the previous year of
£102.38m. The decrease of £18.64m was largely as a result of depositors
transferring their funds to debentures issued directly by the Government of Gibraltar.
On the other hand, Government deposits on 31 March 2010 stood at £224.63m, an
increase of £99.73m against the balance held at the end of the previous year
amounting to £124.90m.

2.7.7 The Gibraltar Savings Bank (Amendment) Act, 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
Fund 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.
The end-of-year reserves as at 31 March 2010 stood at £0.69m compared to £0.64m
the previous year.

Gibraltar Government Lottery

2.8.1 The Gibraltar Government Lottery account for the financial year 2009-10
shows a surplus of £632,181 on the year’s operations against the estimated surplus of
£201,000 and the previous financial year’s surplus of £147,880.

2.8.2 The actual net proceeds on the sale of lottery tickets during the financial year
2009-10 was £4,733,818, an increase of £633,818 (15.5%) compared against the
estimate for the year of £4,100,000 and a rise of £185,514 (4.1%) compared to the
previous financial year’s net proceeds amounting to £4,548,304.

2.8.3 Prizes unclaimed and minor prizes on returned tickets from the previous
year’s draws allocated during the financial year 2009-10 amounting to £171,429
decreased by £28,571 (14.3%) compared to the estimate of £200,000 and decreased
by £69,053 (28.7%) against the previous financial year’s figure of £240,482.

2.8.4 Unsold tickets in respect of draws held during 2009-10 accounted for 22.4%
of overall tickets available for sale. Major prizes on returned tickets resulted in
winnings by Government of 26.2% of total major prizes compared with 13.8%
during 2008-09, 33.2% in 2007-08 and 15.5% during 2006-07.

2.8.5 The value of the “Prizes on Returned Tickets” amounting to £923,500 during
the financial year 2009-10, compared to £486,500 in the previous year, was the main
contributory factor for the year-on-year increase in the surplus.

2.8.6 As previously reported sharp fluctuations continue in the financial results of
the Gibraltar Government Lottery, largely due to the high levels of unsold tickets.
Notwithstanding these trends, the Treasury Department, and in some instances the
contracted administrator, have continued the publicity campaign in order to boost
ticket sales.

2.8.7 The Agreement between the Government of Gibraltar and the contracted
administrator of the Government Lottery expired on the last lottery draw in
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December 2008. However, the Agreement, which was initially extended until the
end of June 2010 under the same terms and conditions of the expired Agreement,
was subsequently further extended until 31 March 2011. Since most of the
marketing strategy initiatives have essentially been driven and carried out by the
Treasury Department, the Accountant General agreed with my recommendation to
include a condition in the new contract agreement to the effect that the successful
applicant be made fully responsible for the marketing initiatives on the sale of the
lottery.

Public Debt

2.9.1 The Public Debt of Gibraltar stood at £388.7m on 31 March 2010, a year-on-
year increase of £197.2m. However, the Net Public Debt (Public Debt less Cash
Reserves) stood at £139.2m on 31 March 2010 compared to £61.9m on 31 March
2009.

2.9.2 Under the Borrowing Powers Act 2008, any amounts borrowed by the
Government may be credited to either the Consolidated Fund or to the Improvement
and Development Fund. It has hitherto been the practice for the Government to credit
amounts borrowed to the Improvement and Development Fund, except any
borrowing for the purpose of refinancing existing public debt, which has been
channelled through the Consolidated Fund. The Financial Secretary informed me that
in view of the world financial crisis, the concept of Net Public Debt was introduced
in the Borrowing Powers Act 2008. Moneys were borrowed for the first time as a
precautionary measure rather than for immediate use. The result is that the
Government now has a large Cash Reserve in the Consolidated Fund, which it does
not intend to use if this will cause the prescribed Net Public Debt (Aggregate Public
Debt less Cash Reserves) to be exceeded.

2.9.3 Figure 3 depicts the level of Public Debt as at the end of the last seven
financial years.
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2.9.4 Figure 4 shows Public Debt movement during the financial year 2009-10.

Public Debt asat 1 April 2009 £191,513,400

Redemptions and Repayments during the year

Debentures:

Government of Gibraltar - Special Issue of Pensioners’
Monthly Income Registered Debentures 2008 £8,955,100

Government of Gibraltar - Special Issue of Pensioners’
Monthly Income Registered Debentures 2010 £506,100

Government of Gibraltar - Special Issue of 3-Year Fixed
Pensioners’ Monthly Income Registered Debentures 2011 £430,000

Government of Gibraltar - Pensioners' Monthly Income
Registered Debentures £4,420,000

Government of Gibraltar - Monthly Income Registered
Debentures £8,165,100

Government of Gibraltar - Special Issue of 6% Monthly
Income Registered Debentures to Gibraltar Community
Care Ltd £9,466,500
(£31,942,800)
£159,570,600
Borrowing during the year

Commercial Borrowing:

Barclays Bank PLC £96,500,000
Natwest Offshore Limited £46,500,000
Debentures:

Government of Gibraltar - Special Issue of Pensioners’
Monthly Income Registered Debentures 2008 £16,088,500

Government of Gibraltar - Special Issue of 3-Year Fixed
Pensioners' Monthly Income Registered Debentures 2011 £19,820,800

Government of Gibraltar - Special Issue of 3-Year Fixed
Monthly Income Registered Debentures 2012 £22,588,700

Government of Gibraltar - Special Issue of 3-Year Fixed
Monthly Income Registered Debentures 31 December
2012 £8,541,000

Government of Gibraltar - Pensioners' Monthly Income
Registered Debentures £13,782,700

Government of Gibraltar - Monthly Income Registered
Debentures £5,330,100

£229,151,800
Public Debt asat 31 March 2010 £388,722,400

Represented by:-

Commercial Borrowing:

Barclays Bank PLC £100,000,000 25.7%
Natwest Offshore Limited £50,000,000 12.9%
Balance carried forward £150,000,000
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Balance brought forward £150,000,000

Debentures:

Government of Gibraltar - Special Issue of Pensioners'
Monthly Income Registered Debentures 2008 £54,810,500 14.1%

Government of Gibraltar - Special Issue of Pensioners'
Monthly Income Registered Debentures 2010 £24,092,700 6.2%

Government of Gibraltar - Pensioners' Monthly Income
Registered Debentures £32,270,600 8.3%

Government of Gibraltar - Special Issue of 3-Year Fixed
Pensioners' Monthly Income Registered Debentures 2011 £79,584,300 20.5%

Government of Gibraltar - Special Issue of 3-Year Fixed
Monthly Income Registered Debentures 2012 £22,588,700 5.8%

Government of Gibraltar - Special Issue of 3-Year Fixed
Monthly Income Registered Debentures 31 December
2012 £8,541,000 2.2%

Government of Gibraltar - Monthly Income Registered
Debentures £16,834,600 4.3%

£388,722,400

L oansissued by the Gover nment of Gibraltar

2.10.1 Improvement and Development Fund - No new loans were issued from the
Improvement and Development Fund during the financial year 2009-10 and two
loans were fully repaid during the financial year. At the end of March 2010 six of
the seven active loans were keeping to repayments in accordance with their
respective agreements.

2.10.2 The position concerning the defaulter of a loan issued on 16 January 2003
amounting to £48,000 plus interest is that the case is still under review and no
decision has yet been taken on how the outstanding amount owed is to be treated.
The total debt as at 8 January 2011 was £66,212, made up of £45,600 in respect of
capital, £12,828 relating to loan agreement interest and £7,784 in connection with
default interest.

Cash Losses Written-off and Abandoned Claims

2.11.1 | hereunder provide the reasons for the write-offs and abandoned claims
during the financial year 2009-10, which in my opinion merited an explanation.

2.11.2 Income Tax - Social Insurance Contributions, Corporation Tax, Self-
employed Individuals, Employers PAYE Deductions and PAYE (Individuals)
Assessments - On 29 May 2009, the Financial Secretary authorised the write-off of
the amount of £2,754,344 in respect arrears of the following:

e Social Insurance contributions amounting to £1,205,622 due by 5 companies that
had either been struck-off or liquidated, 30 companies that had either ceased
trading or were abandoned, 2 companies that had negotiated a large payment
towards their debts and 31 other company debts that had become statute-barred;

e Corporation Tax totalling £94,065 owed by 7 companies that have been wound-
up and 10 companies that had either ceased trading or were abandoned;
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e The sum of £931,983 due by 48 Self-employed Individuals who had left the
jurisdiction, the debts of 19 deceased individuals and 1 debt considered
irrecoverable;

e An amount of £349,849 in respect of Employers’ PAYE deductions due by 27
companies that have been wound-up, 55 companies that have either ceased
trading or were abandoned and 2 companies whose debts were considered
irrecoverable; and

e PAYE (individuals) assessments amounting to £172,825 due by 142 individuals
who had left the jurisdiction and the debts of 38 deceased individuals.

2.11.3 On 16 March 2010, a further write-off amounting to £2,253,611 was
approved by the Financial Secretary in respect of the following arrears:

e The sum of £1,139,028 of Social Insurance contributions due by 62 companies
that had either ceased trading, were abandoned or had become statute-barred and
10 companies that had either been wound-up, liquidated or were in the process
of being liquidated and had no assets;

e Corporation Tax totalling £916,718 owed by 54 companies that had either
ceased trading, were abandoned or had become statute-barred, 36 companies that
have been wound-up or liquidated, 8 companies that were in the process of
either being wound-up or liquidated and had no assets and 1 company, which
had been placed into administration and had no funds to distribute; and

e Employers’ PAYE deductions amounting to £197,866 due by 24 companies that
had either ceased trading or were abandoned, 8 companies that have been
wound-up and 1 company whose debt was considered irrecoverable. In the
majority of the cases the directors had left the jurisdiction.

2.11.4 Income Tax — Estate Duty Arrears - The Financial Secretary authorised the
write-off on 28 January 2010 of the sum of £48,923 relating to Estate Duty liability
and accrued interest amounting to £865,338 in respect of nine estates of persons who
died between 1981 and 1995 and the debts were considered by the Commissioner of
Estate Duties to be irrecoverable.

2.11.5 Income Tax — Overpayment of Salary - An amount totalling £6,831 was
authorised by the Financial Secretary on 30 March 2010 to be written-off in respect
of an error in the 2002-2005 Income Tax salary scales.

2.11.6 Treasury — General Rates and Salt Water Charges - During the financial year
2009-10 the Financial Secretary authorised the write-off of the sum of £737,732 in
respect of General Rates and Salt Water Charges and £684,264 of penalties, as
detailed hereunder:

e General Rates and Salt Water Charges amounting to £621,504 and penalties
totalling £530,582 owed by 115 companies as a result of the debts having
become statute-barred, of which 7 companies had been struck-off by the
Registrar;

e General Rates and Salt Water Charges amounting to £18,057 and penalties due
totalling to £3,283 owed by 1 company that had been dissolved, having no
realisable assets and the debt becoming statute-barred;
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e General Rates and Salt Water Charges totalling £12,283 and penalties amounting
to £2,414 owed by 1 company that had been liquidated due to the said company
having no realisable assets and the debt becoming statute-barred;

e General Rates and Salt Water Charges amounting to £7,978 and penalties
amounting to £12,841 due by 1 inactive company;

e General Rates and Salt Water Charges totalling £2,162 due by 1 company that
had been dissolved and had no realisable assets;

e Penalties totalling £73,904 due by 16 companies after all outstanding General
Rates and Salt Water Charges had been paid;

e General Rates and Salt Water Charges amounting to £75,632 owed by 25
individuals and penalties amounting to £27,553 owed by 24 individuals as a
result of the debts becoming statute-barred;

e General Rates and Salt Water Charges amounting to £116 and penalties totalling
£6 due by 1 individual as a result of an agreement reached after a longstanding
dispute was resolved; and

e Penalties amounting to £33,681 owed by 29 individuals after all General Rates
and Salt Water Charges arrears had been paid.

2.11.7 Treasury — Ground and Sundry Rents - The Financial Secretary authorised
the write-off during the financial year 2009-10 of the sum of £54,104 in respect of
Ground and Sundry Rents deemed irrecoverable relating to:

e 2 companies owing £48,212 having been struck-off by the Registrar and whose
debts had become statute-barred;

e A company’s debt amounting to £3,308 as a result of an agreement reached after
a longstanding dispute was resolved;

e An individual’s debt amounting to £2,340 as a result of an agreement reached
after a longstanding dispute was resolved; and

e A deceased person’s debt amounting to £244.

2.11.8 Housing — Arrears of Hostel Fees - On 30 March 2010 the Financial
Secretary authorised the write-off of arrears of Hostel Fees amounting to £9,371 in
respect of 16 tenants’ debts becoming statute-barred, 9 residents having left
Gibraltar, 4 deceased tenants’ debts and the debt of a tenant unable to work due to a
medical condition.

2.11.9 Youth — Theft of Moneys - The sum of £5,284 was authorised by the Financial
Secretary on 25 March 2010 to be written-off in respect of moneys found to be stolen
from the office at the Youth Centre on 30 August 2004. The moneys were mainly
from collections from events at the Youth Pavilion on 27 and 28 August 2004 and
collections from individuals participating in an overseas youth outing. The Financial
Secretary was reluctant to authorise the write-off of these moneys until a full police
investigation had been carried out and confirmation from the Treasury Department
that the Youth Office’s security procedures were satisfactory.
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Arrearsof Revenue

2.12.1 Arrears of Revenue due to Government on 31 March 2010 stood at £60.71m
compared to £59.47m at the end of the previous financial year. In accordance with
the provisions of the Public Finance (Control and Audit) (Amendment) Act 2011 the
recurrent revenues of Government Agencies, Authorities and certain other entities
are paid into and thus constitute the revenue of the Consolidated Fund, it follows that
the arrears of these entities now form part of the arrears of revenue due to
Government.

2.12.2 Figure 5 shows the comparable position of quantifiable debts owed to
Government over the last five financial years, inclusive of the arrears of Government
Agencies, Authorities and certain other entities.
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2.12.3 Disregarding arrears of Government Agencies, Authorities and certain other
entities the overall year-on-year decrease in arrears of revenue of £7.14m was mainly
as a result of year-on-year decreases in Company Tax of £4.92m, General Rates and
Salt Water Charges of £1.16m and Estate Duties of £0.86m.

2.12.4 Arrears of Import Duties - Arrears in respect of Import Duties as at 31 March
2010 stood at £941,740, an increase of £111,457 compared against the previous
year’s arrears position of £830,283. The arrears position as at 31 December 2010 had
improved from 31 March 2010 by £200,350 to £741,390. These arrears arise as a
consequence of cheques issued by importers, mostly companies, having been
returned by banks due to the said importers having insufficient funds in their
respective bank accounts.

2.12.5 Arrears of Non-Resident School Fees - Arrears due in respect of Non-
Resident School Fees as at 31 March 2010 totalling £77,367 rose year-on-year by
£25,381 (48%). The arrears position as at 31 December 2010 had again escalated
from 1 April 2010 by £13,910 (18.0%) to £91,277.

2.12.6 | wrote to the Director of Education and Training on 5 January 2011,
expressing my serious concern at the fact that the arrears in respect of non-residents
school fees as at 30 September 2010 had deteriorated by £21,540 compared against
the 31 March 2010 arrears position and by £46,921 compared to the arrears position
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as at 31 March 2009. I, therefore, commented to him that these arrears were rapidly
escalating and that very limited, or no, action appeared to be exercised in order to
recover these debts.

2.12.7 In my memorandum to the Director, | stated that there were 12 debtors
collectively owing a total of £22,707 as at 30 September 2010, who had not made a
single payment towards their debts since at least 31 March 2009 and a further 9
debtors owing £49,426 as at 30 September 2010, whose debts had increased since 31
March 2009 by £23,349. 1 also commented to him that the position as at 30
September 2010 for the period since 31 March 2010 was that the debts of 16 debtors
amounting to £25,573 remained static and the debts of 10 debtors amounting to
£63,575 had increased by £20,090. At the close of this report, and despite three
reminders, the Director of Education and Training had not replied to my
memorandum.

2.12.8 A recent review of the arrears statement as at 31 December 2010 revealed
that 13 debtors collectively owing £25,472, representing 27.9% of the total debt as at
31 December 2010, had not made a single payment towards their debts since at least
31 March 2009. In addition, the debts of 8 defaulters had increased by £21,823 since
at least 31 March 2009.

2.12.9 Arrears of Scholarship Fees — Reimbursements - The arrears due in respect of
reimbursements of Scholarship Fees as at 31 March 2010 amounting to £422,305
increased year-on-year by £7,783. The position as at 31 December 2010 was that
arrears had considerably increased from 1 April 2010 by £52,499 to £474,804.

2.12.10 On 5 January 2011, | wrote to the Director of Education and Training
expressing my grave concern that 39 debtors with a total debt amounting to
£152,530, representing 32.4% of the total debt as at 30 September 2010, had not
made a single payment since 31 March 2009. | also mentioned to him that within the
above-mentioned 39 debtors there were 16 debtors listed in my memorandum dated
17 May 2007 to him who had not made a single payment during the financial year
2006-07, who owed a total of £61,065 as at 31 March 2007 and still owed the same
debt as at 30 September 2010, except for one debtor whose debt increased by £4,552.
| therefore asked the Director what action was being taken or he intended to take
against these debtors to ensure that debts that have remained static for a long period
did not eventually become statute-barred.

2.12.11 In addition, in the same memorandum | expressed to him that during the
period 1 April 2009 to 30 September 2010, 22 other debtors jointly owing £51,534 as
at 30 September 2010 had made limited collective repayments of £3,660 towards
their debts, the least having paid £20 and the most having paid £300 during the said
period. At the close of this report, the Director of Education and Training had not
replied to my memorandum.

2.12.12 A recent review of the arrears position as at 31 December 2010 revealed that
38 debtors collectively owing £147,583 (equating to 31.1% of the total debt as at 31
December 2010), out of a total 149 debtors, had not made a single payment towards
their debts since at least 31 March 2009.

2.12.13 Arrears of Hostel Fees - Arrears in respect of Hostel Fees as at 31 March
2010 effectively increased year-on-year by £2,885 to £53,180, as during the financial
year the Financial Secretary authorised the write-off of the sum of £9,371 as
explained in paragraph 2.11.8 of this report.
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2.12.14 On 5 November 2010 | wrote to the Principal Secretary, Housing requesting,
inter alia, the following information:

e when the amount, due by a company in liquidation that had not been lodged with
the liquidator, be requested to be written-off; and

¢ when would the sums that became statute-barred on 31 March 2010 be requested
to be written-off.

2.12.15 The Principal Secretary replied on 3 February 2011 to inform me that he
proposed to request a write-off of the amount due by the company in liquidation and
sums having become statute-barred up to the end of February 2011 during the month
of March 2011.

2.12.16 The position as at 31 December 2010 was that Hostel Fees arrears had again
increased by £9,127 to £62,307 from the arrears position as at 31 March 2010. | am
informed that no legal action is enforced against hostel fees debtors.

2.12.17 Arrears of Tourist Stes Receipts - The arrears position of Tourist Sites
Receipts as at 31 March 2010 increased year-on-year by £41,687 to £177,527.
However, these arrears were within the credit period terms established by the
Gibraltar Tourist Board. Although arrears as at 31 December 2010 had dramatically
increased to £287,141, the arrears due were also within the credit period terms
established by the Gibraltar Tourist Board.

2.12.18 Arrears of Ship Registration Fees - Arrears of Ship Registrations as at 31
March 2010 totalling £31,396 increased year-on-year by £16,462. The position as at
31 December 2010 was that arrears had again increased by a staggering £87,393
from the March 2010 arrears position.

2.12.19 The Maritime Administrator informed me that £23,505 of the debt was due
by a company in liquidation and that the sum had been lodged with the liquidator.
The remaining arrears mainly related to pending invoices from April 2010 onwards,
of which he expected that the vast majority would be settled by March 2011.

2.12.20 Arrears of Airport Departure Tax - Arrears due in respect of Airport
Departure Tax as at 31 March 2010 stood at £297,510, a decrease of £124,390
compared to the previous financial year-end arrears of £421,900. The position as at
31 December 2010 was that arrears had increased slightly by £4,720 to £302,230.
The information in respect of amounts settled by carriers by the end of February
2011 regarding arrears as at 31 December 2010 was not available at the close of this
report nor whether the amount due by one carrier, for the period July 2009 to March
2010 amounting to £62,220, was still pending payment.

2.12.21 Arrears of Fees and Concessions - Arrears due in connection with airport
Fees and Concessions increased from £53,408 as at 31 March 2009 to £92,790 as at
31 March 2010. However, the position as at 31 December 2010 was that arrears
decreased by £33,314 to £59,476. The information in respect of amounts settled by
concessionaires by the end of February 2011 regarding arrears as at 31 December
2010 was not available at the close of this report.

2.12.22 Arrears of Airport Landing Fees - There was a very slight decrease in the
arrears in respect of Airport Landing Fees as at 31 March 2010 of £992 compared to
the previous financial year-end arrears position of £129,392. However, arrears as at
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31 December 2010 increased by £13,308 to £141,708. The information in respect of
amounts settled by carriers by the end of February 2011 regarding arrears as at 31
December 2010 was not available at the close of this report nor whether the amount
due by one carrier, for the period August 2009 to March 2010 amounting to £27,139,
was still pending payment.

2.12.23 Arrears of Sale of Stamps - Arrears of Sale of Stamps increased by £10,261
from £48,067 as at 31 March 2009 to £58,328 as at 31 March 2010. Arrears as at 31
December 2010 had risen from the position as at 31 March 2010 by a further £27,172
to £85,500. However, all the amount due as at the end of December 2010 had been
collected by 1 March 2011.

2.12.24 Arrears of Terminal Mail Fees - Arrears of Terminal Mail Fees as at 31
March 2010 substantially decreased year-on-year by £99,897 to £78,513.
Notwithstanding that the arrears position as at 31 December 2010 escalated
dramatically from the end of March 2010 by £476,918 to £555,431, the majority of
the debt amounting to £528,783 was paid by 4 March 2011.

2.12.25 Arrears of Fines and Forfeitures - The arrears as at 31 March 2010
amounting to £210,660 decreased year-on-year by £75,774.

2.12.26 On 4 January 2011, the Financial Secretary appointed the Chief Executive
of the Gibraltar Courts Service the Receiver of Revenue of Fines and Forfeitures, as
well as for two other Consolidated Fund revenue subheads, in accordance with the
provisions of Section 17 of the Public Finance (Control and Audit) Act.

2.12.27 On 24 January 2011, the Chief Executive replied to my letter of 14 January
2011 wherein | requested information regarding the level of arrears of Fines and
Forfeitures as at 31 December 2010. In his reply, he explained that shortly after
taking up the post of Chief Executive of the Gibraltar Courts on 1 October 2010, he
felt concern at the accuracy of the collection system and the computer database used
to provide information on arrears of Fines and Forfeitures. In order to verify the
information held in the database the printed records had to be manually added,
revealing a difference of around £200,000 with the database figures.

2.12.28 The Chief Executive also submitted to me the statement of arrears of
revenue as at 31 December 2010, which showed the arrears position at £439,593.
Within this return the amount due as at 31 December 2010 relating to 31 March 2010
was reported as £331,000, demonstrating that the arrears reported as £210,660 in the
statement of arrears of revenue as at 31 March 2010 was clearly understated.

2.12.29 The Chief Executive shared my concern regarding the deficient reporting
format of the computer system and confirmed that with the planned computer
systems for the courts, he hoped to be able to produce accurate arrears information in
the future. The Chief Executive agreed that the escalating arrears was a great cause
of concern and explained the details of his proposed overall enforcement strategy.

2.12.30 Government Agencies and Authorities - As | mentioned in paragraph 2.12.1
of this report, as a result of the provisions of the Public Finance (Control and Audit)
(Amendment) Act 2011, the arrears of the under-mentioned Government Agencies
and Authorities are now required to be reported upon in the public accounts of
Gibraltar.
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2.12.31 Gibraltar Electricity Authority — Arrears of Sale of Electricity to Consumers
and Commercial Works Fees - The arrears of Sale of Electricity to Consumers as at
31 March 2010 stood at £7,202,419 compared to £7,435,124 as at 31 March 2009, a
decrease of £232,705. The position as at 31 December 2010 was that arrears had
significantly increased by £535,913 to £7,738,332.

2.12.32 Commercial Works Fees arrears stood at £349,758 as at 31 March 2010, a
year-on-year decrease of £209,021. However, arrears as at 31 December 2010
increased considerably by £593,087 to £942,845, of which one company owed the
sum of £568,198 as at 31 December 2010.

2.12.33 Gibraltar Port Authority — Arrears of Tonnage Dues, Berthing Charges,
Port Arrival and Departure Tax, Bunkering Charges and Miscellaneous Charges -
The arrears position of the collective revenue under the responsibility of the Chief
Executive and Captain of the Port significantly increased year-on-year by £534,726
from £240,779 as at 31 March 2009 to £775,505 as at 31 March 2010. The overall
arrears position as at 31 December 2010 had again deteriorated substantially by
£231,660 to £1,007,165.

2.12.34 | wrote to the Chief Executive and Captain of the Port on 14 January 2011,
expressing concern that arrears had significantly increased from 31 March 2009 to 31
March 2010 and again as at 31 December 2010. In his reply of 16 January 2011, the
Chief Executive and Captain of the Port explained that a review of the tariff structure
in May 2009, which substantially increased the berthing and tonnage dues, on
average by 48.8%, undoubtedly led to a rise in arrears. In addition, he explained that
the invoicing policy was also reviewed with the object of speeding up the process of
invoicing clients the day the vessel completed operations, leading to an almost
immediate arrears position. Notwithstanding this, he reiterated that in the event of
non-payment of invoices on a timely manner, agents had been advised that their
operator’s licences would be removed. The Chief Executive and Captain of the Port
also explained that another factor that had raised arrears was the fact that there was
an unprecedented revenue stream from arrested vessels, which could actually take
several months before payment is received.

2.12.35 Gibraltar Health Authority — Arrears of Hospital Fees - Hospital Fees
arrears as at 31 March 2010 stood at £177,247 compared to £24,687 on the previous
financial year-end. The increase mainly relates to a debt owed by one patient for the
sum of £117,450. The position as at 31 December 2010 was that arrears had
escalated by £154,852 to £332,099. The increase largely relates to the debt owed by
the same patient, which as at 31 December 2010 stood at £241,200. This debt is
currently being reviewed and a decision is pending.

2.12.36 General - Arrears of Income Tax, Corporation Tax, General Rates and Salt
Water Charges, Ground and Sundry Rents and House Rents, are dealt with in Part 3
of this report.
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PART THREE [estiviias

|ncome Tax

3.1.1 Receipts - The combined yield from Income Tax and Corporation Tax for the
financial year 2009-10 was £144.18m, an increase of £8.76m (6.47%) compared to
collections amounting to £135.42m during the previous financial year. Figure 6
provides a break-down of these receipts for the financial years 2007-08 to 2009-10.

2007-08 2008-09 2009-10

PAYE £92,401,983 £97,243581  £104,567,678
Individuals £10,224,981 £13,242,613 £12,738,820
Section 67+ £1,843,632 £1,738,771 £927,332
(Less Refunds) (£1,823272)  (£2,731,869)  (£2,591,048)
£102,647,324  £109,493,096  £115642,782

Corporation Tax £24,269,135 £25,931,897 £28,532,383

£126,916,459 £135,424,993 £144,175,665

Note: * Payment of tax by or in respect of construction sub-contractors.

3.1.2 Arrears of Revenue - The combined arrears of Income Tax and Corporation
Tax on 31 March 2010 stood at £41.05m, a decrease of £5.17m from the previous
financial year’s arrears position of £46.22m. The decrease in arrears is primarily due
to Corporation Tax and Self-Employed arrears having decreased year-on-year by
£4.92m and £1.93m respectively. On the other hand, Employers’ PAYE deductions
arrears increased year-on-year by £1.74m. During the financial year 2009-10 write-
offs were authorised of amounts deemed irrecoverable in respect of Corporation Tax
£1.01m, Self-Employed Tax £0.93m, Employers’ PAYE deductions Income Tax
£0.55m and PAYE (Individuals) Assessments £0.17m.

3.1.3 Figure 7 summarises the arrears position as at 31 March 2010 and compares it
to the previous two financial year-ends.

31-Mar-08 31-Mar-09 31-Mar-10
Assessments on:
Individuals £9,695,041 £8,354,204 £8,295,579
Self-Employed £14,125,278 £13,936,203 £12,008,051
Companies £14,493,126 £16,919,627 £12,000,304
£38,313,445 £39,210,034 £32,303,934
Tax due from Employers’
- PAYE deductions £6,544,760 £7,010,992 £8,746,214
£44,858,205 £46,221,026 £41,050,148

Note: The arrears shown in Figure 7 include estimated assessments totalling £9,569,441 (Companies -
£4,545,724; df-employed - £4,174,171 and Individuals - £849,546) as well as assessments due after
31 March 2010 amounting to £3,918,843 (Self-employed - £2,068,402; Companies - £1,599,049 and
Individuals - £251,392). There is also a considerable amount of arrears in respect of companies in
liquidation.
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3.1.4 Tax due from Employers PAYE deductions - Figure 8 shows the age structure
of known PAYE arrears in the last five financial years as at the end of each of the tax
years shown:

Tax Year  31/03/06 31/03/07 31/03/08 31/03/09 31/03/10

Pre 88/89 £11,284 £2,431 £2,431 £1,716 £1,716
88/89 £6,883 £2,019 £2,019 £2,019 £2,012
89/90 £28,545 £12,800 £12,800 £12,800 £12,389
90/91 £75,325 £24,954 £21,616 £21,616 £12,047
91/92 £51,638 £23,421 £19,229 £12,323 £10,599
92/93  £112,741 £54,291 £50,209 £43,046 £28,358
93/94 £94,265 £62,149 £61,850 £60,261 £31,272
94/95 £92,986 £54,499 £52,411 £50,861 £25,804
95/96  £111,123 £87,737 £80,420 £71,625 £47,918

96/97  £179,059 £142,842 £153,295 £124,875 £67,618
97/98  £288,980 £202,395 £192,399 £180,532 £99,358
98/99  £479,772 £388,100 £318,947 £303,021 £224,787
99/00  £359,833 £263,221 £227,023 £247,118 £144,505
00/01  £389,418 £248,274 £215,523 £202,569 £139,573
01/02  £725,594 £546,505 £429,860 £369,882 £348,002
02/03  £914,001 £833,336 £736,853 £664,655 £599,878
03/04  £933,362 £821,225 £790,945 £613,771 £561,003
04/05 £1,621,580 £835,140 £780,621 £528,353 £402,604

05/06 - £1,287,336 £724,726 £647,335 £581,036
06/07 - - £1,671,583 £922,632 £725,094
07/08 - - - £1,929,982 £1,557,566
08/09 - - - - £2,989,435
09/10 - - - - £133,640

Total £6,476,389 £5,892,675 £6,544,760 £7,010,992 £8,746,214

3.1.5 A test examination carried out on 11 February 2011 of 20 employers’ records
to verify whether payments of Employers’ PAYE deductions were being made for the
tax year 2009-10 and part of 2010-11 revealed that:

e during the tax year 2009-10, 17 out of the 20 employers sampled had paid on
average by the due date or within one month of the due date. The remaining 3
employers had paid on average within two months after the due date;

e the average debtor payment frequency for the tax year 2009-10 for the companies
sampled was as follows:

Average debtor days Percentage of companies
between 1 and 30 days 85%
more than 30 days and less than 60 days 15%

e there was a further improvement during the tax year 2010-11 to January 2011 in
which 18 out of the 20 employers sampled had either on average paid on time or
within one month after the due date. The remaining 2 companies had paid on
average within thirty-two and thirty-four days after the due date.
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3.1.6 On 31 January 2011, a total of 275 annual returns submitted by employers of
PAYE deductions made from employees for the tax year 2009-10 had amounts
outstanding totalling £2.16m (as shown in Figure 9 below), of which £1.44m was
owed by 29 employers, compared to 235 annual returns of PAYE deductions made
from employees submitted for the previous tax year amounting to £3.00m outstanding
on 1 February 2010.

. Per centage of
Amount owed I:;:]npb;r:ig Olﬁiiﬂ?&ng overall
outstanding debt
under £100 41 £1,018 0.05%
between £100 and £1,000 63 £31,575 1.46%
over £1,000 and £20,000 142 £695,506 32.13%
over £20,000 29 £1,436,526 66.36%
275 £2,164,525

3.1.7 Figure 10 below depicts the number of companies in the last eight tax years as
at 31 January 2011 that had submitted annual returns of PAYE deductions made from
employees, but had still not paid the Employers’ PAYE deductions payments for those

tax years.

Number of annual returns

Tax Year of PAYE (P8's) deductions Outstanding
Amount
from employees

2002-03 41 £595,061
2003-04 45 £531,828
2004-05 55 £367,831
2005-06 79 £627,940
2006-07 117 £554,448
2007-08 175 £1,403,014
2008-09 218 £2,921,251
2009-10 275 £2,164,525
Total 1,005 £9,165,898

3.1.8 The Commissioner of Income Tax informed me that he was content that most
employers were paying within the due date or shortly after the due date, and confirmed
that he is actively pursuing recalcitrant employers. He further explained that the
constant level of Employers’ PAYE deductions arrears is as a result of large sums still
tied down to Employers’ PAYE deductions arrears agreements and, although
payments are being received through arrears instalment payments, there is also an
element of additional Employers’ PAYE deductions being added following receipt of
company accounts and additional P8 amounts added from directors’ fees.

3.1.9 The Commissioner, once again, explained that he had implemented a strategy
of stricter controls on the collection of PAYE and Social Insurance contributions from
recalcitrant employers under a dedicated Compliance and Enforcement Section within
the Income Tax Office. This section is responsible to monitor employers failing to
pay the monthly Employers’ PAYE and Social Insurance deductions made from
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employees by the due dates, with a view that legal action will be instigated
immediately on those employers who do not comply.

3.1.10 Employers P8 and P8A Declarations - On 31 January 2011 a total of 117
employers failed to comply with the legal requirement to submit an annual return of
PAYE deductions made from employees for the tax year 2009-10 compared to 347 on
29 January 2010 for the tax year 2008-09.

3.1.11 In addition, on 31 January 2011 a total of 379 employers had still not
submitted the P8A declaration form for the period April 2007 to June 2007 compared
to 425 employers on 31 January 2010 for the same period (as a result of the reform
and introduction of the Social Insurance Contributions System effective from 1 April
2007). Since the amounts outstanding are not quantifiable these are not reflected in
the relevant PAYE arrears amount. Although the amount owed is impossible to
ascertain, the Commissioner maintains that these unquantifiable PAYE arrears are not
considerable, as an element of the employers failing to submit the returns are made up
by non-trading companies. However, the Commissioner explained that the duties of
the Compliance and Enforcement Section included the chasing of PAYE tax due as
well as the associated documentation.

3.1.12 Figure 11 shows the number of companies in the last six tax years as at 31
January 2011 that had still not submitted their annual returns of PAYE deductions
made from their employees.

Number of annual returns

Tax Year of PAYE deductions from
employees (P8's)
2004-05 127
2005-06 119
2006-07 163
2007-08 129
2008-09 139
2009-10 117

3.1.13 PAYE Individuals - A follow-up review conducted on 26 January 2011
regarding the tax situation by profession of a sample of the 33 PAYE individuals,
highlighted in paragraph 3.1.14 of last year’s report, is shown in Figure 12:

Oldest
L ast Assessment Last Declared Income Unpaid
Raised by Income Tax  from P8/Declaration form Assessment
Tax Year Amount Tax Year Amount Tax Year
Estate Agents
Case 1 06/07 £36,000 09/10 £30,000 X
Case 2 = 06/07 £159,032 08/09 £22,500 03/04
Case 3 = 06/07 £198,546 08/09 £22,500 05/06
Architect
Case 1 05/06 £55,000 06/07 £30,000 98/99
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Oldest

L ast Assessment Last Declared Income Unpaid
Raised by Income Tax from P8/Declaration form Assessment
Tax Year Amount Tax Year Amount Tax Year

Pharmacists
Case 1l 07/08 £41,250 09/10 £50,000 X
Case 2 06/07 £50,000 09/10 £50,000 X
Case 3 04/05 £24,000 09/10 £50,000 X
Case 4 04/05 £43,200 09/10 £42,192 00/01
Case 5 04/05 £40,000 09/10 £40,000 02/03
Case 6 04/05 £51,876 09/10 £31,876 98/99
Case 7 04/05 £20,131 09/10 £25,000 X
Businessmen
Case 1l 07/08 £29,000 09/10 £35,000 X
Case 2 02/03 £20,000 09/10 £42,000 X
Case 3 03/04 £49,258 06/07 £20,000 X
Case 4 06/07 £57,000 09/10 £47,373 X
Case 5 07/08 £33,800 09/10 £33,800 99/00
Case 6 04/05 £21,667 09/10 £30,000 X
Case 7 04/05 £21,312 09/10 £27,514 X
Case 8 04/05 £122,957 09/10 £184,833 X
Case 9 07/08 £18,200 09/10 £20,020 X
Case 10 06/07 £58,000 09/10 £62,000 05/06
Case 11 04/05 £46,179 09/10 £60,275 X
Case 12 04/05 £46,179 09/10 £60,275 X
Case 13 06/07 £53,773 09/10 £60,275 X
Case 14 04/05 £44,640 09/10 £51,639 X
Case 15 04/05 £72,346 09/10 £94,125 X
Case 16 04/05 £72,346 09/10 £94,125 X
Case 17 04/05 £232,743 09/10 £148,536 X
Case 18 04/05 £42,050 09/10 £12,000 X
Case 19 * 04/05 £68,200 09/10 £18,200 91/92
Case 20 06/07 £20,000 06/07 £20,000 X
Case 21 06/07 £95,000 09/10 £45,000 X
Case 22 - - 09/10 £14,850 X

Notes: Estimated assessments were raised for tax year 2005-06 in respect of Architect Case 1 in the sum of
£55,000.

* These taxpayers have older unpaid assessments than the tax year shown in Figure 12. However, these older
debts are followed by a period of PAYE refunds that have been applied to partly offset the older debts.

X No liability was due by the individuals on the date of the exercise on the latest assessment issued by the
Income Tax Office.

3.1.14 The Commissioner informed me that the individuals appearing under the
heading “Estate Agents” in Figure 12 were at different stages of investigation. In one
case legal proceedings had commenced against the individual and his companies for
non-compliance and the other two cases are being dealt by the Income Tax Tribunal
following appeals lodged by the two individuals against assessments raised by the
Income Tax Office. The Commissioner also informed me that other individuals
highlighted in Figure 12 were either under current investigations or have been
earmarked for investigation.
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3.1.15 The position regarding the latest P8 submissions on behalf of PAYE
individuals is that as at 26 January 2011, in 30 of the 33 individuals employers had
submitted further P8’s since the last review reported in paragraph 3.1.14 of last year’s
report. However, the Income Tax Office had not issued further PAYE assessments to
29 of the 33 PAYE individuals since the last review.

3.1.16 In paragraph 3.1.16 of my last two reports, | explained that no PAYE
assessments were found for a particular taxpayer in the Income Tax system, despite
the employer submitting P8 forms up to and including tax year 2009-10. The
Commissioner informed me that PAYE assessments are in the process of being
prepared.

3.1.17 Sef-employed Individuals - A detailed review of 31 of the 35 self-employed
individuals selected (as mentioned in last year’s report 2 self-employed persons left
Gibraltar and their accounts were inactive, the remaining 2 files could not be located at
the time of the examination) revealed the under-mentioned observations:

e 22 of the taxpayers had been issued with an assessment up to tax year 2010-11.
Of these, 16 had been issued with estimated assessments, and 1 taxpayer was
issued with an assessment ‘subject to examination’;

e of the remainder, 3 taxpayers had been assessed up to tax year 2009-10, 2
taxpayers up to tax year 2008-09, 3 taxpayers up to tax year 2007-08 and 1
taxpayer up to tax year 2006-07;

o 6 self-employed persons had last submitted accounts for the tax year 2007-08;

e only 6 self-employed persons had submitted the tax year 2010-11 income tax
return;

e only 13 self-employed individuals had submitted the tax year 2009-10 income tax
return; and

e 12 self-employed persons had not yet presented an income tax return for the last
two tax years.

3.1.18 Figure 13 shows the latest position regarding the last tax assessment of the
total number of registered self-employed persons as at 2 February 2011, reflecting a
major improvement on the previous year’s position.

Last Tax Year Assessed No. of Individuals

2005/06 3
2006/07 15
2007/08 73
2008/09 214
2009/10 863
2010/11 1274

Total 2,442

3.1.19 Figure 14 overleaf depicts by profession the tax situation, as at 15 February
2011, of the 29 self-employed individuals featured in paragraph 3.1.19 of last year’s
report and highlights the differences between the latest actual declared income
submitted by these self-employed persons and the latest income estimated by the
Income Tax Office.
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Last Declared Income Last Estimated Assessment
received by Income Tax I ssued by Income Tax
Tax Year Amount Tax Year Amount

Lawyers
Case 1 09/10 £21,454 10/11 £160,000
Case 2 08/09 £32,146 08/09 £30,000
Case 3 08/09 £17,533 09/10 £100,000
Case 4 09/10 £72,092 06/07 £140,000
Case 5 File not found
Case 6 10/11 £5,482 10/11 £90,000
Case 7 10/11 £85,096 10/11 £70,000
Case 8 10/11 £62,458 10/11 £75,000
Case 9 09/10 £71,518 10/11 £75,000
Case 10 10/11 £85,000 10/11 £90,000
Case 11 07/08 £66,218 10/11 £150,000
Case 12 09/10 £67,104 10/11 £70,000
Case 13 10/11 £53,042 10/11 £54,000
Dental
Case 1 09/10 £37,649 10/11 £38,000
Case 2 File not found
Case 3 10/11 £57,815 10/11 £60,000
Case 4 10/11 £25,000 10/11 £45,000
Case 5 09/10 £24,605 10/11 £32,500
Architects
Case 1 09/10 (E4,455) 07/08 £45,000
Case 2 09/10 £110,377 08/09 £100,000
Case 3 09/10 £134,373 10/11 £129,096
Case 4 10/11 £12,488 - -
Medical Practitioners
Case 1 09/10 £8,612 07/08 £38,000
Case 2 07/08 £11,414 07/08 £38,000
Doctors
Case 1 - - 06/07 £50,000
Case 2 07/08 £26,015 10/11 £65,000
Accountants
Case 1 09/10 £73,446 10/11 £80,000
Case 2 09/10 £35,986 10/11 £65,000

Businessman
Case 1 09/10 £34,332 10/11 £38,000

Note: Where a taxpayer has submitted the declared income for a tax year before the Income Tax Office has issued
an estimated assessment then the Income Tax Office will not issue an estimated assessment unless the
Commissioner of Income Tax is not satisfied with the declared income. The estimated assessments shown in
Figure 14 are not necessarily the latest assessments issued to the self-employed individual s sampled.
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3.1.20 The position as at 15 February 2011 regarding the latest submissions of tax
returns and/or accounts by the 29 self-employed individuals sampled and the last
estimated assessment issued by the Income Tax Office is that:

e 2 files could not be located at the time of the investigation;

e 14 individuals had submitted accounts and tax returns since the last audit review
reported in paragraph 3.1.19 of last year’s report;

e 7 individuals submitted a reduction in their declared incomes from that submitted
and reported in paragraph 3.1.19 of last year’s report, of these, 3 were substantial
(£53,668, £37,470 and £30,467);

e Of the 8 self-employed individuals issued with assessments based on declared
income, 7 were issued with normal and final assessments and 1 was issued with
assessments “subject to examination”;

e The Income Tax Office raised estimated assessments for lower amounts than in
previous tax years in five cases, in one case the difference being £80,000; and

e In eight cases, the estimated assessments issued by the Income Tax Office
remained static year-on-year.

3.1.21 An analysis conducted on 1 February 2011, graphically illustrated in Figure 15,
brought to light that £8.2m (53.1% of the aggregate debt of £15.4m)* was owed by
only 154 (9.9%) self-employed persons with individual arrears in excess of £25,000.
This compares to £7.5m (i.e. 55.1% of the aggregate debt of £13.5m) owed by 121
(9.8%) self-employed individuals on 1 February 2010.

Self - Employed Taxpayers Total Arrears in respect of
Self - Employed Taxpayers
53.1%

£8,180,792
90.1%
46.9%
Analysis showing the percentage of Analysis showing that 53.1% of the total arrears due is
Self-Employed taxpayers with arrears owed by 154 Self-Employed taxpayers with
exceeding £25,000. arrears exceeding £25,000.

\EI Arrears between £1 and less than £25,000 [ Arrears over £25,000 ‘

3.1.22 Notwithstanding my concern at the excessively high debts accumulated over a
number of years by a very small number of individuals with high incomes, the
Commissioner confirmed that the Income Tax Office has been addressing this issue
with vigour. He explained that, although he concurs with the analysis in paragraph
3.1.21, a large portion of the amount owed by these individuals is in respect of current

! The £8.2m and £15.4m of self-employed income tax arrears includes “due after” sums (Section 82 of the Income
Tax Act refers) amounting to £2.1m and £5.5m respectively; and excludes “credits” amounting to £nil and £0.7m
respectively.
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2010-11 assessments. He further explained that, notwithstanding my view that
assessments, which are not paid immediately after issue, should be considered to be
arrears, the fact is that the 2010-11 assessments are due and payable not later than 28
February 2011 and it has always been the case with most taxpayers that payment of
assessments is not made earlier than this date.

3.1.23 The Commissioner provided me with an analysis of the position as at 7 March
2011 to illustrate his reasoning. Of the total debt amounting to £12.35m, £5.97m
(48.3% of the total debt) pertained to individuals owing in excess of £25,000. Of these
£1.21m were in relation to individuals who were in the process of legal action, £0.48m
were tied to arrears agreements and £0.51m were in respect of debts deemed
irrecoverable and in the process of being requested for approval to write-off. The
remaining balance amounting to £3.77m includes assessments due after 7 March 2011
and arrears amounting to £0.79m owed by 2 individuals recently declared bankrupt by
the court and 1 individual currently out of jurisdiction.

3.1.24 During the financial year 2009-10, 157 Claim Forms were issued to self-
employed taxpayers and, as at 17 February 2011, a further 168 Claim Forms were
issued during the financial year 2010-11. There has been no further write-offs of
amounts owed by self employed tax payers since the write-off mentioned in 3.1.22 of
last year’s report.

3.1.25 Qualifying, High Net Worth, Category 2, 3 and 4 Individuals and High
Executives Possessing Specialist kills - A review undertaken on 2 February 2011 of a
sample of 20 active and 5 inactive individuals’ accounts under these categories
showed a vast improvement since last year’s review as follows:

e All 20 individuals’ active accounts had been assessed for the tax year 2009-10;

e 2 of the 5 individuals’ inactive accounts had outstanding tax arrears of only £250
and £400; and

e The inactive individual account reported in the last year’s report with arrears
amounting to £10k was settled in full.

3.1.26 Return of Expenses, Perquisites and Benefits (P10’'s) - In accordance with
Section 63(1) of the Income Tax Act the Commissioner issues notices to all employers
in respect of each tax year, requiring the submission of a return of directors and
employees who have been in receipt of any expenses, perquisites or benefits, together
with details of the nature and amount of benefits received in each case. As at 31
January 2011, a total of 729 (35.17%) out of 2,073 P10 forms issued to employers for
the tax year 2009-10 had not been returned.

3.1.27 The Commissioner is now able to quantify certain benefits in kind for tax
purposes as a result of the introduction of the new Income Tax Act.

3.1.28 Write-Offs - The Financial Secretary authorised the write-off on 29 May 2009
and 16 March 2010 of a total of £5.01m of arrears (mentioned in paragraph 3.1.31 of
last year’s report and paragraphs 2.11.2, 2.11.3 and 3.1.2 of this year’s report)
considered irrecoverable in respect of Social Insurance Contributions (£2.35m),
Corporation Tax (£1.01m), Self-employed individuals (£0.93m), Employers’ (PAYE)
deductions (£0.55m) and PAYE individuals (£0.17m). In addition, the Financial
Secretary also authorised the write-off on 1 June 2010 of a total of £0.68m in respect
of PAYE individuals.
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3.1.29 Income Tax Arrears - Figure 16 depicts the overall arrears position as at 31

December 2010, showing the amount due after 31 December 2010:

Of which
Due After
31-Dec-10 31-Dec-10
is
Assessments on:
Individuals £7,158,256 £606,218
Self-Employed £16,411,644 £6,009,614
Companies £27,935,728 £18,784,222
£51,505,628 £25,400,054
Tax due from Employers’
- PAYE deductions £10,639,772 :
Total Arrears £62,145,400 £25,400,054

Note: The arrears shown in Figure 16 include estimated assessments totalling £23,733,835 (Individuals -
£1,086,368; Self-employed - £9,949,718 and Companies - £12,697,749), of which £12,132,479 (Individuals -
£28,913; Salf-employed - £4,392,682 and Companies - £7,710,884) are due after 31 December 2010 and included
in the“ Due After” column.

3.1.30 Income Tax Arrears Section (ITAS) - Arrears repayment agreements expressly
require debtors to be up-to-date both with instalments and with all other payments due
and owing to the government for the duration of the agreements. Monitoring of
agreements to ensure that agreements and current payments are up-to-date is
performed on a monthly basis since February 2005.

3.1.31 A test examination of 6 companies with Income Tax PAYE agreements, 7
companies with Social Insurance contribution repayment agreements and 9 companies
with Corporation Tax agreements carried out between 26 January 2011 and 2 February
2011 revealed that:

e 4 of the 6 companies with Income Tax PAYE agreements were up-to-date;
e Only 1 company of the 4 companies was up-to-date with current PAYE payments;

e Of the 2 remaining companies, 1 had its PAYE agreement cancelled due to non-
payment and is currently under legal action. The other was not up-to-date by just 1
instalment;

e 3 of the 7 companies with Social Insurance agreements were up-to-date with the
instalments on the agreement and current contributions;

e Of the 4 remaining companies; 1 had its agreement cancelled due to non-payment
and had been threatened with legal action, 1 was 2 months behind on the
agreement instalments and 6 months behind on current contributions; another with
2 active agreements was behind on one of its agreement by 4 instalments and
behind on current contributions by 1 instalment; the remaining company was
behind on its agreement by 2 instalments and behind on current by 1 instalment;

e Of the 9 companies with Corporation Tax agreements, 4 were up-to-date, and 2
were behind by one instalment; and

e Of the remaining 3, 2 had fully paid their arrears and another had its agreement
cancelled and is due to be reassessed.
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3.1.32 During the period 25 February 2010 to 9 March 2011, in addition to cancelling
arrears repayment agreements in default, the Commissioner issued 104 21-day
statutory demand notices. Additionally, during the same period, the Commissioner
filed 52 petitions with the Supreme Court to wind-up companies for non-payment of
Income Tax PAYE arrears.

3.1.33 Social Insurance Contributions — Receipts - Total Social Insurance
Contributions collections during the financial year 2009-10 was £52.55m, an increase
of £3.32m compared to £49.23m during the previous financial year. Total collections
during the current financial year to the end of February 2011 stood at £52.48m.

3.1.34 Social Insurance Contributions — Arrears - As | have commented in my last
two reports, the Commissioner has only considered Social Insurance Contributions
arrears from April 2007 onwards, including prior arrears that are within existing
arrears agreements, to be included in the arrears report. 1 am of the opinion that no
effort has been made to recover sums outstanding prior to this arrangement, as most of
these debts appear to have now become statute-barred. Arrears of Social Insurance
Contributions as at 31 March 2010 stood at £5.70m compared to £4.85m as at 31
March 2009. The position as at 31 December 2010 was that these arrears increased by
£0.7m to £6.40m.

3.1.35 | have mentioned in previous reports of the Commissioner’s proposal to amend
pertinent legislation in order to make directors and partners of companies personally
liable in respect of arrears of Social Insurance Contributions deductions made from
employees, similar to existing provisions in the Income Tax (Pay As You Earn)
Regulations in respect of Income Tax PAYE deductions. The Commissioner informed
me that the legislation is now in its final stages of completion.

3.1.36 Income Tax Compliance and Enforcement Section - As | have commented in
previous reports, the Compliance and Enforcement Section created in June 2008 is
responsible for ensuring compliance by local employers of their Income Tax PAYE
and Social Insurance Contributions obligations. The work undertaken by the section
includes identifying and chasing companies that are not complying with their
obligations under the provisions of the law. The Commissioner confirmed that there
had been a noticeable improvement in compliance and he is of the view that the
creation of this section is a contributing factor in the increase in the revenue yield.

3.1.37 It is evident that noticeable improvements have been made by the Income Tax
Office in their endeavour to control and reduce Income Tax PAYE and Social
Insurance Contributions arrears. During the tax year 2009-10, the Compliance and
Enforcement Section issued 179 7-day PAYE notice letters. A further 109 7-day
PAYE notice letters and 221 P8 PAYE notices for the tax year 2009-10 had been
issued up to 11 February 2011. Additionally, 17 summonses were issued during the
tax year 2010-11 up to 14 February 2011 and 30 summonses were in the process of
being issued.

3.1.38 General - Notwithstanding the current level of arrears under his responsibility,
the Commissioner of Income Tax’s efforts and progress over the past years in tackling
issues related to compliance, enforcement and debt recovery in the various areas under
his responsibility, have been noticeable. However, as | have previously stated it is
important that the momentum is maintained and in some areas further developed in
order to reduce the excessive level of Income Tax and Social Insurance arrears.
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Treasury

3.2.1 General Rates and Salt Water Charges Arrears - Arrears of General Rates and
Salt Water Charges stood at £3.83m on 31 March 2010, a decrease of £1.15m
compared with the previous financial year’s arrears figure of £4.98m. However, there
was an effective increase in arrears during the financial year of £0.27m, due to a total
of £1.42m having been written-off during the financial year 2009-10 of debts deemed
irrecoverable. The arrears position as at 31 December 2010 increased from 31 March
2010 by £0.41m to £4.24m, however, again as a result of £0.16m having been written-
off during the period 1 April 2010 to 31 December 2010 there was an effective
increase of £0.57m in arrears. Penalties raised for the non-payment of accounts in
accordance with section 277(2) of the Public Health Act stood at £1.50m as at 31
December 2010 equating to 35.4% of the total debt.

3.2.2 1, once again, need to express my concern that the overall high arrears position
will not improve unless effective recovery action is taken on:

e Arrears becoming irrecoverable from tenants and no action having been taken to
recover debts from landlords through the application of Section 272A of the
Public Health Act as approval for the said application has still not been granted.
On 31 December 2010 there were 43 accounts with arrears amounting to £0.13m
falling under this category out of which 4 were inactive;

e Arrears for which the Court has granted an Order to Pay. This course of action is
ineffective, as the execution of such Orders against debtors is not proceeded with
either because in the case of limited liability companies the process of liquidation
or receivership has been commenced or in other cases because no approval is
granted for the execution of distress warrants. On 31 December 2010 there were
253 such accounts with arrears amounting to £2.08m of which 18 were inactive.
The year-on-year position deteriorated by an increase of 29 accounts and £0.77m;

e Arrears in respect of a few accounts with relatively large debts, where
longstanding requests by Land Property Services (LPS) for authority to initiate
legal action continues to be withheld. On 31 December 2010 there was 1 debtor
with 3 accounts falling under this category and the arrears stood at £0.04m, of
which £0.02m was statute-barred,

e Arrears in respect of 36 inactive accounts on 31 December 2010 that were statute-
barred and irrecoverable stood at £0.08m, inclusive of the sum reported in the
third bullet point above; and

e Arrears due by 59 accounts amounting to £0.06m on 31 December 2010 were
listed as awaiting legal action.

3.2.3 As | have explained in previous reports, the Accountant General received
approval on 26 November 2009 to grant LPS authority to execute Orders to Pay
against recalcitrant rates debtors. Legal procedures were established in June 2010 and
guidelines drawn up to be followed by LPS to enforce the Orders to Pay. However,
final approval for the enforcement of Orders to Pay was still in the process of being
granted.

3.2.4 On 31 December 2010 LPS was administering 142 repayment agreements with
outstanding debts amounting to £0.35m, of which 101 referred to domestic accounts
and the remaining 41 were commercial accounts. Of these, 22 cases were in default,
of which 9 were domestic accounts and 13 were commercial accounts. All 22 debtors
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had either been sent reminders to pay or issued with Court summonses.

3.25 As at 31 December 2010 a total of 75 summonses amounting to £0.20m had
been approved by the Accountant General of which 41 summonses had been passed to
and served by the Magistrates’ Court. A second summons had been issued on 5
accounts after the first summonses were issued.

3.2.6 Ground and Sundry Rents Arrears - The amount outstanding in respect of
Ground and Sundry Rents as at 31 March 2010 stood at £1.08m, an increase of £0.02m
compared with the previous year’s figure of £1.06m. However, as a total of £0.05m
was written-off during the financial year 2009-10, the effective increase in arrears was
therefore £0.07m. On 31 December 2010, arrears had slightly increased by £0.03m to
£1.11m.

3.2.7 An examination of the Ground and Sundry Rents arrears records showed that
on 31 December 2010, £0.82m (73.9%) of the total arrears figure of £1.11m was owed
by a group of 58 tenants owing sums in excess of £5k, out of 934 tenants in arrears on
that date. An aged debt analysis as at 16 February 2011 revealed that 74% of the total
debt was over 360 days old, whilst 13% of the total debt was less than 90 days old.

3.2.8 A follow-up review carried out on 22 February 2011 of 37 of the 42 tenants
holding residential accounts and 15 tenants holding commercial accounts, mentioned
in paragraph 3.2.8 of last year’s report, that had been referred to the Accountant
General for the initiation of legal action on 18 July 2006 and 4 August 2006, revealed
that:

e Of the 10 tenants with residential accounts who had fully paid as at the last review
on 19 January 2010, 4 had defaulted in subsequent invoices of which, 3 tenants
were 1 year in arrears;

e Of the remaining 27 tenants with residential accounts, 16 tenants had increased
the outstanding amount due, 1 tenant had reduced the amount owed, 4 tenants had
fully settled their debts and 6 accounts had remained the same. However, no legal
action had been taken against any of the above-mentioned tenants;

e Of the 16 tenants who had increased their outstanding amounts, 3 were currently
in dispute with LPS; 6 tenants had pending issues and the remaining 7 had not
been chased because they owe less than £1Kk;

e Of the 6 tenants whose debts had remained the same, no further action had been
taken by LPS to recover the debts;

e Of the 15 tenants holding commercial accounts, 5 tenants had increased the
outstanding amount of their debts, 6 tenants had fully settled the arrears and 4
tenants had paid part of the debt due; and

e Of the 5 tenants holding commercial accounts whose arrears had increased, LPS
had sent a 14-day notice letter threatening legal action to 1 tenant but this was
ignored; 2 tenants had verbally agreed to settle all invoices due and are paying
regular instalments, 1 tenant was in dispute and the remaining tenant has been
threatened with repossession.

3.2.9 A sample of 15 tenants with debts over 90 days old were selected on 16
February 2011 to review LPS’s arrears recovery policy and procedures:

e 5 tenants had a pending issue with LPS;
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e A decision was pending to write-off the debts of 7 tenants; and

e 14-day notice letters had been sent to 3 tenants.

3.2.10 On 15 November 2010, 14-day notice letters were issued to residential and
commercial tenants owing rents in excess of £1k and with over 6 months of arrears.
However, this exercise is not carried out regularly because there is no follow-up legal
procedure to recover the arrears if tenants continue to default. Legal action is required
by either referring to Court or proceeding to forfeit leases and repossess premises after
having obtained the relevant legal advice.

3.2.11 LPS was not administering any repayment agreements.

3.2.12 The total amount of ground rent reductions received by private residential
estates during the financial year 2009-10, related 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. Amounts owed by
private housing estates pending rent reductions as at 31 March 2010 stood at £0.22m
and the amount due by these entities as at 31 December 2010 increased very slightly
by just under £2Kk.

3.2.13 Central Arrears Unit (CAU) - Notwithstanding the CAU’s monitoring and
supervisory role regarding the performance of the collection of public moneys and the
recovery of arrears of revenue due to the Government, a much greater effort is
required by departments to maintain effective monitoring and systematic follow-up
action in respect of the collection of moneys under their responsibility, if arrears
generally are to be brought under control.

3.2.14 Gibraltar Coinage — Circulating Coins - The value of Gibraltar circulating
coins at the end of the financial year 2009-10 stood at £8.08m, compared to £7.43m at
the end of the previous financial year, an increase of £0.65m. The Gibraltar
circulating coins figure by denomination as at 31 March 2010 is shown in Figure 17:

Coainsin Circulation Value
10,063 x £5 £50,265.00
130,115 x £2 £260,230.00

5,465,429 x £1 £5,465,429.00

1,319,109 x 50p £659,554.50

3,340,258 x 20p £668,051.60

4,559,451 x 10p £455,945.10

6,706,545 x 5p £335,327.25

4,199,357 x 2p £83,987.14

10,362,133 x 1p £103,621.33

£8,082,410.92

3.2.15 Sales of Gibraltar commemorative coins to collectors during the financial year
2009-10 were £13,149 by Gibraltar Philatelic Bureau Limited and £9,413 by the
Treasury Department.
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3.2.16 Royalties on Coin Sales - Royalties received from the sale of Gibraltar
commemorative coins during the last five years are shown in Figure 18:

Financial Royalties Received
Y ear by Government
2005/06 £267,005
2006/07 £224,436
2007/08 £128,035
2008/09 £179,141
2009/10 £41,826

3.2.17 The decrease in royalties is mainly attributable to a reduction in the number of
new issues of commemorative coins. The other factor being that the percentage of
sales payable to the Government has been affected by increases in costs to the mint as
a result of rises in the price of base and precious metals used in the manufacture of the
coins.

Human Resources

3.3.1 Management of Leave in Government Departments - In paragraph 3.3.1 of last
year’s report, | explained that on 16 October 2009 the Human Resources Manager
informed me that the exercise of meeting with representatives from all government
departments to advise on all management of leave issues had been completed with all
but two of the departments, whose officers had been unable to attend the sessions
allocated due to work constraints.

3.3.2 On 17 January 2011, | asked the Human Resources Manager whether all
departments had now attended the sessions for the purpose of advising them on how to
properly maintain and manage leave records.

3.3.3 In the same letter, 1 pointed out that audit inspections regarding the
management and maintenance of leave records of the departments listed hereunder
were clearly well below acceptable standards and, in my view, not receiving the
necessary attention and importance that was required:

e Transport — Vehicle, Traffic and Public Transport;
e Customs;

e Family and Community Affairs;

e Housing — Administration; and

e Youth.

3.3.4 | informed the Human Resources Manager that in the case of the Department
of Education and Training, notwithstanding the number of errors found during the
audit inspection exercise, an improvement had been noted in the management and
maintenance of leave records.

3.3.5 1 also asked the Human Resources Manager for an update regarding the review
of General Orders with a view to introduce a new Public Service Code.

37



3.3.6 The Human Resources Manager responded on 28 February 2011 to inform me
that in both areas the position remained the same as | had been previously advised.

3.3.7 Sckness Absence in Government Departments, Satutory Authorities and
Agencies - In paragraph 3.3.3 of last year’s report | explained that the Human
Resources Manager informed me on 6 November 2009 that he would be taking up the
matter regarding organising a government-wide course on managing absenteeism with
the Director of Education and Training. On 23 June 2010, the Human Resources
Manager explained that the issue of sickness absence had been discussed intensely and
that an unsatisfactory attendance procedure, which would address sickness levels and
absenteeism, was being considered and when implemented, arrangements would be
made to train line managers throughout the Civil Service on its application. On 17
January 2011, I asked the Human Resources Manager for an update regarding the
introduction of the unsatisfactory attendance procedure. The Human Resources
Manager explained that an unsatisfactory attendance procedure had been discussed
intensely as part of the Forum for Public Sector Strategic Issues and that the Forum
was presently assessing the substantial information presented to it.

3.3.8 Pensionable Offices and Pensionable Allowances - On 12 December 2005, I
wrote to the Human Resources Manager explaining that there were numerous
pensionable posts and pensionable allowances that had not been declared pensionable
in accordance with the provisions of Section 2 of the Pensions Ordinance (now Act).
In those instances where officers had retired from a post not yet declared pensionable,
the view had been taken, and accepted by my predecessor and subsequently by me,
that the pension award be processed and not delayed unduly because of the anomalous
situation, on the strict premise that these posts and allowances be declared pensionable
without further delay. |, therefore, requested the Human Resources Manager to carry
out the necessary amendments to the law in order to rectify the situation affecting not
only officers who had already retired but also officers who would be retiring in the
future under the same circumstances.

3.3.9 On 7 February 2006, the Human Resources Manager confirmed to me that the
matter was receiving attention and that he would be in a position to complete the
exercise within a short timescale. On 23 June 2006, the Human Resources Manager
confirmed that an updated list of pensionable offices had been completed and that the
list of pensionable allowances would be completed shortly. After numerous
amendments to the list of pensionable posts and drafts of the Pensionable Offices
Notice, | wrote to the Human Resources Manager on 9 February 2010 requesting an
update on both the Pensionable Offices Notice and the Pensions (Allowances) Notice.
Despite four reminders, at the close of this report, I had still not received a reply.

3.3.10 Over five years have now elapsed since my first contact with the Human
Resources Manager and the proposed amended Pensionable Offices Notice and the
Pensions (Allowances) Notice have still not been passed.

3.3.11 Pensions and Gratuities - By agreement, all pensions and gratuities awarded
under the provisions of the Pensions Act are pre-audited by the Gibraltar Audit Office.

3.3.12 In the financial year 2009-10, 84 pension awards, excluding revised pensions,
were submitted for audit examination. Of these, 28 (33.3%) were found to contain
errors/discrepancies and were referred back to the Human Resources Department or
the Treasury Department for correction prior to certification. A total of 91 gratuities
were awarded during the financial year 2009-10 of which 83 related to commutation
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on pension awards, 6 were gratuities paid on resignation from the Government
Service, 1 was paid on termination of service in the public interest and 1 was paid to
the next-of-kin of an officer who had died in service. Expenditure on gratuity
payments under the Pensions Act for the financial year ended 31 March 2010 was
£5.16m compared to £3.98m during the financial year 2008-009.

3.3.13 A total of 40 pension awards were submitted for audit examination during the
financial year 2009-10 in respect of officers who qualified for a pension on retirement
under the existing provisions of the Pensions Act and were eligible to be granted an
up-rating of existing pensions taking into account all periods of public service
irrespective of any breaks in service.

3.3.14 Expenditure on pension payments for the financial year 2009-10 stood at
£18.16m compared to £17.08m during the previous financial year. The rise of £1.08m
(6.3%) is accounted for by a cost of living increase of 2.6% applied to pensions on 1
July 2009, by a net increase of 29 pensioners during the financial year 2009-10 and by
additional expenditure on pensions incurred due to the amendment to the legislation
referred to in paragraph 3.3.13.

3.3.15 Under the Widows’ and Orphans’ Pensions Act (WOP’s), 1 new pension
award was made during the financial year 2009-10, compared to 2 pension awards
during the previous financial year. Expenditure on WOP’s pension payments for the
financial year 2009-10 was £0.22m, the same as in the previous financial year. There
was an annual cost of living increase of 2.6% applied to WOP’s pensions on 1 July
2009.

3.3.16 During the financial year 2009-10, 1 pension award was made to a former
government employee. Expenditure on pension payments to former government
employees for the financial year 2009-10 stood at £0.11m, whereas £0.09m was paid
in the previous financial year. The annual cost of living increase applied to pensions
on 1 July 2009 was 2.6%. The gratuity payment relating to the commutation on the
pension award amounted to £0.03m, compared to £0.01m during the previous financial
year.

Housing - Administration

3.4.1 House Rents — Annual Reconciliation Statement - House Rents arrears stood at
£3.54m on 31 March 2010, an increase of £0.08m compared with the previous
financial year’s total arrears of £3.46m.

3.4.2 An examination of the House Rents reconciliation statement for the financial
year 2009-10 revealed the following discrepancies:

e The figure for government payroll deductions brought to light a difference of
£38,379 compared with the Treasury’s figure;

e Adjustments in connection with General Rates and Salt Water Charges showed a
difference of £59,904 against the corresponding Treasury figure; and

e Arrears recovered through the Court of First Instance in the year under review,
amounting to £250, was not included in the reconciliation statement.

3.4.3 | am glad to note that the House Rents figure for cash collected balanced with
the Treasury figure during the financial year under review. However, | must, once
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again, stress that the above-mentioned differences are mainly as a result of the
department’s continued failure, now for many years, to reconcile the department’s
related accounting adjustments with the Treasury records.

3.4.4 House Rents Arrears - Figure 19 shows the House Rents arrears position as at
the end of the last eight financial year to 31 March 2010, after removing the sum of
£394,969 written-off during the financial year 2005-06.

Financial House Y ear-on-Y ear
Year-End RentsOwing % Increase/(Decrease)
31/03/2003 £2,294,126 -

31/03/2004 £2,674,194 16.57%
31/03/2005 £2,934,816 9.75%
31/03/2006 £3,134,145 6.79%
31/03/2007 £3,259,862 4.01%
31/03/2008 £3,508,556 7.63%
31/03/2009 £3,460,915 (1.36%)
31/03/2010 £3,536,299 2.18%

3.4.5 There was a slight deterioration in the House Rents arrears position as at 31
March 2010 compared to the previous financial year. Notwithstanding the Principal
Secretary, Housing’s (Principal Housing Officer) comments highlighted in paragraph
3.4.5 of last year’s report, he is now of the opinion that the impact of the introduction
of the monthly billing system in January 2009 seems to have declined over time. He
further explained that despite the efforts made in working on existing arrears
agreements and defaulters the decline in arrears has not been completely halted. The
Principal Housing Officer also informed me that the judicial proceedings were proving
a lengthy process and that three cases heard in Court had in general proved to have no
higher probability of recovering the debts. However, he expressed his intention to
reactivate the arrears interviews, focusing on those tenants who have not entered into
repayment agreements.

3.4.6 A review was performed by the Housing Department during November 2010
of the letters sent to 244 agreement defaulters on 30 April 2009 and another batch of
221 letters sent on 23 October 2009, mentioned in paragraph 3.4.6 of last year’s report,
to determine whether these tenants were still honouring their agreements. However,
the conclusions of this exercise were unavailable at the close of this report.

3.4.7 The Housing Department issued 23 final letters, delivered by hand, during June
2010 to some of the highest debtors, advising them that failure to enter into a
repayment agreement would result in legal proceedings being instituted. The results
were as follows:

e 5 tenants had entered into repayment agreements;
e legal action was being considered against 7 tenants;
e 4 tenants were to be followed-up via the Small Claims Court;

o rent relief was assessed on 6 social cases, 2 of these were paying towards arrears,
2 were currently defaulting on their arrears payments and a further 2 were in the
process of being assessed; and
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e 1 tenant was up-to-date on the repayment agreement.

3.4.8 During the past year, the Housing Department performed a follow-up exercise
to assess the current status of a similar exercise carried out during the previous year
and mentioned in paragraph 3.4.7 of last year’s report. The results of which were as
follows:

e 6 tenants had entered into repayment agreements of which 1 was currently in
default;

¢ 3 tenants who had undergone legal action received judgement orders for payment,
2 of these were defaulting in their orders to pay;

e 3tenants had still not collected their letters;
e 1 tenant was disputing the amount of arrears;
e 1 social case was being assessed for rent relief but was found not to be eligible;

e 1 tenant was in the process of being contacted to enter into a repayment agreement
due to a change in circumstances; and

e 1 tenant’s record could not be found.

3.4.9 An examination of the accounts of tenants with an outstanding balance over
£1k as at 14 February 2011 revealed that the top 30 debtors, collectively owing a
staggering £395,266, had balances ranging between £10k and £21k and are categorised
as follows:

e 16 of the 30 tenants had entered into repayment agreements, of which 5 had
recently made payments towards their debts. However, 11 tenants had defaulted,
of which 6 will, in due course, be dealt with through the Courts, 4 tenants had
entered into a new repayment agreement and 1 was disputing the arrears amount;

¢ the department was encountering difficulties in pursuing the recovery of arrears of
11 tenants, of which 3 were being considered for legal action, 1 will in due course
be summonsed, 6 are social cases and 1 was disputing the arrears amount;

e 1 tenant was under review; and

e 2 tenants could not be located.

3.4.10 An examination of House Rents arrears owed by government employees was
carried out by the Housing Department during the period May 2010 to October 2010
and letters were issued to 38 government officers, offering them the facility to enter
into an agreement for the repayment of outstanding debts. The employees were also
made aware of the Housing Department’s intention to enter into the process of serving
employers with directions for the recovery of judgement debts in accordance with the
provisions of Section 13 of the Housing Act, 2007, should they continue to fail in their
repayment of House Rents arrears. At the close of this report replies to these letters
were still being received.

3.4.11 Notwithstanding the recent efforts, I am still very concerned at the weak
recovery action over many years and the lack of regular follow-up of tenants who do
not comply with the terms and conditions of their respective arrears repayment
agreements, which has contributed to the excessively high level of House Rents
arrears.
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3.4.12 | explained in paragraph 3.4.9 of last year’s report that | had requested the
Principal Housing Officer principally on the arrears of “former tenants” totalling
£365,561. In his reply dated 16 February 2011, the Principal Housing Officer
explained that the Financial Secretary required further information before authority to
write-off the amount of £85,848, pertaining to deceased tenants deemed irrecoverable,
could be considered. He also informed me that work was still being carried out on
identifying other categories of “former tenants”.

3.4.13 Unoccupied Government Housing - The value of rents of unoccupied
government housing for the financial year 2009-10, according to the department’s
records, stood at £84,410 (representing 2.1% of the Rent Roll total), an increase of
£8,943 from the previous year’s value, which stood at £75,467. The Voids List for
week commencing 17 January 2011 showed that 202 of the properties in the Rent Roll
were on that date classified as voids, compared to 126 for week commencing 22
February 2010. Of the Voids List for week commencing 17 January 2011, 97
properties remained vacant for periods of less than 20 weeks, 22 remained vacant for
periods between 20 weeks and a year and 83 for over a year.

3.4.14 Audit Inspection - An audit inspection of the Housing Department to June 2010
brought to light observations in accounting systems and procedures, internal controls
and regulatory issues for which | sought to write on 30 September 2010 to the
Principal Housing Officer who duly responded on 23 February 2011. | hereunder
draw attention to matters that | considered of greater significance, together with the
Principal Housing Officer’s views and comments, where provided.

3.4.15 House Rents - | informed the Principal Housing Officer that only 4 of the 19
properties selected from the department’s property stock register could be tested
because 15 properties did not have the rates of rent and rates figures in the rent
collection database, from which the total rental value figure can be computed.

3.4.16 A further test using the properties’ revised floor areas from the asset register
database and the rent collection database to compare the current rent with the revised
rent revealed that out of the 19 properties only 10 had the revised asset register details
recorded in the rent collection database and were able to be examined. The test
revealed that 9 out of the 10 properties were found to have differences in the monthly
rental values and the 10™ property had a floor area difference between the asset
register and the rent collection database. In addition, it was established that the rates
of rent and rates of 738 properties had not been entered into the rent collection
database and hence the rent was being calculated using the old rental value figures
originally entered in the database.

3.4.17 1 informed the Principal Housing Officer that notwithstanding the fact that the
property details were being updated in the asset register database, the department had
not yet applied the revised asset register data to any of the properties’ rental values.
The Principal Housing Officer explained that until the asset register assessments are
implemented the rent collection errors could not be amended and hence discrepancies
identified are being recorded on a separate database.

3.4.18 Rent Relief - | explained to the Principal Housing Officer that two cases were
found from a small sample where tenants were receiving extra rent relief for children
when they had not been declared in the “application for review of rent relief” forms. It
transpired that the Rent Relief Section were not informing the Allocations Section of
any changes in the household composition, so that the allocations system could be
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amended accordingly. | expressed concern that historical data appeared was being
used with no regard to any new relevant information and recommended that a
procedure be implemented whereby rent relief be calculated using the variables
entered exclusively by the Rent Relief Section provided in the application forms. The
Principal Housing Officer confirmed that the rent relief officer was now liaising with
the Allocation Section to follow-up anomalies in household composition.

3.4.19 Data Quality - A review in 2006 regarding the management arrangements to
secure data quality by government departments had exposed areas of concern in the
Housing Department. This entailed a relatively high number of errors identified in
connection with data use, together with no data validation, which revealed a number of
errors in the records checked. | informed the Principal Housing Officer that an update
of particular elements of this review was carried out during July 2010 and out of a
sample of ten waiting list applications selected and agreed to the allocations database,
five were found to have errors in the number of points awarded. The Principal
Housing Officer limited his response by informing me that the relevant files had been
corrected.

3.4.20 Housing Estates Lifts Maintenance Contract - | informed the Principal
Housing Officer that a review of payments made to the lifts maintenance contractor
revealed that VAT (Value Added Tax) on the value of goods and services expended in
Gibraltar had been included in the payments. | recommended to the Principal Housing
Officer that invoices should be closely examined before payment to ensure that
invoices are correct. The Principal Housing Officer confirmed that invoices containing
VAT were now checked prior to payments being processed.

3.4.21 Examination of Payments - | informed the Principal Housing Officer that an
examination of a sample of payments effected by the department with a view to verify
the adequacy regarding the preparation, maintenance and compliance with relevant
government instructions and proper charge to Government expenditure revealed a
number of inconsistencies. These mainly related to expenditure charged to wrong
allocations, one case where, in my opinion, the expense was not a proper charge to
public expenditure, relevant government instructions not properly complied with and
purchases of office furniture and equipment not recorded in the pertinent inventory
registers. The Principal Housing Officer restricted his comments to the effect that the
audit findings had been noted and corrected where necessary.

3.4.22 Maintenance of Leave Records - | explained to the Principal Housing Officer
that an examination of leave records revealed that all files sampled had numerous
discrepancies. | informed the Principal Housing Officer that, as reported during the
previous audit inspection, the examination demonstrated, once again, that the
management and maintenance of leave records was clearly well below acceptable
standards and | was of the opinion that this area of work was not receiving the
attention or the importance that it required.

3.4.23 Substitution/Leave Exercise - An exercise matching the absences of officers
due to annual, sick and special leave and substitution duties, from substitution
application forms against officers’ annual, sick and special leave and substitution
records revealed multiple inconsistencies. | informed the Principal Housing Officer
that the high number of inconsistencies demonstrated that not enough care was being
exercised in the substitution process and that it was imperative for substitution
application forms to be properly checked and not signed as checked until they had
been agreed with the officers’ relevant leave records. The Principal Housing Officer
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informed me that officers had been notified of the discrepancies and instructions
issued to relevant officers to closely check substitution forms prior to processing.

3.4.24 Office Inventory - | informed the Principal Housing Officer that the
departmental office inventory record had not been updated since February 2009.

3.4.25 Telephone Usage - | explained to the Principal Housing Officer that an
exercise of the departmental telephone external usage revealed that, as previously
reported, a number of telephones had very low or no external line usage at all during
the period under review and | recommended that if these telephone lines were not
required they should be disconnected. The Principal Housing Officer confirmed that
telephones with low usage were required for operational reasons.

3.4.26 | notified the Principal Housing Officer that a review of the department’s
telephone usage had established high external usage in a number of landline and
mobile telephones and that the main contributor was the high number of international
calls, with thirty-six landlines having international call usage in the 12-month period
selected. | explained to him that most international calls were to UK and Spanish
mobile telephones, which are substantially more expensive than landline calls. |
further explained to him that if there was a requirement for the high level of usage on
the mobile phones, then the rental options available should be reviewed to offer
cheaper rate calls.

3.4.27 1 informed the Principal Housing Officer that the use of landline and mobile
telephones, both for local and international calls, should be very closely monitored and
controlled to minimise the possibility of inappropriate use and that all landlines having
international access should be reviewed in order to bar those that are not required.

3.4.28 The Principal Housing Officer explained that an internal review had
established the justification for the high usage and international calls to Spanish
mobiles from certain telephones due to operational reasons. However, he confirmed
that instructions were issued to a number of users regarding the improper and
unjustified high usage and he further instructed the international barring of most of
these telephone lines.

Housing - Buildings and Works

3.5.1 A number of observations were noted during an audit inspection carried out in
the Housing - Buildings and Works Department to April 2009. | wrote to the Principal
Housing Officer on 5 February 2010 requesting his views and comments on the
findings. | hereunder draw attention to the areas | considered of importance together
with the Chief Executive’s, Buildings and Works comments, who replied on 21 June
2010 on behalf of the Principal Housing Officer.

3.5.2 Tender Thresholds - In paragraph 3.5.9 of my report on the annual accounts for
the financial year 2006-07 | explained that | had informed the Principal Housing
Officer that tender thresholds for the performance of any works had increased to £15k
with effect from 12 February 2007. But that this limit had a proviso that selective
tendering be performed by the Ministry for Housing for works estimated to cost
between £5,000 and £14,999 with quarterly reports to be submitted to the Procurement
Office detailing the cost involved and the reason for selecting a particular contractor.
In my audit inspection letter of 5 February 2010, | informed the Principal Housing
Officer that the department had not adhered to the selective tendering process on a
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substantial number of works nor submitted the quarterly reports of works
commissioned to the Procurement Office.

3.5.3 The Chief Executive explained that tender procedures are adhered to as closely
as practicably possible but there were specific instances when it had been impractical
to follow the procedures for various reasons, mainly because in specialist jobs there
are normally a very limited number of contractors available in the local market
qualified to undertake such works. He also explained that in emergencies, there was
no option but to engage the contractor that responded quickest to avert major
complications. However, he agreed with my suggestion to document instances that
departed from the established procedure, detailing the circumstances warranting such
action. He informed me that there had been a procedural oversight in not submitting
the quarterly reports to the Procurement Office and that the process would be
reactivated.

3.5.4 1 also notified the Principal Housing Officer that a review of expenditure of
works during three financial years revealed a number of companies that had been
awarded works by the department and not by the Procurement Office, which exceeded
the £15k tender threshold, and were not in the Approved Contractors List. The Chief
Executive confirmed that representations would be made to include companies used in
the Approved Contractors List.

3.5.,5 Sores— Ragged Saff Sore - | explained to the Principal Housing Officer that
at the time of the audit inspection there was a considerable backlog of stores issue
vouchers dating to April 2008 that had not been updated in the respective bin cards. In
his reply, the Chief Executive informed me that the backlog was a reflection of the
inadequate, now defunct, manual bin card system. 1 also notified the Principal
Housing Officer that only one of the items selected in the stock check tallied between
the bin cards, the physical stock and the computer stock record, after taking into
account the backlog of stores issue vouchers, which had not been entered in the
respective bin cards. Furthermore, I informed him that only three items selected agreed
between the bin cards and the physical stock, two items had negative balances in the
bin cards and another two items had negative balances in the computer stock record.

3.5.6 Sores—North Store - | explained to the Principal Housing Officer that none of
the items selected in the stock check tallied between the bin cards, the physical stock
and the computer stock record. Furthermore, | informed him that only six items
selected agreed between the bin cards and the physical stock and one item had a
negative balance in the computer stock record.

3.5.7 The Chief Executive explained that a comprehensive write-off request
comprising all discrepancies found in both the Ragged Staff and North stores
immediately prior to the implementation of the computerised system was being
compiled.

3.5.8 Protective Clothing - | informed the Principal Housing Officer that none of the
items selected in the stock check tallied between the bin cards, the physical stock and
the computer stock record and that an examination of a sample of bin cards compared
against the entitlement allowance revealed a number of inconsistencies. The Chief
Executive confirmed that he proposed to assess the current system in order to improve
controls.
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3.5.9 Bonus Incentive Scheme - | explained to the Principal Housing Officer that an
exercise regarding labour costs in the Bonus Incentive Scheme revealed that 60% of
completed jobs during the financial year 2007-08 and 76% of completed jobs during
the financial year 2008-09 had a difference of over 40% savings between the estimated
and actual labour costs. In addition, only 19% and 13% of jobs completed during the
financial years 2007-08 and 2008-09 respectively did not attract bonus payments. As a
result of these findings, I informed the Principal Housing Officer that | was still of the
opinion, as | had expressed in my previous audit inspection report, that there appeared
to be an anomaly in the way estimated labour hours were being prepared and enquired
whether estimates had been investigated to consider their accuracy and reasonableness.
| also asked the Principal Housing Officer whether independent checks were carried
out on estimates that had achieved high savings.

3.5.10 The Chief Executive explained that in principle he agreed with my concern and
as a result commissioned an independent check from two sources of a sample of works
orders compared to the standard schedule of rates commonly used by the building
industry and to current local market rates in order to determine whether the estimates
were sound. Notwithstanding that the results from both exercises were inconclusive, as
the estimates sampled appeared to be competitive compared to the building industry
open market estimates, the Chief Executive expressed concern on a number of areas,
which needed addressing. These ranged from revising the outdated unit rates,
expanding the existing set of unit rates to cover all trades and jobs and revise the
existing estimating computer program. He also explained a number of anomalies in
the current estimating procedure, which needed updating and uniformly applied, and
thus would end the current variables and bring a certain degree of accuracy to the
estimates. Notwithstanding his explanation, the Chief Executive attributed the savings
mainly to the non-adherence to the scope of the works; a reduction of quality and
standards in favour of speed; and job hours not accurately logged to the job records.

3.5.11 | explained to the Principal Housing Officer that 50% of the jobs sampled did
not have estimates prepared in respect of labour costs, of which in 70% of the cases
the actual labour costs were in excess of £300, and two of these had more than £2,000
actual labour costs.

3.5.12 1 also mentioned to the Principal Housing Officer that nineteen employees had
received bonus payments in excess of the 43% of their annual salaries/wages cap
during the financial year 2007-08 and for the period ending of December 2008. The
Chief Executive explained that the Housing Ministry had issued a modification to the
agreed Bonus Incentive Scheme capping for a provisional and exceptional increase of
the bonus capping to 53% of annual salaries/wages in recognition of the excellent
productivity levels achieved by certain operatives who had already reached the 43%
cap.

3.5.13 Lastly, I informed the Principal Housing Officer that 58% of the jobs sampled
did not have estimates prepared in respect of materials purchased, of which in 71% of
the jobs the actual cost of materials were in excess of £500 and in two of these cases
the cost of the materials purchased exceeded £1,700 and £4,700 respectively.

3.5.14 Hire of Scaffolding - | informed the Principal Housing Officer that a sample
examination of the cost of hiring scaffolding revealed that in some instances scaffolds
had not been dismantled soon after works had been completed thereby accruing extra
costs. 1 also explained to him that considering the number of works requiring
scaffolds, consideration should be given to purchasing scaffolding.
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3.5.15 Notwithstanding the technical and safety reasons why scaffolding is not always
dismantled immediately, the Chief Executive agreed that there had been instances
where scaffolding had remained erected longer than necessary. He further explained
that the department had purchased small amounts of scaffolding in the past but storage
constraints and lack of qualified staff to erect complex and extensive set-ups made
further purchases redundant. However, to improve control in this area and avoid
unnecessary expenditure the responsibility of the management of scaffolding had been
placed on the Health and Safety Monitor.

3.5.16 Telephone Usage - | recommended to the Principal Housing Officer that
regular reviews be conducted on the rental options of the department’s mobile
telephones in order to ensure that the most cost effective rental options available are
received, as it appeared that a number of mobile telephones were not receiving the best
mobile rental option. The Chief Executive confirmed that the subscription option
changes had been effected to one of the mobile telephones highlighted in the audit
inspection report. However, he explained that he was averse in changing the option in
one mobile telephone as the user had been advised that the usage had seemed
excessive,

3.5.17 I informed the Principal Housing Officer that | was concerned that a review of
the department's telephone expenditure revealed relatively high usage in a number of
landline and mobile telephones. | recommended that the use of landline and, in
particular, mobile telephones both for local and international calls be closely
monitored and controlled to minimise the possibility of inappropriate use. The Chief
Executive informed me that the department produced detailed monthly telephone
rental/usage reports to monitor, control and minimise usage and that an analysis of
telephone usage conducted for the financial year 2009-2010 revealed a considerable
reduction in usage for most of the lines highlighted in the audit inspection report.

3.5.18 Lastly, | explained to the Principal Housing Officer that a review of the
department's telephones revealed that a vast number of telephone numbers had no
usage in the months sampled and I, therefore, suggested to him that the department’s
telephone lines be periodically checked to ensure that they are required and those that
are not should be disconnected. The Chief Executive explained that as a result of the
audit inspection findings two telephone lines had been disconnected and the remainder
are assigned to specific and dedicated essential functions.

Education

3.6.1 | wrote to the Director of Education and Training on 8 June 2010 highlighting
the results of an audit review carried out up to May 2010 and hereunder draw attention
to areas | considered of greater significance. At the close of this report and despite
three reminders, the Director of Education and Training had not responded.

3.6.2 Maintenance of Leave Records - | explained to the Director that an
examination of leave records revealed a high number of multiple discrepancies in the
files sampled. However, | notified him that, notwithstanding the number of
inconsistencies found, there had been an improvement from the previous audit
findings in the way leave records are maintained.

3.6.3 Office Inventory - | informed the Director that at the time of the audit
inspection the departmental office inventory ledger was not up-to-date, only sixteen of
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the twenty-four rooms/offices were accounted for in the ledger and a very high
percentage of items physically tested did not agree with the ledger.

3.6.4 School Inventory - Again, | explained to the Director that a sample
examination of school inventory of a number of schools revealed that the inventory
ledgers in the majority of schools had not been updated and a very high percentage of
items physically tested did not agree with the respective ledgers.

3.6.5 Uniform Register - | informed the Director that an examination of items of
uniforms purchased during the period under review had not been recorded in the
uniform register. | also explained to him that the register did not contain a historical
account of purchases and issues, as input of issues of new items of uniform into the
system overwrote the previous entry recorded. | recommended to the Director that the
program needed to be modified in order that historical data be retained so that an
adequate audit trail could be maintained.

3.6.6 Sores - | explained to the Director that the position regarding the control of
stores remained unchanged from that reported in a previous audit inspection in April
2005. I informed him that his predecessor had issued a circular letter to all the schools
in August 2005 informing of correct procedure for recording and maintaining stores
and inventory records. However, | explained to him that despite the recommendations
and instructions circulated to the schools the correct procedures had not been adopted
by the schools, or monitored and adequately controlled by the main office, contrary to
the provisions of government instructions. | further informed him that an exercise
carried out on a sample of six schools to determine the adequacy of the control of the
receipt, custody and issue of stores items revealed that none of the schools tested held
adequate records.

3.6.7 Non-Resident School Children Accounts - | notified the Director that six out of
a sample of seven non-resident school children accounts were found to have
discrepancies. | further informed him that the records kept by the department to record
information and to account for the payment of non-resident school fees were not
entirely adequate and did not provide for the proper management and monitoring of
students’ non-resident school fees.

3.6.8 | also mentioned to the Director that the position regarding the debts owed in
respect of non-resident school children fees had deteriorated over the past three
financial years despite a departmental policy, whereby the school term fee was
required to be paid prior to the commencement of the school term. | informed him
that the policy was only firmly applied in the first term of the school year and did not
appear to be strictly enforced on the subsequent two terms.

3.6.9 Scholarship Accounts - A sample examination of scholarship files revealed
discrepancies in the awarding of access (additional) funds to students and I informed
the Director that there was a need to enforce stricter controls before granting these
additional funds to scholarship students. | also informed the Director that a sample
examination of scholarship debtors’ files revealed that in a number of cases important
information was missing; in two cases the calculation of the debts due were incorrect;
and in one case the instalment payment of the debt was recorded twice, therefore
erroneously reducing the balance due.

3.6.10 Scholarship Debts - | expressed my concern to the Director regarding the
department’s weak debt recovery procedures in respect of scholarship debts, as a large
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number of debts would, with time, inevitably become statute-barred and hence
subsequently have to be written-off. | explained to him that no evidence was found in
a sample examination of debtors’ files of the department chasing the scholarship debts.
| also mentioned to him that there was no recourse to legal action either through the
Attorney General’s Chambers or through legal representation from the private sector
and explained that the option available to the department of using the Small Claims
Court for debts under £5k had not yet been initiated.

3.6.11 Electricity Consumption - | informed the Director that an analysis of the
schools electricity bills highlighted one school having very high consumption in
eleven out of fifty-one months examined. | particularly expressed concern with the
exorbitant consumption in one specific month.

3.6.12 Telephone Usage - Notwithstanding the explanations provided to the audit
examiners regarding the high external usage in a number of landline and mobile
telephones, | informed the Director that | was particularly concerned with the high
usage in one landline and one mobile telephone. I, therefore, recommended to him
that the use of landline and mobile telephones both for local and international call be
closely monitored to minimise the possibility of inappropriate use.

Customs

3.7.1 1 wrote to the Collector of Customs on 19 April 2010 highlighting a number of
observations noted during an audit inspection carried out in the Customs Department
to March 2010 and hereunder draw attention to the issues that | considered of greater
significance together with the Collector’s views and comments.

3.7.2 Entry Processing Unit (EPU) - I notified the Collector that a review regarding
the efficiency of the processing of entries in the EPU revealed delays in the processing
of imports affecting the timely collection of import duty. In his reply the Collector
confirmed that the approach being implemented once the new ASYCUDA system is in
operation, is for a selectivity procedure, based on sample testing depending on risk,
which will greatly ease the strain in the EPU’s workload.

3.7.3 Dishonoured Cheques - | explained to the Collector that an exercise to ensure
that dishonoured cheques amounts were recovered from importers revealed a high
number outstanding over three months, and that importers were not responding to
customs follow-up procedures. Notwithstanding the maintenance of a stop list for
defaulters, because of the backlog of entries the stop list system did not appear to be
working efficiently. Consequently, dishonoured cheques amounts are reversed against
the import duty receipts and hence the sum due is declared an arrear of revenue. In
paragraph 2.12.4 of this report, | have highlighted the extent of these arrears, which as
at 31 December 2010 stood at £741,390.

3.7.4 1 informed the Collector that in my opinion he should consider applying fines
in accordance with the provisions of Section 106 of the Imports & Exports Act or
institute legal action against those defaulting importers. The Collector noted my
concern and recommendation and explained that the new ASYCUDA system will
greatly reduce these issues, as declarations of prepayment account holders will be
rejected electronically if there are no funds in the account at the time of importation.

3.7.5 East Gate Barrier Entry Point - | notified the Collector of a weakness in the
control system regarding the possibility for the non-declaration of goods at the East
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Gate barrier entry point between office closing hours and closure of the frontier
commercial gate, allowing traders who do not cross their consignments into Gibraltar
during office hours to do so between these hours. The Collector confirmed that he had
re-introduced the presence of a customs officer at the barrier during the hours
mentioned in order to gauge incoming and outgoing traffic of a customs interest.

3.7.6 Transit Sheds - | explained to the Collector that because the number of
physical checks between manifests and the consignment of goods were restricted due
to lack of human resources, in my view documentary checks performed on manifests
became the only control to ascertain whether goods delivered to transit sheds had been
cleared. | informed him that a sample examination of manifests revealed that import
duty had not been paid on a number of manifests checked. | also notified him that
transit shed operators with a large volume of manifests had a lower number of
documentary checks in proportion to those with fewer manifests. The Collector
informed me that most of the manifests highlighted in the audit examination had been
cleared and that he had assigned an officer to investigate the remaining manifests. He
also confirmed that he was satisfied with the present documentary checks, considering
the large volume of manifests and the present staff levels, whereby the same number
of checks were afforded on all operators.

3.7.7 Temporary Imports - | informed the Collector that a review of the system in
place for the temporary importation of items by companies revealed that on leaving
Gibraltar after office hours, commercial vehicles normally handed the export licence
to a customs officer. However, this officer could not stamp the export licence, as he
did not see the vehicle leave Gibraltar through the commercial gates. 1 also explained
that there were occasions when the export licence had not been submitted at all and as
a result the customs officer was unaware that the temporary import had been exported,
requiring the chasing up of the local company concerned to submit the pertinent export
licence. The Collector confirmed that he had recently assigned an officer to the EPU
barrier to check and stamp export licences prior to the exportation of the goods.

3.7.8 | explained to the Collector that the audit inspection had noted a weakness in
the monitoring and control of expired export licences for temporary imports of goods,
which had not been exported and had neither renewed their applications nor paid the
import duty on the goods. In addition, the temporary importation record was not up-
to-date. I, therefore, informed the Collector that | was of the opinion that this area of
work was not receiving sufficient attention, resulting in the possible abuse of the
temporary importation system and possible loss of revenue due to the poor controls in
place. The Collector shared my concern and agreed to introduce an electronic database
to monitor outstanding temporary exportations.

3.7.9 Liquor and Other Licences - | informed the Collector that a substantial number
of establishments, some for several years, had not renewed their licences, relating to
liquor, full wine merchant, wholesale wine merchant, beer merchant and wine grocer,
and continued trading despite receiving numerous reminders. Notwithstanding the
non-payment of the licences, | informed him that none of the recalcitrant
establishments had been fined in accordance with the provisions of Section 44(2) of
the Licences and Fees Act nor legal action instituted. In his reply the Collector
expressed his concern and informed me that as a result of the audit findings he was in
the process, together with the Ministry for Enterprise, Development, Technology and
Transport, of submitting proposals to streamline the process in order to gain better
control over the issuing and payment of these licences.
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3.7.10 Telephone Usage - | informed the Collector that a review of the department's
telephone expenditure revealed slightly high usage in a number of landline and mobile
telephones and that a substantial number of landline telephones had international call
usage. I, therefore, recommended to him that the use of landline and, in particular,
mobile telephones both for local and international calls be closely monitored and
controlled to minimise the possibility of inappropriate use and that management
should consider whether all landlines with international access were required. The
Collector confirmed that telephone usage is monitored and that a consequent exercise
led to the barring of landlines that did not require international access.

3.7.11 Maintenance of Leave Records - | explained to the Collector that an
examination of the department’s annual and sick leave records revealed a very high
number of multiple discrepancies. I, therefore, informed the Collector that the findings
demonstrated that the management and maintenance of leave records was clearly
below acceptable standards and not receiving the necessary attention and importance
that it required.

3.7.12 In his reply, the Collector explained that he was very concerned with the audit
findings and hence had instructed the new officer responsible for the management and
maintenance of leave records to ensure that all leave records are properly recorded and
that appropriate training be provided. He further confirmed that all anomalies found
by the audit examiners had been amended.

3.7.13 Sckness Absence - A review carried out regarding the level of sickness absence
of officers in the department revealed slightly high average sickness absence levels
regarding customs officers and above average sickness absence levels in respect of
administrative officers. | explained to the Collector that an analysis of the cause of
sickness of a high number of officers with more than 100 sick days revealed mainly
serious illnesses and serious multiple ailments.

3.7.14 1 explained to the Collector that excessive sickness absence could have a
serious negative impact both on the cost and on the delivery of the service provided
and that the consequences of high absence levels could entail increased costs to the
department in terms of lower standards of service, disruptive working practices and
low morale. | further highlighted to him that notwithstanding the generally satisfactory
level of sickness absence, it was important to ensure the adoption of good practices in
sickness management to maintain sickness absence at an acceptable level. | explained
to him a number of effective initiatives that could be employed, if not already in
operation, as an aid to curb high levels of sickness absence.

3.7.15 The Collector informed me that a senior officer is tasked with monitoring the
department’s sickness levels and that the department had a “return to work interview”
procedure. He further explained that most of the recommendations highlighted in the
audit inspection report were already in practice.

Transport - Traffic

3.8.1 A number of observations were noted during an audit inspection carried out in
the Department of Transport — Vehicle, Traffic and Public Transport to December
2009 and | sought to write to the Principal Secretary, Enterprise, Development,
Technology and Transport on 26 April 2010 who duly provided me on 5 October 2010
with the Chief Motor Vehicle Examiner’s (Chief Examiner) reply. | hereunder draw
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attention to a number of areas that | considered of greater importance together with the
Chief Examiner’s views and comments, where provided.

3.8.2 Abolition of Motor Vehicle (Road Tax) Licence - In paragraph 3.9.1 of my
report on the annual accounts for the financial year 2007-08 and again in paragraphs
3.12.1 and 3.12.2 of last year’s report, | explained that following the abolition of the
Motor Vehicle (Road Tax) Licence in June 2007 Government was considering issuing
a substitute Motor Vehicle Licence disc. However, a number of technical issues
required further consideration before implementation. On 6 August 2009, the
Principal Secretary informed me that a Motor Vehicle Licence disc at no cost to the
public was to be issued and that the pertinent legislation would be amended
accordingly. | hence asked the Principal Secretary in my audit inspection
memorandum for an update on the matter.

3.8.3 In his reply, the Chief Examiner provided me with details regarding the
deadline on the changes to the Department of Transport’s computer program, on the
three pieces of legislation that were in the process of being drafted and the proposed
commencement date of the new system. However, he further stated that the whole
proposal was still being considered. Since the proposed commencement date was
approaching | once again wrote to the Principal Secretary on 18 January 2011 asking
him for an update. On 17 February 2011, the Principal Secretary informed me that it
had been decided, at present, not to proceed with the issue of a disc.

3.8.4 Roadworthiness System - A review of the system of roadworthiness certificates
revealed a significant weakness in that roadworthiness certificates could be printed and
issued without payment being made, by completely bypassing the manual aspects of
the system, i.e. the examiner simply printing a certificate. | recommended to the
Principal Secretary that a function be added to the current system whereby a certificate
printout is restricted to a receipt number being inputted by the cashier on receipt of
payment and that as an interim control measure, reconciliations between daily
certificates issued to related receipts be implemented.

3.8.5 The Chief Examiner confirmed that the recommendations would be
implemented. In addition, a small sample test of the computerised motor vehicle
records revealed three errors, which the Chief Examiner confirmed as a computer
system error that would be reported to the Information Technology and Logistics Unit
(IT&L).

3.8.6 Transport Commission - A review of the various types of licences under the
responsibility of the Transport Commission revealed that the computerised system did
not provide a list of expired Driving (Taxis, Coaches & Buses) licences or even those
that were about to fall due. | explained to the Principal Secretary that this was a
fundamental control function of the system and strongly recommended that IT&L be
requested to make this facility available in order to enable the identification and
follow-up of any type of licences for renewal. The Chief Examiner confirmed that the
facility had been requested from IT&L.

3.8.7 The audit examiners were informed that there was reason to believe that some
Public Service Vehicle licences temporary drivers were not paying the fee for the
amendment of a road service licence. | expressed my concern to the Principal
Secretary, since it not only implied that there were unregistered taxi drivers who were
not paying the amendment fee, but also that any income generated by such individuals
might not be declared to the Income Tax Office. | explained to him that this issue
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would persist as long as there was no means of obtaining concrete evidence to support
these claims. In his reply, the Chief Examiner stated that he had on numerous
occasions requested the re-establishment of the post of Transport Inspector.

3.8.8 Maintenance of Leave Records - An examination of leave records revealed that
all files sampled contained multiple discrepancies. | informed the Chief Examiner that
I was gravely concerned at the findings, which clearly demonstrated that the
management and maintenance of leave records was well below acceptable standards
and not receiving the necessary attention and importance that it required.

3.8.9 Substitution/Leave Exercise - An exercise carried out matching the absences of
officers due to annual, sick and special leave from substitution application forms
against officers’ annual, sick and special leave records revealed a number of
inconsistencies and as a result two officers were overpaid. The Chief Examiner
confirmed that the overpayments were in the process of being recovered.

3.8.10 In addition, it was noted that there was a general disregard in recording
relevant and important information in the substitution claim forms. |, therefore,
informed the Principal Secretary that the anomalies brought to light during the audit
inspection demonstrated that not enough care was being exercised in the substitution
claim process.

3.8.11 Telephone Usage - The department’s telephone expenditure revealed relatively
high usage in a number of landline telephones. | emphasised to the Principal Secretary
that the use of landline and, in particular, mobile telephones both for local and
international calls should be closely monitored and controlled to minimise the
possibility of inappropriate use. In his reply, the Chief Examiner stated that the
proposed new telephone system would give the department greater control over
telephone usage.

3.8.12 Sckness Absence - A review was carried out regarding the level of sickness
absence of the Motor Vehicle Test Centre (MVTC) and the Transport Management
Division (TMD) personnel. | expressed my concern to the Principal Secretary at the
overall high level of sickness absence in the department, particularly by TMD officers
and that the overall level of sickness absence per employee was at an average of 10.6
days per year for the MVTC employees and a staggering 21.5 days per year for the
TMD employees.

3.8.13 | explained to the Principal Secretary that excessive sickness absence could
have a serious negative impact both on the cost and on the delivery of the service
provided and it was important to ensure the adoption of good practices in sickness
management to maintain absence at an acceptable level. | also put to him a number of
effective initiatives that could be used, if not already in operation, as an aid to curb
high levels of sickness absence. The Chief Examiner limited his response to state that
the Gibraltar Development Corporation’s Human Resources Manager was aware of
the high level of sickness absence in the TMD.

3.8.14 Office Inventory - | informed the Principal Secretary that the inventory ledger
was not available for audit inspection and apparently not kept up-to-date, as confirmed
to the audit examiners, contravening government stores instructions. | emphasised
that the Chief Examiner had stated in his reply dated 16 May 2005 to the audit
inspection memorandum of 26 April 2005 that the inventory ledger would be reviewed
and updated. In his reply of 5 October 2010, the Chief Examiner confirmed finding
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the ledger; however, as there were parts missing a new inventory ledger was in the
process of being prepared.

3.8.15 1 also notified the Principal Secretary that the TMD had never kept a record of
inventory regarding items of office furniture and equipment purchased and held in
their offices. The Chief Examiner explained that he had informed the General
Manager of the TMD to introduce an inventory ledger.

3.8.16 Roadworthiness Tests - | commented in my last report that in order to
encourage vehicle owners to renew their roadworthiness certificates the Department of
Transport introduced in July 2009 a regime of reminding vehicle owners of the
forthcoming expiration of their roadworthiness certificates. The number of
roadworthiness certificates issued during the period March 2010 to February 2011 was
11,269, a year-on-year decrease of 673 and an increase of 909 compared to the period
March 2008 to February 2009.

3.8.17 On 15 January 2011, the department issued 6,828 reminder letters to vehicle
owners with expired roadworthiness certificates between the years 2007 and 2010.

Police

3.9.1 1 wrote to the Commissioner of Police on 29 April 2009 detailing a number of
observations brought to light during an audit inspection carried out in the Police
Department up to November 2009. | hereunder draw attention to the areas that |
considered of major importance together with the Commissioner’s views and
comments.

3.9.2 Office Inventory - | notified the Commissioner that instructions issued in a
circular dated 16 July 2007 to all sections of the Police with the purpose of
reactivating the office inventory procedures in order to comply with the pertinent
provisions of government stores instructions had not been adhered to, as all the office
inventory registers of the offices sampled were exceedingly deficient. The
Commissioner confirmed that all office inventories had been centralised under the
responsibility of a senior officer of the department, fresh instructions had been issued
for the timely updating of inventories and an internal dip sampling regime had been
implemented.

3.9.3 Soresand Uniforms - | explained to the Commissioner that despite assurances
in January 2008 regarding the development and implementation of a new in-house
stores database, the position remained as | reported to him in November 2007, referred
in paragraph 3.6.3 of my report on the annual accounts 2006-07. As a result, the audit
examiners were unable to perform a test of items under a particular category, not
recognised by the stores database. In addition, I notified the Commissioner that
differences were identified in a high number of cleaning materials and uniform and
protective clothing items physically checked against the computerised stock register.
The Commissioner confirmed that a bespoke software program would be purchased
soon and that the discrepancies noted had been corrected.

3.9.4 Exhibits Sore - | informed the Commissioner that a review of the main
exhibits store revealed two deficiencies of a security nature to which he concurred that
the inadequate internal controls had been corrected.
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3.9.5 Gratuity Duties - Gratuity duties are payments made to the Police for
additional duties performed by police officers mainly in escorting long vehicles
transporting large or heavy building equipment. | expressed my concern to the
Commissioner regarding the extent of companies defaulting payments, particularly the
fact that two companies were in the process of liquidation, with a third company
having filed a petition to wind-up in March 2010.

3.9.6 Motor Vehicles - I notified the Commissioner that instructions issued to police
officers to obtain fuel receipts detailing the vehicle registration number, to enable the
Accounts Section to verify invoices submitted by the fuel contractor, were not being
adhered to. An examination to verify the checks carried out by the Accounts Section
on invoices in connection with refuelling from the contracted company’s petrol
stations established that a high percentage of the invoices sampled did not contain
supporting fuel receipts. The Commissioner explained that the Accounts Section was
now provided with a regular updated list of police vehicles’ registration numbers and
all fuel receipts would be supported by an explanatory report.

3.9.7 Firearm Licences - | informed the Commissioner that a review of the firearms
register revealed a substantial number of expired licences, some dating to February
2007. |1, therefore, recommended to him a more proactive approach in following-up
defaulters and that on renewal licensees should pay all outstanding previous years
licences. The Commissioner confirmed that as from September 2009 a dedicated
Firearms Licensing Officer was established with the majority of the expired licences
having been renewed and the remainder at various stages of the enforcement process.

3.9.8 Telephone Usage - | explained to the Commissioner that a review of the
department’s telephone usage revealed relatively high usage in a number of landline
and mobile telephones. | emphasised to him that the use of landline and, in particular,
mobile telephones both for local and international calls should be closely monitored
and controlled to minimise the possibility of inappropriate use. | also recommended to
him that telephone lines should be periodically checked to ensure that all are required
and those that are not should be disconnected, and that mobile rental options should be
reviewed to ensure that the mobile subscription option is the most beneficial and
economical for the level of usage.

3.9.9 The Commissioner explained that a system had been established to monitor
telephone usage with the ability to query and seek explanations in those instances in
which the system detected relatively high usage. He further confirmed that mobile
rental options would be monitored against usage to establish whether changes in
options would be beneficial taking into consideration that within an operational
policing scenario there is a high degree of unpredictability in usage.

Environment

3.10.1 A number of observations were noted during the audit inspection carried out in
the Department of the Environment to September 2009 and | sought to write to the
Principal Secretary, Environment who duly provided me with a detailed reply. |
hereunder draw attention to a number of areas that | considered of greater importance
together with the Principal Secretary’s views and comments.

3.10.2 Contracted Services - | asked the Principal Secretary why a number of
agreements for contracted services had expired, notwithstanding that the services
continued to be provided and the same financial consideration was being paid, and
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whether it was the intention to renew their contracts. The Principal Secretary
confirmed that he was in the process of preparing proposals to be able to negotiate
new contracts with some of the companies concerned and through a tender process
with the others.

3.10.3 In addition, | explained to the Principal Secretary that two companies did not
have contractual arrangements with the department to undertake services being
provided and no tender contract had been awarded by the Procurement Office. Since
the services being provided by these two companies was on an ongoing basis |
recommended to the Principal Secretary that the services provided be formalised by
way of appropriate tender procedures. The Principal Secretary informed me that a
tender had recently been awarded to one of the companies, however, because of the
delicate nature of the service being provided by the other company it was not found
practicable to enter into a long-term contract at the present moment.

3.10.4 Sckness Absence - A review carried out regarding the level of sickness
absence in the department revealed a slightly high level of sickness absence at an
average of 13.4 days per year for non-industrial officers and 14 days per year for the
industrial employees. | explained to the Principal Secretary that an analysis of the
cause of sickness of six employees with more than 100 sick days revealed that two had
mainly suffered from serious illnesses and serious multiple ailments, whilst four had
suffered common illnesses.

3.10.5 | explained to the Principal Secretary that excessive sickness absence could
have a serious negative impact both on the cost and on the delivery of the service
provided and it was important to ensure the adoption of good practices in sickness
management to maintain absence at an acceptable level. 1 also highlighted a number
of effective initiatives that could be employed, if not already in operation, as an aid to
curb high levels of sickness absence. The Principal Secretary noted my concerns and
recommendations and informed me that he would be introducing a management
sickness analysis in order to maintain a clearer picture of sickness patterns to allow
him to consider the recommended actions.

3.10.6 Telephone Usage - A review of the department’s telephone usage revealed
slightly high usage in a number of landline and mobile telephones and that several
mobile telephones were not receiving the best rental option. | emphasised to him that
the use of landline and, in particular, mobile telephones both for local and
international calls should be closely monitored and controlled to minimise the
possibility of inappropriate use and that mobile rental option subscriptions should be
reviewed regularly. The Principal Secretary confirmed that some of the mobile
telephones’ rentals had been changed to a more economical option and agreed to
implement a system to enable him to monitor inappropriate use of telephones in time
to reduce high usage.

Family and Community Affairs

3.11.1 An audit inspection of the Family and Community Affairs to February 2010
revealed a number of observations and | hereunder comment on those areas that |
considered of a more significant nature together with the Principal Secretary, Family,
Youth and Community Affairs’ comments.

3.11.2 Child Welfare Grants - | informed the Principal Secretary that a review of the
documentation required to approve child welfare grants revealed that the assessable
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income of over 78% of claimants sampled had not been agreed to the corresponding
income tax records.

3.11.3 The Principal Secretary explained that he would request the Commissioner of
Income Tax restricted online access to the Income Tax information system in order to
verify the assessable income of child welfare grant claimants, which had in the past
been denied. He informed me that if access is not granted he would certainly increase
the number of declaration forms submitted to the Income Tax Office in order that the
child welfare scheme is conducted effectively.

3.11.4 | explained to the Principal Secretary that the most common reasons for
overpayments of child welfare grants were parents not reporting when children
commenced working and hence | recommended to him the need for an official
declaration informing on a child’s start at work.

3.11.5 The Principal Secretary agreed that there were instances where parents did not
comply with the provisions in the official declarations whereby they are required to
report changes in circumstances occurring during the year. However, he confirmed
that the majority of overpayments are repaid.

3.11.6 Overpayments - | recommended to the Principal Secretary that unemployment
benefits, child welfare and social assistance long-standing overpayments, some of
which had not had a single repayment for accounts opened in 1997, be actively
reviewed and regularised. The Principal Secretary confirmed that notwithstanding the
fact that overpayments are followed up, the majority of debtors had not contacted the
department and due to other pressing matters, overpayments had not been pursued.
The Principal Secretary agreed to review debts with a view to either recover or request
write-off approval on those claims considered irrecoverable.

3.11.7 Maintenance of Leave Records - An examination of leave records revealed that
most of the files sampled contained multiple discrepancies. | informed the Principal
Secretary that the findings demonstrated that the management and maintenance of
leave records was clearly below acceptable standards and not receiving the necessary
attention and importance that it required. | pointed out to him that his predecessor, in
his reply to my previous audit inspection findings, assured me that officers assigned to
the management and maintenance of leave records had been made aware of the
discrepancies.

3.11.8 The Principal Secretary concurred that the high incidence of errors and
omissions was indicative that the maintenance and management of leave records had
not been receiving the necessary attention and importance that it required. He further
informed me that he had issued instructions that due care and attention must be given
to the management and maintenance of leave records and that the necessary controls
had been implemented to ensure the accuracy and completeness of leave records.

3.11.9 Substitution/Leave Exercise - An exercise carried out matching the absences of
officers due to annual, sick and special leave from substitution application forms
against officers’ annual, sick and special leave records revealed a number of
inconsistencies. | asked the Principal Secretary for clarification on whether certain
individuals had either been overpaid and/or that annual leave had not been recorded in
the corresponding officers’ files. | informed the Principal Secretary that the findings
demonstrated that not enough care was being exercised in the substitution process and
that it was imperative for substitution application forms to be properly checked and
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not signed as checked until they had been agreed with the officers’ relevant leave
records.

3.11.10 The Principal Secretary explained that the majority of the errors highlighted
in the audit inspection stemmed from omissions and inaccurate information provided
in the substitution claim forms by the officers claiming the substitution. This resulted
in either overpayments of substitution allowance or cases where annual leave had not
been recorded in the officers’ files. The Principal Secretary confirmed that the
pertinent leave records had been updated and the amounts overpaid would be duly
recovered.

Y outh Service

3.12.1 A number of observations were noted during an audit inspection of the Youth
Service to September 2009 and | sought to write to the Principal Secretary, Family,
Youth and Community Affairs on 20 November 2009. | hereunder draw attention to
four areas that | considered of greater importance together with the Principal
Secretary’s views and comments.

3.12.2 Maintenance of Leave Records - An examination of leave records revealed that
all the files sampled contained multiple discrepancies. | informed the Principal
Secretary that the findings demonstrated that the management and maintenance of
leave records was clearly below acceptable standards and not receiving the necessary
attention and importance that it required. The Principal Secretary confirmed that he
had issued strict instructions for leave records to be adequately examined and that due
care and control be afforded at all times regarding the management and maintenance
of these records.

3.12.3 Sckness Absence - A review carried out regarding the level of sickness
absence in the department revealed a high level of 19.8 days per year for industrial
employees. | explained to the Principal Secretary that an analysis of the cause of
sickness of one non-industrial officer and two industrial employees with more than
100 sick days revealed that they appeared to have suffered from a variety of common
ailments. The Principal Secretary agreed with the excessively high level of sickness
absence and explained that one of the two individuals with more than 100 sick days
had suffered a serious medical condition, which had resulted in the officer being
medically retired. He, nevertheless confirmed the need to regularly examine and
monitor the sick leave of the other two officers.

3.12.4 | explained to the Principal Secretary that excessive sickness absence could
have a serious negative impact both on the cost and on the delivery of the service
provided and it was important to ensure the adoption of good practices in sickness
management to maintain absence at an acceptable level. 1 also highlighted a number
of effective initiatives that could be employed, if not already in operation, as an aid to
curb high levels of sickness absence. The Principal Secretary informed me that senior
management of the Youth Service would be implementing the suggested initiatives.

3.12.5 Substitution/Leave Exercise - An exercise carried out matching the absences of
officers due to annual, sick and special leave from substitution application forms
against officers’ annual, sick and special leave records revealed a number of
inconsistencies. | informed the Principal Secretary that it was imperative for
substitution application forms to be properly checked and not signed as checked until
they had been agreed with the officers’ relevant leave records. The Principal Secretary
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confirmed that instructions had been issued for all substitution forms to be thoroughly
checked against supporting documentation before being signed as checked.

3.12.6 Telephone Usage - | explained to the Principal Secretary that a review of the
department’s telephone usage revealed relatively high usage in two landline
telephones. | emphasised to him that the use of telephones both for local and
international calls should be closely monitored and controlled to minimise the
possibility of inappropriate use. The Principal Secretary justified the high usage of
one landline telephone and informed me that the second telephone’s usage had been
restricted to one officer. He also confirmed that telephone usage is closely monitored
and controlled by management of the Youth Service.

Fire Service

3.13.1 An audit inspection of the Fire Service up to June 2010 brought to light a
number of observations. However, | am limiting findings on two areas reflected in my
memorandum addressed to the Chief Fire Officer on 2 July 2010, accompanied by the
Chief Fire Officer’s views and comments.

3.13.2 Clothing and Materials Sores Inventory - A review of the clothing and
materials stores inventory revealed differences in over thirty-three per cent of the
items selected and | informed the Chief Fire Officer that critical weaknesses were
detected in the procedures. I, therefore, recommended to him that a review be
conducted in order to strengthen the overall stores control procedures. The Chief Fire
Officer confirmed that the procedures would be looked into.

3.13.3 Telephone Usage - A review of the Brigade’s telephone usage revealed slightly
high usage in two landline telephones. However, | explained to the Chief Fire Officer
that it was evident from the adequate overall level of telephone usage of the Brigade’s
landline and mobile telephones in the sample compared to the sample during the
previous audit inspection, that the Brigade’s telephone usage was being closely
monitored and controlled. The Chief Fire Officer justified the high usage of the
landline telephone assigned to the control room, which also serviced the external
usage of all office telephones. However, he confirmed that he would take action
regarding the high usage of the second landline telephone.

Post Office

3.14.1 An audit inspection carried out of the Post Office for the period to July 2010
brought to light a number of observations relating to accounting systems and
procedures, internal controls in respect of the safekeeping of public funds and
regulatory issues. | wrote to the Post Office Manager on 12 October 2010 seeking his
views and hereunder draw attention to the main areas of concern, together with the
Post Office Manager’s replies.

3.14.2 District Post Offices Security - | informed the Post Office Manager that a
review of the security arrangements in the two district post offices revealed a number
of deficient practices mainly as a result of pending security works. The Post Office
Manager expressed his concern on visiting both premises and confirmed receipt of
approval for a detailed costing of the proposed refurbishment works, incorporating all
security requirements.

3.14.3 Franking Machine Sales - | notified the Post Office Manager that a
reconciliation of the franking machine sales resulted in a discrepancy mainly attributed
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to the fact that regular reconciliation between the franking machine readings and the
corresponding accounts was not carried out. The Post Office Manager noted my
comments.

3.14.4 Telephone Usage - | informed the Post Office Manager that a review of the
department'’s telephone expenditure revealed high usage in a number of landline and
mobile telephones and, therefore, recommended that the use of landline and mobile
telephones both for local and international calls should be closely monitored and
controlled to minimise the possibility of inappropriate use. The Post Office Manager
confirmed that telephone usage would be monitored.

3.14.5 Data Quality Issues - | informed the Post Office Manager that a data quality
exercise in order to examine the reliability and reasonableness of data regarding the
PO Box and Mail Redirection processes revealed a number of inconsistencies. In his
reply, the Post Office Manager informed me that the issues highlighted in my report
would be investigated and corrected as necessary and that staff had been instructed to
be more diligent in the exercise of their duties.

No. 6 Convent Place

3.15.1 Procurement Office - The Procurement Office’s main responsibility is to co-
ordinate all government purchasing, including government companies and statutory
bodies, in accordance with standard tendering procedures and practices. The
Procurement Office is also charged with the supervision, monitoring and control of
government contracts generally.

3.15.2 The control function of the Procurement Office of monitoring payments on a
test basis to ensure that government departments are adhering to tender catalogues and
complying with tender regulations is still not being carried out. I am again informed
that this is primarily due to the high turnover of staff and the continual training of new
staff in the field of procurement, added to the increased complexity of government
tenders, which is placing a strain on resources.

3.15.3 Notwithstanding the Chief Secretary’s instruction to the effect that government
tender procedures should also apply to wholly owned government companies,
agencies and authorities, the Head of Procurement confirmed to me that this function
is still not being performed. He explained that the reason for this is that no decision
had yet been taken on the way forward, principally because of increased activity
within the Procurement Office due to the number of high value, as well as high
volume of tenders, thus not permitting the Procurement Office to make progress.
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PA RT FOU OTHEFZSB?\IQJTORY

4.1.1 The accounts of the following organisations have been audited and certified
since the completion of my report on the public accounts of Gibraltar for the financial
year 2008-09:

Organisation Accounts for Period or Year-Ended
British Protestant Trust 31 December 2009
British Protestant Trust 31 December 2010
Care Agency 31 March 2010
Elderly Care Agency 27 May 2009

Gibraltar Broadcasting Corporation
Gibraltar Broadcasting Corporation
Gibraltar Citizens Advice Bureau
Gibraltar Electricity Authority
Gibraltar Heritage Trust

Gibraltar Regulatory Authority
Magistrates’ Poor Fund

New Hope Trust

New Hope Trust

New Hope Trust

New Hope Trust

New Hope Trust
Social Services Agency

31 March 2007
31 March 2008
31 March 2009
31 March 2010
31 March 2009
31 March 2010

30 September 2010

31 March 2005
31 March 2006
31 March 2007
31 March 2008
31 March 2009
27 May 2009

4.1.2 The accounts of the following entities had not been submitted to me for
examination and certification by the close of this report:

Organisation Accounts for Period or Year-Ended

Gibraltar Broadcasting Corporation
Gibraltar Broadcasting Corporation
Gibraltar Magistrates’ Association
Gibraltar Health Authority
Gibraltar Port Authority

Gibraltar Port Authority

Gibraltar Port Authority

Gibraltar Port Authority

31 March 2009
31 March 2010
31 March 2010
31 March 2010
31 March 2007
31 March 2008
31 March 2009
31 March 2010

Gibraltar Sports and Leisure Authority 31 March 2009
Gibraltar Sports and Leisure Authority 31 March 2010

4.1.3 The accounts of the Gibraltar Heritage Trust for the financial year ended 31
March 2010 were originally presented to me for audit and certification during mid
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December 2010. However, as a result of a number of amendments required to be
made to the financial statements, the revised accounts were not presented to me before
the closure of my report on the public accounts of Gibraltar for the financial year
2009-10.

4.1.4 The Gibraltar Sports and Leisure Authority had not complied with the
provisions of Section 15(2) of the Gibraltar Sports and Leisure Authority Act whereby
the accounts of the Authority are required to be submitted to me for the purpose of
auditing and certification within seven months after the end of the financial year to be
audited.

4.1.5 At the close of this report, despite three reminders, | had not received a reply to
the audit inspection report of the Gibraltar Sports and Leisure Authority submitted to
the Chief Executive on 7 May 2010. In addition, the Gibraltar Health Authority had
not replied to my cash survey report of 5 July 2010.

4.1.6 Since the completion of the last audit report on 18 March 2010, the following
liquidators’ accounts of companies in compulsory liquidation have been audited, up to
the dates indicated in accordance with section 245(3) of the Companies Act:

Company Accounts Audited Up To
Bank of Credit and Commerce Gibraltar Limited 31 December 2004
E.B.K. Holdings Limited 20 April 2009
Emerald Isle Limited 27 June 2010
Greenwhale Limited 21 July 2009

Mar Design Limited 16 October 2010
Queensway Limited 30 June 2010
Rahmatullah and Sons (Tailors) Limited 9 September 2010
Rock Financial Services Limited 22 January 2009
Varini Investments Limited 24 May 2009
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PART FIVE [aiaaaAitaaal

General

5.1.1 The following Value for Money (VFM) reviews were conducted since the
completion of my report on the public accounts of Gibraltar for the financial year 2008-
09:

e A Review on the level of service provided to the public by the Licensing Section of
the Department of Transport — Vehicle, Traffic and Public Transport;

e A Review on the level of service provided to the public by the PAYE Section of the
Income Tax Office; and

e A Review of the Fuel Management Strategy of the Government Vehicle Refuelling
Facility.

5.1.2 The main objectives, findings and recommendations of these VFM studies are
summarised hereunder.

A Review on the level of service provided to the public by the Licensing
Section of the Department of Transport — Vehicle, Traffic and Public
Transport

5.2.1 Value for Money Context - Put simply, value for money (VFM) is about
obtaining the maximum benefit with the resources available. VFM is a key principle in
the management arrangements regarding the level of service provided to customers by
an organisation. In particular it is vital that appropriate policies are developed and that
the correct processes are in place to achieve the right level of service. Therefore,
achieving an appropriate level of service in the management of the Licensing Section is
a fundamental part of demonstrating responsibility in delivering VFM.

5.2.2 Background to the Review - The Licensing Section forms part of the Department
of Transport — Vehicle, Traffic and Public Transport, which comes under the Ministry
of Enterprise, Development, Technology and Transport. The Licensing Section office is
currently situated at the Motor Vehicle Test Centre, Eastern Beach Road. Its opening
hours to the public are 9.00am to 2.00pm in the winter months and 8.30am to 12.30pm
during the summer months.

The Licensing Section conducts all administrative operations on behalf of the Chief
Motor Vehicle Examiner, who is the officer charged by the Licensing Authority to
exercise these duties. Its functions fall mainly under the legal framework of the Traffic
Act, the Transport Act and ancillary regulations. The duties of the Licensing Section
can be summarised under the following categories:

e The registration and licensing of road vehicles in Gibraltar;
e The issue of driving licences and vehicle permits for Gibraltar and EU roads;

e The collection of fees relating to the issue of various road vehicle licences and
permits;

e The administration of Dealers licences; and
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The issue, renewal and cancellation of Self Drive licences.

5.2.3 Objective - The objective of the review was to assess the management
arrangements in place regarding the level of service provided by the Licensing Section
of the Department of Transport — Vehicle, Traffic and Public Transport to the public,
taking into consideration the quality of customer care and the quality of information
provided at the counters, as well as the service provided by letter, telephone, facsimile,
email and the internet.

5.2.4 Scope - The scope of the review entailed an assessment of the management
arrangements in place:

To determine the level of customer care provided to the public;
To establish whether there is an adequate information management system in place;
To assess the quality of the information provided to the public;

To verify whether forms and guidance are easy to obtain, easy to understand, and
accurate and complete; and

To identify ways of improving, where necessary, the quality of customer care and
the quality of information when providing services to the public.

5.2.5 Approach - The following activities were undertaken during the review:

A review of key documents and forms used to support staff dealing with the public;

Meetings with key senior and middle management officers in the department to
establish their involvement in providing front-line staff with adequate procedures,
training and support;

Meetings with key staff of the Licensing Section to determine whether they have
received the right training, support and information to deal with customers;

Direct observation of the service provided; and

The use of questionnaires in order to obtain empirical data from service users and
front-line staff.

5.2.6 Methodology - The review looked to:

Whether the department had identified the needs of the users;

Ascertain whether operational systems and procedures are in place and whether
these are documented;

Ascertain whether management and front-line staff work cohesively and are aware
of each other’s needs;

Assess whether service users are satisfied with the service received,

Direct observation of the services provided, both in the office and at the counter;
Assess time efficiencies;

Assess work priorities;

Identify if there are targets in place and, if so, verify if these are being met;

Assess time management — process and availability of appointments;
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e Obtain information regarding means of communication and assess its effectiveness
and efficiency;

e Ascertain whether there are contingency plans to reduce waiting times, if
applicable;

e Assess counter staff attitude towards the public;

e Review complaints, if reported, and ascertain whether complaints are investigated
and if action is taken to rectify dips in service delivery performance (complaints
procedure);

e Identify availability of training;
e Ascertain whether there is a management information system in operation; and

e Ascertain whether there is a zero tolerance policy in place, if procedures are
followed when applicable.

5.2.7 Report and Recommendations - The information collated from the exercise was
analysed to enable the team to arrive at the review’s conclusions. Key performance
indicators and good practice procedures need to be researched for bench-
marking/comparison purposes. The report included viable and reasonable
recommendations, together with an action plan designed to implement the
recommendations.

5.2.8 Summary of Key Findings - The Licensing Section has in place a set of
guidelines outlining the operational systems and procedures that deal with the workflow
to meet the needs of the staff at the counter positions. This is a positive approach by
management.

Despite the fact that the needs of the users of the service have been assessed informally,
it does not have a formal document. This fact is reflected in the results of the customer
guestionnaire responses, which highlighted suggestions that management should
identify and formally record the needs of the service users.

Management should explore the possibility of introducing a customer service
international quality standard.

Management confirmed that targets had not been identified and it does not have a
management information system in place specifically to monitor customer service target
levels, making it difficult to ascertain whether the section meets its obligations in an
accurate and timely manner.

There are differences of opinion regarding the adequacy of lines of communication
between management and staff, where management was confident that it had good lines
of communication with front-line staff, working cohesively to achieve the department’s
objectives, whilst the results of the staff questionnaire reflect that 64% of the office staff
felt that lines of communication were poor, to the extent that information provided by
management is sometimes inadequate and inconsistent.

The results of the customer questionnaire demonstrated that a high number of
respondents were satisfied with the service provided, that the level of communication
and the information provided was adequate and found staff to be very helpful, friendly
and courteous in attending to customers.
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Training provided to counter staff was only on-the-job on entry to the section and there
is no formal induction or customer service training provided. This was further
highlighted in the staff questionnaire where they expressed a desire to engage on such
courses of instruction in order to provide a better service.

Responses to both questionnaires by customers and staff were unanimous in areas that
needed attention or improvements. These stemmed from promoting the availability of
relevant forms and the information available on the government website, introducing a
telephone hotline and an email service in order to attend to queries swiftly, providing an
internet facility to attend to most of the administration functions available at the
counters, establish a facility to pay by debit/credit card, the introduction of a formal
customer complaints procedure and a counter specifically designated for commercial
clients.

Whilst management has an unwritten policy regarding tackling bad behaviour by clients
there is no documented zero tolerance policy.

5.2.9 Customer Questionnaire - Customers who attended the Licensing Section on
four days during early November 2010 were asked to complete a questionnaire in which
a number of questions pertaining to the quality of the service provided by the Licensing
Section were posed. In addition, using the same questionnaire a number of car dealers
were interviewed over the telephone.

The results of the customer questionnaire suggest that customers are generally happy
with the level of service provided by the Licensing Section’s officers. Customers found
the staff to be very helpful, polite and friendly in their dealings, as was attested by 84%
of the customers polled. However, when it came to the quality of service being
provided, with the procedures currently in place, some customers were not so content
and had a few misgivings. The main issues that arose from the customer questionnaire
were:

e That the counters open at least one afternoon a week to take into account customers
who find the opening hours inconvenient;

e That an exercise to dispose of the derelict vehicles in the parking area outside the
Motor Vehicle Test Centre be carried out. A number of clearly marked customer
parking bays should be designated and policed so that adequate customer parking is
always available. It was also suggested that a separate motorcycle parking area
could be provided;

e That all outstanding maintenance works be carried out and that closer attention be
taken on this matter;

e That an advertising campaign promoting the availability of pertinent forms and the
information available on the government website should be undertaken;

e That the building should be adequately sign posted to ensure that the counter hall is
easily reached by customers and that the opening hours can be clearly seen;

e That a telephone hotline and an email service should both be established and
heavily advertised so that the public becomes aware of the service so that queries
can be swiftly answered,;

e That payment by debit/credit cards be accepted;

e That an internet facility be set up that could undertake most of, if not all, the
administrative functions available at the counters;

66



That a formal complaints procedure should be established; and

That a counter position be tasked with work related to car dealers.

5.2.10 Saff Questionnaire - During the same week administrative staff were requested
to fill in a questionnaire in which a number of questions pertaining to the quality of the
service provided by them were posed. The main recommendations are listed hereunder:

There should be a formalised induction and training process for all staff members at
all levels regardless of the documented guidelines;

A training course on good customer service skills should be delivered to all
members of staff;

Good lines of communication between management and staff should be identified
and implemented:;

A review of all the lines of communication to the public should be performed and
improvements carried out where necessary;

It is recommended that a formalised complaints procedure be put into place;
A debit/credit card payment system should be introduced;
The website should be improved to enable online access to services and payments;

The present computer system should be enhanced to enable the issue of
computerised receipts and licences; and

A counter should be specifically designated for commercial clients.

5.2.11 Conclusion - Considering all aspects of the review and notwithstanding that a
good service is generally being provided by the Licensing Section, the review concludes
that there is scope for improvement in many areas in order to enhance the level and
standard of service being provided to customers.

5.2.12 Action Plan - An Action Plan addressing the main issues highlighted in the
review was divided into six major areas of improvement as follows:

Objective - To improve the physical environment to ensure an increased customer

experience:

Improve parking facilities by disposing of derelict vehicles, and introduce
designated customer parking bays;

Draw up a detailed office maintenance plan and implement it;

Draw up a detailed plan to ensure that customer facilities at the section’s premises
are maintained at an adequate level and implement the plan; and

Improve the sign posting of the building.

Obijective - To improve the communication with customers:

Enhance the use of the Licensing Section website and its online facilities;

Improve public awareness of the section’s online facilities through a public
information campaign;

Establish a telephone helpline to address customers’ queries without having to
attend the offices;

Increase the use of email for customer correspondence and notifications;
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e Introduce a web based online system for roadworthiness appointments, issues of
permits, licences and their respective payments;

e Undertake an exercise in order to identify and formally document the needs of the
service users;

e Establish a formal complaints procedure; and
e Establish a zero tolerance policy.

Obijective - To improve through training the level of customer service provided and to
improve the communication between staff and management:

e Introduce formal induction training;
¢ Introduce a continuous professional customer service training programme;
¢ Require staff to undergo a health and safety course, which should include first aid;
e Establish regular meetings with staff and management; and
e Introduce a management information system.
Objective - To improve the payment facilities for customers:

e Introduce computerised receipts to replace the General Revenue receipts;
e Introduce debit/credit card payments at the counters; and

e Introduce online payments, such as payments made via debit/credit cards and
PayPal.

Obijective - The introduction and maintenance of the 1SO 9000 Quality Management
Standard:

e Management should consider introducing and maintaining the 1SO 9000 Quality
Management standard.

Objective - The introduction and maintenance of a fully detailed and documented
Contingency Plan:

e Management should introduce and maintain a fully detailed and documented
Contingency Plan.

5.2.13 | forwarded copies of the report to the Chief Secretary, the Principal Secretary,
Enterprise, Development, Technology and Transport and the Chief Motor Vehicle
Examiner on 31 January 2011 and invited them to comment on the findings and
recommendations of the review, if they so desired.

A Review on the level of service provided to the public by the PAYE
Section of the Income Tax Office

5.3.1 Value for Money Context - Value for money (VFM) is about obtaining the
maximum benefit with the resources available. It is also about achieving the right
balance between economy, efficiency and effectiveness, embracing expectations that
have been and continue to be placed on public services, underpinning considerations on
the quality and effectiveness of public services. VFM is a key principle in the
management arrangements regarding the level of service provided by an organisation.
Customer service efficiency is a prime goal for service-orientated organisations, and an
important objective for any organisation, since it encompasses all relations and
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transactions with customers. Service efficiency combines the use of an appropriate
information management system and the presence of skilled personnel. Hence, the
proper selection of software tools and the implementation of appropriate training
programmes are two important steps in improving efficiency and effectiveness. It is also
vital that appropriate policies are developed and that the correct processes are in place to
achieve the right level of service. Achieving an appropriate level of service in the
management of the Pay As You Earn (PAYE) Section is a fundamental part of
demonstrating responsibility in delivering VFM.

5.3.2 Background to the Review - The Income Tax Office (ITO) is the department that
generates the most revenue for the Government of Gibraltar, mainly from PAYE which
generated £104,567,678" during the financial year 2009-10 and the forecast outturn for
the financial year 2010-11 is £105,500,000% (for comparison purposes PAYE collection
for the financial year 2008-09 was £97,243,581%). The ITO comprises of seven sections
namely PAYE, Self-employed, Corporate, Arrears, Accounts, Compliance and Social
Insurance Contribution, employing a total of 65* members of staff. Of these, the PAYE
Section has 16 officers.

The PAYE Section deals with over 28,000 taxpayers records, consisting of both local
and foreign employees. Its functions fall mainly under the legal framework of the
Income Tax Act and ancillary regulations. The main service delivered by the PAYE
Section consists of registering Income Tax PAYE individuals, providing the public with
tax codes and assessing the tax payable from declared income. The opening hours are
from 9.00am to 12.45pm Monday to Friday and 2:30pm to 4:30pm on Fridays during
winter hours.

5.3.3 Service Déelivery - The success in designing a service that is in line with the
needs of customers depends on whether it is being developed with the sound knowledge
and understanding of what people want, expect and need.

A successful delivery of service comprises the following six factors:
e Determining the needs of service users;
e Meeting the needs of service users cost effectively;
e Harnessing innovation and new technology to improve service delivery;
e Measuring performance accurately;
e Providing service users with the opportunity to seek redress; and
e Ensuring service users get the maximum benefit from services.
The failure of service delivery would result in:
e Waste in customer time;

e Frustrated customers;

! Source: Page 23, paragraph 3.1.1 of the Principal Auditor’s report on the Annual Accounts of the
Government of Gibraltar for the financial year 2009-10.

2 Source: Commissioner of Income Tax.

3 Source: Page 20, paragraph 3.1.1 of the Principal Auditor’s report on the Annual Accounts of the
Government of Gibraltar for the financial year 2008-09.

* Source: Page 75 of the approved Government of Gibraltar Estimates of Revenue and Expenditure
2010-11.
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e Deterioration of reputation; and

e Increase in costs to the department.
5.3.4 Objective - The objective of this review was to assess the management
arrangements in place regarding the level of service provided by the PAYE Section of
the ITO to the public, taking into consideration the quality of customer care and the

quality of information provided at the counters, as well as the service provided by
telephone, letter, email, facsimile and the internet.

5.3.5 Scope - The scope of the review entailed an assessment of the management
arrangements in place, in order to:

e Determine the level of customer care provided to the public;
e Establish whether there is an adequate management information system in place;

e Verify whether forms and guidance are easy to obtain, easy to understand, and
accurate and complete;

e Identify ways of improving, where necessary, the quality of information and
customer care when providing services to the public; and

e Assess the quality of the information provided to the public.

5.3.6 Approach - A consultation and assessment process comprising of interviews,
questionnaires and observation was carried out. This process provided the evidence
required to evaluate the current level of customer service delivery and highlighted issues
relevant to this review. It also addressed the main contributing factors that will affect
the customer’s perception of the level of service provided, which are:

e Queuing time;

o Staff professionalism;

e Staff competence; and

e Efficiency and clarity of service.

Queuing times are quantitative factors that can be reliably measured and therefore easier
to monitor and control. Staff professionalism and competence on the other hand are
qualitative factors relating to efficiency and effectiveness making these difficult to
quantify and control. The following activities were undertaken during the review:

e Verification of the existence of manuals and forms used to support staff dealing
with the public;

e Meetings with senior and middle management officers of the department to
establish their involvement in providing front-line staff with adequate procedures,
training and support;

e Interviews with staff of the PAYE Section to determine whether they have received
the right training, support and information to deal with customers;

e Direct observation of the service provided; and

e The use of questionnaires in order to obtain empirical data from service users and
front-line staff.
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Use of Interviews - Managers and staff were interviewed in order to gather information
regarding the nature of their roles and responsibilities. This provided an insight into
how the section functions and made it possible to identify areas for improvement.

Use of Questionnaires - The entire PAYE Section staff was questioned regarding their
opinions about the level of service they provide to customers, the training they have
received and the efficiency of their role and that of the PAYE Section in general. The
anonymity of the questionnaire allowed staff to air their personal views openly on the
section’s efficiency and effectiveness.

A total of 101 customers who visited the PAYE Section on three days during the middle
of November 2010 were asked, after being attended by counter staff, to complete a
questionnaire in relation to the quality of customer service they had received and what
improvements could be made.

The PAYE Section handles queries from the public at large. As one of its main
purposes is taxing people’s income, some customers could provide negative feedback
solely on this premise, regardless of the actual level of service provided.

Use of Observation - The general function of the PAYE counter service including the
way staff handled queries, the time taken for queries to be dealt with and how peak
demand times were overcome was monitored.

The existence and quality of visual displays located in the customer waiting areas was
also observed.

5.3.7 Methodology - The review looked to:
e Determine whether the department has identified the needs of the users;

e Ascertain whether operational systems and procedures are in place and whether
these are documented,;

e Ascertain whether management and front-line staff work cohesively and are aware
of each other’s needs;

e  Assess whether service users are satisfied with the service received;

e Observe services provided, both in the office and at the counter;

e  Assess time efficiencies;

e  Assess work priorities;

e Identify if there are targets in place and, if so, verify if these are being met;

e Obtain information regarding means of communication and assess its
effectiveness and efficiency;

e Ascertain whether there are contingency plans to reduce waiting times, if
applicable;

e  Assess counter staff attitude towards the public;

e Review complaints, if reported, and ascertain whether they are investigated and if
action is taken to rectify dips in service delivery performance (complaints
procedure);

e ldentify availability of training;
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e  Ascertain whether there is a management information system in operation; and

e Ascertain whether there is a zero tolerance policy in place, and if procedures are
followed when applicable.

5.3.8 Review and Recommendations - The review focused primarily on assessing the
current level of customer care in existence, identifying any areas for improvement,
identifying other areas to consider and providing recommendations.

The information collated from the exercise was analysed to arrive at the review’s
conclusions. Key performance indicators and good practice procedures need to be
researched for bench-marking/comparison purposes. The review includes viable and
reasonable recommendations, together with an action plan designed to help implement
the recommendations.

An important way in determining expectations and satisfaction with services being
delivered is through consultation with customers. The purpose of consultation is to
improve decision-making by ensuring that decisions are based on sound evidence, and
take account of the views and experience of those affected.

During this exercise, management was consulted on what policies and procedures it had
in place concerning customer delivery.

5.3.9 Summary of Key Findings - Both staff and management agreed that strong lines
of communication exist. Management was confident that it had good lines of
communication with front-line staff, working cohesively to ensure that the section is
running smoothly.

The results of the customer questionnaire demonstrated that a high number of
respondents were satisfied with the service received, that the level of communication
and the information provided was adequate and found officers who attended them
competent and helpful. This was evidenced during the observation exercise where
counter staff were found to deal with most queries in a competent and professional
manner and treated customers cordially and with respect.

New entrants are given on-the-job training but no formal induction or customer service
training is provided. This was highlighted in the staff questionnaire where staff
expressed a desire to engage on such courses of instruction relevant to the job in order
to provide a better service.

Management does ensure that the quality of service delivery is acceptable and it is
continuously looking for ways in which the service can be improved. However, the
PAYE Section has not formalised a set of guidelines to outline the operational systems
and procedures that deal with the workflow and meet the needs of the staff at the
counter positions or set out and published clear standards of service that enable users to
see what they can reasonably expect.

In addition, management confirmed that targets had not been identified and it does not
have a management information system in place specifically to monitor customer
service target levels, making it difficult to ascertain whether the section meets its
obligations in an accurate and timely manner.

Responses to both questionnaires by customers and staff were unanimous in areas that
needed attention or improvements. These ranged from promoting the required

72



documentation and the information available on the government website, providing an
internet facility to attend to most of the administration functions available at the
counters and introducing a formal customer complaints procedure.

There is no system in place to reduce the number of unnecessary contacts that the
PAYE Section receives. Unnecessary contacts can be a real drain on resources and can
lead to increased costs, longer waiting times and general frustration for staff and
customers involved. This is clearly an area that should be looked into.

Management should explore the possibility of introducing a customer service
international quality standard.

Whilst management has an unwritten policy regarding tackling bad behaviour by clients
there is no documented zero tolerance policy and procedures.

Management’s leadership approach in guiding its staff members to provide the best
level of service is appreciated by all members of staff. This is a positive factor towards
maintaining a high level of staff morale, which is demonstrated by the fact that all
customers who arrive before closing time will be attended even though the counter
service closes. This shows that the department looks after the customers’ best interest.

The review identified that the PAYE Section, with the resources available and amount
of workload, is providing a good service to the public.

Most officers thought that having more counters could reduce waiting times but claimed
this would be impossible without more staff. A better filing system could decrease
wasted time in searching for misplaced files; providing more information in the waiting
area and in different languages could also prevent some people having to queue
needlessly. Other suggestions included training courses on how to manage staff morale
and stress, having public workshops on how to complete tax returns and having
management communicate changes in legislation faster to staff.

5.3.10 Saff Questionnaire - The majority of staff members rated the level of service
provided to customers as good. In addition, members of staff provided suggestions such
as:

e Making extra counters/a drop-off counter available;

e Designating counters for specific taxation issues;

e Employing more staff;

e Better recruitment of staff or allocation of officers to sections;

e Improving the filing system;

e Providing more information online;

e Attending formal training courses;

e Arranging workshops for customers on how to complete forms;

e Having records scanned;

e Informing companies on taxation requirements/completing forms;

e Changes in Income Tax legislation and procedures should be communicated to the
staff formally and on a timely basis;
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e Formalising induction and training processes for all members of staff; and

e Creating standardised notes on PAYE assessments.

5.3.11 Customer Questionnaire - Customers provided suggestions such as:
e Better promotion of the ITO website;
e Opening earlier or remaining open during lunch/in the afternoons;
e Ensuring the waiting area is kept in a clean and unspoilt condition;
e Providing more counters;
e Offering booklets with relevant taxation information;

e Having television monitors installed in the waiting area to provide useful
information;

e Employing more staff;
e Translating notices and other taxation information;
e Making available a suggestions/complaints facility; and

e Introduce an auto-reply function to confirm receipt of email.

5.3.12 Conclusion - In summary, and taking into consideration all aspects of the review
and notwithstanding that a good service is generally being provided by the section, the
review concludes that there is scope for improvement in order to enhance the level and
standard of service being provided to customers.

5.3.13 Action Plan - An Action Plan addressing the main issues highlighted in the
review was divided into the following four major areas of improvement:

Objective - To improve the physical environment to ensure an increased customer
experience:

e The waiting area’s general maintenance and cleanliness should be monitored
regularly; and

e The simplicity and structure of the filing system needs improving.
Objective - To improve the communication with customers:

e The PAYE counter service could extend its opening hours such as during lunchtime
or increase the number of afternoons;

e Make available an information booklet, in English and Spanish, containing relevant
instructions and guidelines on documentation required;

e Promote the availability of the website in the waiting area using visual displays;

e Provide a visual display, such as a television monitor in the waiting area with
presentations showing how the PAYE system works, what documentation is
required for different queries, highlighting the relevant guidelines and providing
warnings on the penalties people may face for the late submission of tax returns;

e Use other visual displays, such as posters, in the waiting area to inform the public
about required documentation;

e Introduce a facility whereby customers are encouraged to provide feedback on the
service they have received and make suggestions on how it could be improved. This
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could be done with the implementation of a suggestion/complaints box in the
waiting area as well as through the ITO website;

e Evaluate the needs of the users and assess the current level of customer service
provided. This could be done through the website and via customer surveys in the
waiting area to be completed by customers whilst they wait;

e Document a zero tolerance policy and procedures; and

e Introduce via the ITO website a facility for customers to be able to submit tax
returns electronically (self-service internet use).

Objective - To improve through training the level of customer service provided and to
improve the communication between staff and management:

o Staff should be given the opportunity to attend customer service training in order to
develop and enhance their skills;

e Changes in Income Tax legislation and procedures should be communicated to the
staff formally and on a timely basis; and

e Introduce a management information system.
Obijective - The introduction and maintenance of Customer Services standards:

e Design and implement effective policies and procedures in line with customer
needs; and

e Consider introducing and maintaining the 1ISO 9000 Quality Management standard.

5.3.14 | forwarded copies of the report to the Chief Secretary, the Financial Secretary
and the Commissioner of Income Tax on 14 February 2011 and invited them to
comment on the findings and recommendations of the review, if they so desired.

A Review of the Fuel Management Strategy of the Government Vehicle
Refuelling Facility

5.4.1 Value for Money Context - Value for money (VFM) assesses whether or not an
organisation is obtaining the maximum benefit from the goods and services it both
acquires and provides, within the resources available to it. It also looks at the quality of
the provision, the processes and outcomes against the monetary cost of making the
provision, undertaking the process and achieving the outcomes. Some elements may be
subjective, difficult to measure, intangible and misunderstood. Judgement is therefore
required when considering whether VFM has been satisfactorily achieved or not. VFM
not only measures the cost of goods and services but also takes account of the mix of
quality, cost, resource use, fitness and purpose, timeliness and convenience to judge
whether or not together they constitute good value.

5.4.2 Background to the Review - The Government of Gibraltar (“the Government”)
has a vehicle fleet of 405 vehicles. Technical Services Department (TSD) operates a
pump for both unleaded petrol and diesel at its premises at Waterport (“the depot™).
This refuelling facility is open Monday to Friday between 8:00am and 11:30am, 1:00pm
and 4:30pm and Saturdays from 8:00am to 12:00pm.

The Government’s actual expenditure on fuel and lubricants funded through the depot
was £170,252 for the financial year 2009-10, whilst budgeted expenditure for that
financial year was £145,000. The original budget for the financial year 2010-11 was
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£150,000, the expenditure to the end of January 2011 was £148,961 and the forecast
outturn for the financial year is £180,000.

5.4.3 Objective - The objective of this review was to evaluate the Government’s
vehicle refuelling facility; assess the quality of the management information regarding
the control and monitoring of fuel stocks and fuel used by the different government
departments, authorities and agencies (“government entities”); and assess the adequacy
of the fuel storage conditions.

5.4.4 Scope - The scope of the study entailed an assessment:
e To determine the cost of running the depot;

e To compare the cost of refuelling at the TSD’s depot compared to alternative
options;

e To establish whether there is an adequate management information system in place;

e To verify whether there is sufficient monitoring of fuel consumption by both TSD
and individual government entities;

e To identify whether there are weaknesses in the fuel purchasing process; and

e To assess the arrangements in place by management to maintain adequate fuel
storage.

5.4.5 Approach - This review focused on whether the TSD’s depot is providing VFM
or it would be more economical to outsource this service. The approach was not limited
to the obvious economic factors involved, other noteworthy variables such as the
depot’s long-term viability, the suitability of alternative means of supplying this
resource to government entities and other non-financial factors might just as
significantly affect the decision to continue or discontinue with this service.

In addition, this review looked at whether effective management and control of vehicle
fuel expenditure is being achieved and also whether fuel storage efficiency is being
attained. The management of vehicle fuel expenditure usually depends on an effective
monitoring and control system, particularly when seeking to prevent inappropriate use
of fuel. This could be the case for refuelling at either the depot or at the local petrol
stations. Finally, the efficient storage of fuel can only be attained through the effective
and timely maintenance and monitoring of the fuel tanks.

The following activities were undertaken during the review:
e A costing exercise of direct and indirect expenditure associated with the depot;

e An analysis of the refuelling costs incurred by government entities’ vehicles,
whether at the depot or in petrol stations;

e An evaluation of alternative means of refuelling taking into account both
quantitative and qualitative factors;

e Meetings with key senior and middle management officers of the TSD to establish
the quality of management information provided and the level of monitoring of fuel
usage;

e Meetings with the Health and Safety Officer to determine the health and safety
requirements and associated costs; and

e A review of the current fuel purchasing arrangements in place.
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5.4.6 Methodology - The review evaluated the following:

e An analysis of information taken from government entities refuelling at petrol
stations;

e The cost per litre to continue refuelling at the TSD’s depot taking into account all
direct and indirect costs, compared to the cost per litre of refuelling at a petrol
station;

e A cost benefit analysis to establish whether it is more economical for all
government entities’ vehicles to refuel at the TSD depot;

e An analysis of refuelling times to determine refuelling after normal working hours
and during weekends at the petrol stations and assess the cost of refuelling at the
depot at these times instead;

e An assessment to determine whether all weekday and Saturday (during opening
hours) refuelling is carried out at the TSD’s depot;

e Whether management monitor vehicle fuel consumption both at the TSD and by
each relevant government entity;

e Whether there is an adequate management information system in operation and
whether this includes controls to ensure the economic and valid usage of fuel;

e Whether information regarding stock levels is accurate; and

e Whether fuel is stored in adequate conditions and that tank maintenance is carried
out on a regular basis.

5.4.7 Exclusions to the Scope of the Work - The following areas of work were not
included in the scope of this study:

e Staffing levels and rotas;
e Quiality of service of the depot;
e The physical condition of the depot; and

e The adequacy of vehicle maintenance for the efficient consumption of fuel.

5.4.8 Review and Recommendations - The information collated from the exercise was
analysed to arrive at the review’s conclusions. The review includes viable and
reasonable recommendations which are dependent on the selected course of action,
together with an action plan designed to implement the recommendations.

5.4.9 Summary of Findings - The TSD depot currently finds itself with an expired
tender contract, a very limited management information system and a pending
compliance assessment.

The depot operates restricted opening hours, which sometimes obliges the essential
services departments to refuel at the contractors’ petrol stations. The study has revealed
that a minority of vehicles are refuelling at the contractors’ petrol stations during the
depot’s working hours even though they would obtain marginally favourable rates per
litre of fuel if they refuelled at the depot. Management should create a document on the
refuelling facilities services and inform government entities to encourage their drivers to
refuel at the depot during working hours.
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The study has emphasised that when compared to the tender prices applied and taking
account of direct, indirect and future one-off costs of running the depot, it is more
economical to discontinue the depot and have all government vehicles refuel at the
contractor’s petrol stations. Other qualitative factors were taken into account during the
study but these can be considered as part of a risk assessment exercise, which should be
conducted before proceeding to draw up the conditions for the new tender.

Current management information is very limited and does not assist in the monitoring of
fuel consumption; there are also no controls to ensure the economic and appropriate use
of fuel. Should the depot close, the outsourced contractor should provide information,
which is sufficient for management purposes to monitor and control spending and
appropriate use of fuel.

If the current policy is to continue, consideration should be given to make government
entities more accountable by making them responsible for the monitoring and control of
fuel consumption and this should include liaising closely with the TSD. Another option
to consider is to decentralise the budget and assign all responsibilities including the
purchase of fuel to government entities so that they become fully accountable.

A more detailed and useful information system that enables the monitoring and control
of the appropriate use of fuel is imperative. This can be achieved either by adapting the
current fuel requisition form and daily vouchers spreadsheets to include the vehicle’s
registration number and mileage in order to calculate kilometres per litre, or
implementing a more sophisticated integrated fuel management system.

In addition, management should continue to investigate why there are discrepancies
between the fuel stocks and the fuel stock records. An important factor in ensuring the
accuracy of data is the accuracy of the measuring system. Management should consider
purchasing an electronic digital meter to obtain an accurate reading of fuel delivered to
the depot. Ideally, an alternative measuring system to dipsticks and pressure gauges and
more regular accurate pump calibrations could be performed to obtain a more precise
physical stock measurement.

Whilst management took steps to ensure that the fuel tanks and the depot as a whole
remained legally compliant in the past, it should continue to do so by arranging a
reassessment, which has been due since May 2009.

5.4.10 Action Plan - An Action Plan addressing the main issues highlighted in the
review and divided into two main parts; i.e. recommended action should the depot
continue and recommended action should the depot close, is detailed hereunder:

Recommended action should the depot continue:

Objective - To ensure that all government entities employ the same refuelling strategy
(should the centralised refuelling policy remain):

e Improve government entities’ awareness by creating a document on the refuelling
facility’s services including opening hours;

e Ensure that the document encourages government entities to refuel from the main
contractor’s petrol stations outside of working hours only if absolutely necessary;

e Ensure that the document informs government entities of the centralised refuelling
policy where all fuel invoices should be paid by TSD; and
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Distribute this document via memorandum and generate a web page to incorporate
the same information in the government intranet.

Obijective - To ensure that the depot does not incur unnecessary expenditure:

Close the depot on Saturdays.

Obijective - To introduce and maintain an information system, which management can

use to monitor fuel consumption and includes controls to ensure the economic and valid

use of fuel:

Consider decentralising the fuel budget to achieve accountability and responsibility
from each government entity;

Create a document which outlines the procedures to monitor fuel consumption;

Implement the use of proper forms or alternatively create a more detailed version of
the existing fuel requisition form that includes mileage and the wvehicle’s
registration number;

Make the current management information usable for monitoring purposes by
adapting the daily voucher’s spreadsheet to include mileage, the vehicle’s
registration number and kilometres per litre;

Establish a performance indicator in ‘kilometres per litre’ to monitor fuel usage;

That an officer in each government entity is made responsible for collecting,
processing, and evaluating fuel information;

Implement a reporting mechanism to inform each government entity of any
irregularities found; and

Establish a procedure to periodically check that the tender price is being correctly
charged for fuel delivered.

Obijective - To improve the accuracy of the information regarding stock levels:

Consider the purchase of an electronic digital meter to obtain an accurate reading of
the fuel delivered,;

The amount obtained from reading the dipstick measures before and after the
delivery of fuel (or the electronic digital meter reading) should be used in the “fuel
issues and deliveries report’ rather than the volume recorded in the invoices
supplied by the main contractor; and

Continue to investigate why the discrepancies in fuel stocks occur.

Objective - To ensure that fuel is stored in adequate conditions and that tank

maintenance is carried out on a reqular basis:

Make the fuel storage legally compliant by executing the reassessment which has
been due since May 2009;

Continue to investigate why the discrepancies in fuel stocks occur, so that the “Fuel
Issues and Deliveries’ weekly report can be used to periodically monitor fuel
storage efficiency; and

Implement measures to adequately secure the access to the fuel stocks.
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Recommended action should the depot close:

Objective - To obtain a value for money tender contract which meets all of

government’s objectives:

That the Tender Board only consider applications which offer the current or more
favourable price;

That the tender notice conditions guarantee a predetermined volume of fuel to be
set aside for emergency;

That the tender notice conditions favour but not limit applications from petrol
stations, which offer a 24-hour service;

That the tender notice conditions considers examples of the proposed management
information to be provided. This should be sufficient for management purposes;
and

That a risk assessment is performed in order to further identify any issues that need
to be mitigated by incorporating it as a condition in the tender notice or final
contract.

Obijective - To ensure that all government entities employ the same refuelling strateqgy:

Inform government entities of the refuelling strategy by creating a formal document
on the new refuelling procedures;

Distribute this document via memorandum and generate a web page to incorporate
the same information in the government intranet; and

Ensure that the formal document stipulates that each government entity is
accountable for properly monitoring and reporting vehicle fuel usage and
expenditure.

Obijective - To introduce and maintain an information system, which management can

use to monitor fuel consumption and includes controls to ensure the economic and valid

use of fuel:

Implement a recording system, which can provide accurate and timely reporting;

Implement an information system that includes the monitoring of mileage against
fuel issued in order to enable the identification of irregularities;

Establish a performance indicator in ‘kilometres per litre’ to monitor fuel usage;

That each government entity be made responsible for collecting, processing, and
evaluating fuel information;

That each government entity keeps a log, to record who is using each vehicle, the
date of use, the mileage covered and the volume and cost of fuel dispensed at the
petrol stations;

That corrective action is promptly taken when irregularities are identified; and

Establish a procedure to periodically check that the tender price is being correctly
charged for fuel delivered.

5.4.11 | forwarded copies of the report to the Chief Secretary and the Chief Executive,
Technical Services Department on 14 February 2011 and invited them to comment on
the findings and recommendations of the review, if they so desired.
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A Follow-up Review of the Management of Telecommunications
(Telecoms) Services in Government Departments, Authorities and
Agencies

5.5.1 On 13 February 2008 | addressed the above-mentioned VFM report to the Chief
Secretary requesting his views and comments on the findings and recommendations of
the VFM review detailed in section 5.3 of my report on the annual accounts of the
Government of Gibraltar for the financial year 2006-07.

5.5.2 In paragraph 5.7.2 of my report on the public accounts of Gibraltar for the
financial year 2007-08 | explained that the Chief Secretary had responded on 15 January
2009 to express his regret that the recommendations of the review had not progressed at
the rate desired due to other pressing matters and that the issue had now been prioritised
for action as follows:

e The elaboration of a pan-Government policy on telecommunications; and

e Addressing issues relating to the procurement of mobile telephones.

5.5.3 The Chief Secretary informed me that he would provide me with the progress
made in both areas as soon as information was available.

5.5.4 | explained in paragraph 5.6.4 of my report on the annual accounts for the
financial year 2008-09 that | had written to the Chief Secretary on 19 January 2009
thanking him for his positive response and welcoming his approach. However, |
explained to him that the report had also highlighted that there was no regular process
for producing and monitoring landline and mobile telephone usage levels and hence |
was concerned that this area was not adequately managed. Two years have elapsed
since my last memorandum and | have not received any further correspondence from
the Chief Secretary. Consequently, | have decided not to pursue this matter for the time
being.

A Review of the Recruitment and Induction Training Processes in the
Government of Gibraltar Civil Service

5.6.1 On 20 February 2009 | wrote to the Chief Secretary and the Human Resources
Manager forwarding each a copy of the VFM review of the Recruitment and Induction
Processes in the Government of Gibraltar Civil Service and requested their respective
views and comments on the findings and recommendations of the VFM study.
However, at the close of this report neither the Chief Secretary nor the Human
Resources Manager had responded. Again, two years have elapsed since my last
memoranda and | have not received any further correspondence from either the Chief
Secretary or the Human Resources Manager. Consequently, | have decided not to
pursue this matter for the time being.

A Review of Treasury Management in the Government of Gibraltar

5.7.1 As | mentioned in paragraph 5.2.8 of my report on the public accounts of
Gibraltar for the financial year 2008-09 | forwarded a copy of the VFM review of
Treasury Management in the Government of Gibraltar to the Financial Secretary on 27
November 2009. At the close of this report I had not received a reply.
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A Review of Staff Performance Management and Development in the
Government of Gibraltar Civil Service

5.8.1 In paragraph 5.3.10 of last year’s report, | commented that | had submitted a
copy of the VFM review of Staff Performance Management and Development in the
Government of Gibraltar Civil Service to the Chief Secretary on 12 February 2010, just
over a month before the closure of my report.

5.8.2 The Chief Secretary responded on 7 May 2010 stating, inter alia, that the
performance of staff includes their effectiveness not only in the way in which they do
their work but also through regular attendance at work. He continued that the
management of work-related sickness is a hugely complicated issue and excessive sick
leave was a difficult challenge in managing staff performance.

5.8.3 The Chief Secretary explained that the management of sick leave and
unsatisfactory attendance, appraisal of staff, promotion procedures including reporting
on staff, training and unsatisfactory performance are all inter-related and hence a
Strategic Issues Forum was set-up. He stated that management had long recognised the
potential benefits for a pan-Civil Service annual appraisal system and that work was in
progress.

5.8.4 With regard to training, the Chief Secretary explained that there was now a
tendency to provide more training on general issues for administrative staff, resulting in
a uniformity of approach across the Government service. However, he stressed that
Heads of Department need to apply for funding in respect of some types of training
requiring budget approval.

5.8.5 He further commented that in addition to training needs there is a requirement to
set targets and monitor performance, which is included in the proposed package of
measures that needs to be agreed before implementation. Lastly, the Chief Secretary
stated that Civil Servants today received more and better training than has ever been the
case and that staff are more professional than ever.
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PART SIX [ty

Staff Training

6.1.1 The primary aim of the Principal Auditor, and through him the Gibraltar Audit
Office’s financial audit work, is to provide independent assurance, information and
advice to Parliament on the proper accounting and use of public resources. In order to
effectively attain this goal it is important to maintain high auditing standards and this in
turn requires adequate training opportunities. In this context, officers of the Gibraltar
Audit Office have, in the past, attended different audit training courses in the United
Kingdom. I am glad to report that a five-day Public Sector Audit course was recently
delivered locally where the majority of the staff of the Gibraltar Audit Office attended.

Acknowledgement

6.2.1 I wish to express my appreciation and gratitude to the staff of the Gibraltar Audit
Office for their support during the year.

6.2.2 1 also wish to point out that the three Value for Money (VFM) reviews, which
have historically been performed by outside professional entities since its inception in
1992, carried out during 2010 were performed by officers of the Gibraltar Audit Office.
I am grateful to my staff for the enthusiasm and dedication shown in the work and on the
.quality of the VFM reviews.

6.2.3 1 am grateful to the Accountant General and Controlling Officers, and their
respective members of staff, for the co-operation, assistance and courtesy extended to
staff of the Gibraltar Audit Office during the course of the performance of the audit
function.

General

6.3.1 However, I am concerned that a number of Heads of Department who, despite
regular reminders, have not even acknowledged receipt of my memoranda, especially on
observations noted during departmental audit inspections.

" A

o

J C Posso Gibraltar Audit Office
Principal Auditor 23 John Mackintosh Square
11 March 2011 Gibraltar
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The Certificate of the Principal Auditor to Parliament on the Public
Accounts of Gibraltar

| certify that | have audited the public accounts of Gibraltar for the year ended 31 March
2010. These comprise the statements of accounts as specified in Section 52 of the Public
Finance (Control and Audit) Act, 1977.

Respective responsibilities of the Accountant General, Controlling
Officers, Receivers of Revenue and the Principal Auditor

The Accountant General has statutory responsibility for the compilation, management
and supervision of the accounts of the Government and for the conduct of the treasury;
and within a period of nine months after the close of each financial year shall sign and
transmit to the Principal Auditor accounts showing fully the financial position of the
Government at the end of such financial year.

Controlling Officers are the chief accounting officers in respect of, and are personally
accountable for, all public moneys disbursed and all stores held, issued or received or
used by or on account of the department or service for the head of expenditure for which
they are the controlling officer.

Receivers of Revenue are statutorily responsible for the collection of, and accounting
for, all moneys received for the credit of items of revenue for which they are appointed
receivers of revenue for any financial year.

My constitutional responsibility is to audit and report on the public accounts of
Gibraltar and of all courts of law and all authorities and offices of the Government in
accordance with generally accepted government auditing standards.

| report to you my opinion as to whether the financial statements properly present the
receipts and payments for a financial year and the assets and liabilities as at the end of
that period. 1 also report whether in all material respects expenditure and income has
been applied to the purposes intended by Parliament and the financial transactions
conform to the authorities, which govern them.

In addition, | report to you if the Accountant General, Controlling Officers and
Receivers of Revenue have not kept proper accounting records, if | have not received all
the information and explanations | require for the purpose of my audit, or if information
regarding transactions is not disclosed.

| read the information contained in the Accountant General’s Report on the public
accounts and consider whether it is consistent with the financial statements. | consider
the implications for my certificate if | become aware of any apparent misstatements or
material inconsistencies with the financial statements. My responsibilities do not extend
to any other information.
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Basis of Audit Opinion

I have audited the public accounts of Gibraltar as required by the provisions of section
74 (1) of the Constitution of Gibraltar. I conducted my audit in accordance with
generally accepted government auditing standards. My audit includes examination, on a
test basis, of evidence relevant to the amounts, disclosures and regularity of financial
transactions included in the financial statements.

I planned and performed my audit so as to obtain all the information and explanations
which I considered necessary in order to provide me with sufficient evidence to give
reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error and that, in all material respects, moneys which have
been appropriated and disbursed have been applied for the purposes for which they were
appropriated and the expenditure conforms with the authorities, which govern it. In
forming my opinion I also evaluated the overall adequacy of the presentation of
information in the financial statements.

Audit Opinion
Except for the relevant comments contained in my report, in my opinion:

e the financial statements on pages 105 to 281 properly present the revenue and
expenditure for the financial year ended 31 March 2010 and the assets and
liabilities as at the end of that year;

e in all material respects, moneys which have been appropriated and disbursed have
been applied for the purposes for which they were appropriated and the expenditure
conforms with the authorities, which govern it; and

e the information given in the Accountant General’s Report is consistent with the
financial statements.

7 -

J C Posso Gibraltar Audit Office
Principal Auditor 23 John Mackintosh Square
11 March 2011 Gibraltar
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