Ofiic The
W Aiditor
. (seneral

Bermuda

Report of the Auditor General
on the
Consolidated Fund of the

Government of Bermuda

for the Financia Years
March 31, 2010, March 31, 2011 and March 31, 2012

December 2014






Report of the Auditor General

on the

Consolidated Fund of the

Government of Bermuda

for the Financial Y ears

March 31, 2010 March 31, 2011 and
March 31, 2012

December 2014






\Arllieditor
N General

Bermuda

OUR MISSION

The mission of the Office of the Auditor General,
derived from its legislative mandate, is
to add credibility to the Government’s financial reporting and
to promote improvement in the financial administration
of all Government Ministries, Departments and all other entities
for which the Government is accountable to Parliament.






A The
’ uditor
N AGe neral

Bermuda

The Honourable K.H. Randolph Horton, JP, MP
Speaker of the House of Assembly
Bermuda

Sir;

Office of the Auditor General
Reid Hall, Penthouse

3 Reid Street

Hamilton HM 11, Bermuda

Tel: (441) 296-3148

Fax: (441) 295-3849

Email: oag@oagbermuda.bm
Website: www.oagbermuda.bm

In accordance with Section 101(3) of the Bermuda Constitution Order 1968 and Section
10 of the Audit Act 1990, | have the honour to submit herewith my Report on the
Consolidated Fund of the Government of Bermudafor the financial years ended March 31,

2010, March 31, 2011 and March 31, 2012.

Respectfully submitted

Heather A. Jacobs Matthews, JP, FCPA, FCA, CFE

Auditor General

Hamilton, Bermuda
December 2014






1

3

TABLE OF CONTENTS

INTRODUCTION

11
12
13
14

15
16

Background...
General Comments .........................................................
Audit Committee...

Parliamentary Standi ng Committee on the Office of the Auditor

GENE Al .
Parliamentary Standing Committee on the Public Accounts......
Acknowledgements....... ..o

MATTERS OF SPECIAL IMPORTANCE

Qualification of the Auditor’sReport...........oocoviiii i
Consolidated financial statementsfor Government............c..........
Financial statement discussion and analysiS.........ccccceveveeeeecneennenns
Borrowing and the plan to reduce the deficit and publlc debt.....
Pension and other employee futur e benefits...
Taxpayer indebtednessto Government..

I nadequate budget process...
Over spending of Supplementary Estimate limits....................
Non-compliance with Financial Instructionsand related rules...

AUDIT OBSERVATIONS & RECOMMENDATIONS

3.7

REbRkb bR Do

~ouhrhw NBR

Failureto comply with Financial I nstructions and related rules..
Millions paid without signed contractsor agreements..............
Significant contractsnot tendered................cooooiiiii
Duplicate payments .. e

Overpayments...

Supplementary Approprlat|on Billsnot tabled..

I nadequate procedures over bank reconciliations. ..

Completeness and accuracy of accounting for employee benefits
I nadequate provisioning.. s
Inadequate proceduresover amounts receivable from or
payableto other Government agencies..........coccovevviiiiieiinnnns
Lack of ministerial authorization for inter-fund transfers.........
Millions paid for professional serviceswithout prior

APPIOVAL. .
Bank limit exceeded by $24 million..

| nappropriate application of or lack of accountmg poI|C|es...'.'.'.'.'.'

Presentation issues..
Over spending of Supplementary Estimate limits....................
Information Technology (IT) deficiencies..........c..coceviviieenen

GOVERNMENT'SFINANCIAL POSITION

4.1
4.2

Sustainability indicators..........coocvvii i i
Flexibility indicators.........coovve i e e

Page

gl b~ WWN -

38
42



TABLE OF CONTENTS

5 APPENDICES

0o ~NOoOOhRhWNE

10
11
12

13

Listing of Government funds and organizations..........................
Financia statements of the Consolidated Fund — March 31, 2010....
Ministry of Finance's Comment on the 2010 financial statements....
Financia statements of the Consolidated Fund —March 31, 2011....
Ministry of Finance's Comment on the 2011 financial statements....
Financia statements of the Consolidated Fund — March 31, 2012.....
Report of the Parliamentary Standing Committee on the Public
Accounts for the financial years ended March 31, 2007 and 2008 ..
Ministry of Finance' s Response to the Report of the Parl |amentary
Standing Committee on the Public Accounts for the financia years
ended March 31, 2007 and 2008 ..........cccvvviirine i e
Report of the Parliamentary Standing Committee on Part 1 of the
Misuse of Public FUNASREPOIt..........ccvvviiiiiiiii e
Report of the Parliamentary Standing Committee on Part 2 of the
Misuse of Public FUNASREPOIt..........ccvvviiiiiiiii e
Ministry of Finance' s Response to the Report of the Parliamentary
Standing Committee on Part 2 of the Misuse of Public Funds Report
Report of the Parliamentary Standing Committee on the work of the
Auditor General for the period April 1, 2009 to March 31, 2010 and
the Public Accounts for the financial year ended March 31, 2009....
Ministry of Finance' s Response to the Report of the Parliamentary
Standing Committee on the work of the Auditor General for the
period April 1, 2009 to March 31, 2010 and the Public Accounts for
the financia year ended March 31, 2009.............coceoiiiiiiiiennnen.

245
257
269
275

283



1. INTRODUCTION

1.1 Background

The Consolidated Fund is the general operating fund of the
Government of Bermuda (the “Government”) which records the
financial transactions of the Senate, House of Assembly, all
Government departments, offices and courts. It isinto this fund that
taxpayers pay revenue such as Payroll Tax, Customs Duties, Company
Feesand Land Tax. Government uses this revenue to pay for its many
progranmes such as health, education, public safety, financial
assistance, infrastructure and public transportation.

The preparation of the financial statements of the Consolidated Fund
is the responsibility of the Accountant General’s Department (the
“ACG”) within the Ministry of Finance. The ACG is responsible for
the accurate and timely preparation as well as the fair presentation of
the financial statements in accordance with public sector accounting
standards generally accepted in Bermuda and Canada. The ACG is
also responsible for implementing internal controls which are
necessary to enable the preparation of financial statementsthat arefree
from material misstatement, whether due to fraud or error.

These responsibilities are enshrined in the Public Treasury
(Administration and Payments) Act 1969 which provides the
legidative authority for the Minister of Finance to manage
Government finances and authorizes the Accountant General to
prepare the annual accounts.

My role asthe Auditor General isto express an opinion on the financial
statements based on my audit. An audit involves performing
procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected during the audit
depend on professional judgment and includes an assessment of the
risks of material misstatement of the financial statements, whether due
to fraud or error.

In making those risk assessments, the audit considersinternal controls
relevant to the preparation and fair presentation of the financial
statements. Thisisdoneto design audit proceduresthat are appropriate
in the circumstances, not for the purpose of expressing an opinion on
the effectiveness of internal controls.
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1. INTRODUCTION

In addition to these procedures, an audit also includes evaluating the
appropriateness of accounting policies used and the reasonabl eness of
accounting estimates, as well as evaluating the overall presentation of
the financial statements.

In each year, the audit of the Consolidated Fund was conducted in
accordance with auditing standards generally accepted in Bermudaand
Canada. Those standards require that | comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance that the financial statements are free from material
mi sstatement.

Reasonable assurance is not absolute assurance nor is it a guarantee
that the financial statements are completely free from materia error.
Due to the inherent limitations of an audit, thereis an unavoidable risk
that some misstatements of thefinancial statementswill not be detected
(particularly intentional misstatements concealed through collusion),
even though the audit is properly planned and performed.

12 General Comments

This report includes the results of audits of the Consolidated Fund for
the years ended March 31, 2010, 2011 and 2012. My Auditor’s
Reports on those audits were qualified for the reasons outlined in
Section 2 of thisreport.

The following matters of specia importance which are relevant to all
three years of audit are also documented in Section 2:

e Consolidated financial statements for the whole of
Government;

¢ Financia statement discussion and analysis,

e Borrowing and the plan to reduce the deficit and public debt;

e Pension and other employee future benefits;

e Taxpayer indebtedness to Government;

e |nadequate budget process,

e Overspending of supplementary estimate limits; and

e Non-compliance with Financial Instructions and related rules.

An important part of the audit process is discussing our observations
and recommendations with the Accountant General and other
stakeholders. Key observations and recommendations are presented in
Section 3 and commentary on Government’s financial position is
included in Section 4.

2 2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda



1. INTRODUCTION

13 Audit Committee
The Audit Committee established under Section 5 of the Audit Act
1990 reviews my reports. The Committee’s role includes reviewing
drafts of my public reports, discussing key points with me and
communicating to Cabinet any matters the Committee believes
should be brought to Cabinet's attention before the report is
disseminated in the public domain. The members of the Audit
Committee who reviewed this report are:
Name Position Employer
Mr. Kirk L. Davis, CPA, CA, President & CEO  PinHigh Limited
MioD, Chairman
Mr. Alan F. Richardson, CPA, CA President & CEO  The Centre
Deputy Chairman Limited
Mr. Andrew A. Griffith, CPA, CA Group Vice- BAS Group of
President & Companies
CFO
Ms. Shade Subair, LLB FR (Hons) Partner and Mussenden Subair
Director Limited
Mr. Ottiwell Simmons, JP Consultant
Mr. Christopher A. Coelho, CPA, CA Retired —Former  Ascendant Group
Senior Vice- Limited
President &
CFO
The Hon. Everard Trenton RichardsJP,  Minister of
MP (ex-officio member) Finance
14

Parliamentary Standing Committee on the Office of the Auditor
General

The Parliamentary Standing Committee on the Office of the Auditor
Genera is a bipartisan Committee established under the Rules of the
House of Assembly. It istasked with the responsibility of ensuring that
the Office of the Auditor General has the necessary resources to carry
out its mandate. On an annual basis, | present my annual budget to this
Committee for its consideration.

The members of the Committee are:

Mr. N.H. Cole Simons, JP, MP
Chairman
Ms. Nandi S. Outerbridge, JP, MP
Ms. Lovitta F. Foggo, JP, MP
Ms. Susan E. Jackson, JP, MP
Mr. Dennis P. Lister, JP, MP
Mr. Clark Somner,
Clerk to the Committee

Government Whip

Member of Parliament

Party Whip

Member of Parliament

Shadow Minister of Public Works
Deputy Clerk to the Legidature

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 3
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15 Parliamentary Standing Committee on the Public Accounts

The Public Accounts Committee (the “PAC”) is a Parliamentary
committee appointed for the duration of the life of Parliament and is
chaired by a member of the Opposition.

The Committee’s mandate is to examine, consider and report on “the
accounts showing the appropriation of the sums granted by the
Legidature to meet the public expenditure of Bermuda’ and the report
of the Auditor General on those accounts. The Committee also reports
on “any accounts as may be referred to the Committee by the House”.

After the audited financia statements of the Consolidated Fund and the
Auditor General’s Annua Reports are tabled, the PAC reviews them.
During its review, the PAC may make any inquiries and request the
appearance of any person to address significant concerns. At the end of
the process, the PAC issues a Report to the House of Assembly which
typically requires the Minister of Finance to respond to
recommendations therein.

The PAC tabled itsreport covering the Auditor General’ s Annual Report
for 2007 and 2008 (Appendix 7) in July 2010. The Committee has made
several important recommendations in its reports over the years, many
of which are yet to be implemented. In August 2010, the Minister of
Finance provided a response to the Report to the House of Assembly
(Appendix 8).

On July 20, 2012, the PAC tabled its report covering the first part of the
Auditor General’s Report on the Misuse of Public Funds (Appendix 9).
The PAC focused on the Inappropriate Conduct of the Chairman and
Deputy Chairman of the Bermuda L and Devel opment Company Limited
and noted that time did not permit for deliberation on other aspects of
my reports.

On June 6, 2014, the PAC tabled its report covering the second part of
the Auditor Genera’s Report on the Misuse of Public Funds - the
Inappropriate Use of Public Funds for Payment of Persona Legal
Expenses (Appendix 10). The Ministry of Finance's response is
contained in Appendix 11. The PAC Report on the Auditor General’s
Annual Report which includes comments arising out of the audit of the
Consolidated Fund for the year ended March 31, 2009 was tabled on
July 18, 2014 (Appendix 12). The Ministry of Finance's responses is
contained in Appendix 13.
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1. INTRODUCTION

The members of the PAC are;

Mr. E. David G. Burt, JP, MP
Chairman

Ms. Lovitta F. Foggo, JP, MP

Mr. N.H. Cole Simons, JP, MP

Mr. Glen C. Smith, JP, MP

Mr. Jefferson C. Sousa, JP, MP

Mr. Wayne L. Furbert, J°, MP

Mr. Clark Somner,
Clerk to the Committee

1.6 Acknowledgements

Shadow Minister of Finance

Party Whip

Government Whip

Member of Parliament

Member of Parliament

Shadow Minister of Economic
Development

Deputy Clerk to the Legislature

In order to achieve our mandate, we work with many individuals
in various departments as well as our committees. | acknowledge
with thanks their ongoing co-operation and assistance.

| also express my sincere appreciation for the work and
professionalism of my staff, without whose dedicated efforts |
would have been unableto discharge my legidative responsibilities

and complete this report.

Hamilton, Bermuda Heather A. Jacobs Matthews, JP, FCPA, FCA, CFE

December 2014

Auditor General
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2. MATTERS OF SPECIAL IMPORTANCE

2.1

Qualification of the Auditor’s Report

The audits of the Consolidated Fund of the Government of Bermuda
were conducted in accordance with auditing standards generally
accepted in Bermudaand Canada. I1n performing the audits, the audit
evidence obtained was sufficient and appropriate to provide a basis
for my opinion that the financial statements present fairly, in all
material respects, the financial position of the Consolidated Fund of
the Government of Bermuda except as explained below.

In 2009, a Special Report of the Auditor General detailed the reasons
for the qualification on the financial statements of the Consolidated
Fund for the year ended March 31, 2008. That report documented a
high level of unsupported paymentsaswell asan override of controls
at the highest level of management in the construction of the
Magistrate's Court Building and the Hamilton Police Station.
Among other concerns, we found:

e Insufficient appropriate documentation or approvals to
support payments;

e Compromised internal control systems,

e A $6.5 million payment unsupported by verification to
recei pted invoices;

e Concerns expressed by the Project Manager about the
legitimacy of some costs being claimed by the recommended
contractor and

e Refusal by the certifying architect to certify $2.7 million in
payment requests submitted by the recommended contractor.

During the course of the audit, we were denied the right to audit
material expenditures related to this capital project. In subsequent
years, appropriate disclosures were not made. These mattersled me
to question the propriety of certain transactions and the underlying
cost and value of the buildings.

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 7



2. MATTERS OF SPECIAL IMPORTANCE

As aresult, | was unable to determine whether adjustments might
have been necessary to material balances on the financial statements
including current expenses, capital development expenses, deficit,
work in progress, accumulated deficit and related note disclosures.

Considering the significant public expenditure on this project, the
Accountant General agreed to obtain an independent professional
valuation. However, aformal valuation was not provided during the
course of these audits. Consequently, the auditor’s opinion was
qualified.

Recommendation No. 1:

Government should follow through on its commitment to
obtain an independent professional valuation.

Note: Subsequent to the issuance of the 2012 financial
statements, a valuation was obtained and the qualification
removed.

2.2 Consolidated financial statements for Gover nment

In addition to the Consolidated Fund, Government business is
transacted through other public funds and Government-controlled
organizations such as the Bermuda Housing Corporation.

Government’s financial statements do not currently consolidate
the results of these organizations with the Consolidated Fund.
Consolidating these funds and organizations with the
Consolidated Fund essentially means that each organization's
assets, liabilities and operating results would be incorporated into
the Consolidated Fund and form a part of the Government’s
annual deficit or surplus.

Canada’'s Public Sector Accounting Board recommends
standards of disclosure which should be followed by
Governments. Those standards have been accepted by the
Chartered Professional Accountants of Bermuda (formerly the
Institute of Chartered Accountants of Bermuda) and are
therefore generally accepted in Bermuda.

Such standards require that “Financial statements should provide
an accounting of the full nature and extent of the financial affairs
and resources which the Government controls, including those
related to the activities of its agencies and enterprises.” The
standards also state that:

8 2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda



2. MATTERS OF SPECIAL IMPORTANCE

e Government financial statements should consolidate the
financial statements of organizations comprising the
Government reporting entity, except for Government
business enterprises; and

e The Government reporting entity should comprise the
organizations that are controlled by the Government.

Theinclusion of various funds and organizationsin the Government
reporting entity is primarily based on the criterion of control.
Control isdefined asthe power to govern thefinancial and operating
policies of another organization with expected benefits or the risk
of loss accruing to the Government from the other organization's
activities. In essence, if Government can control an organization,
whether actual or implied, its results should be included in the
Government reporting entity. Various Government funds and
organizations (many of which will be included in the Government
reporting entity) are listed in Appendix 1.

The Report of the Parliamentary Standing Committee on the Public
Accounts for the financial years ended March 31% 2005 and March
31, 2006 aso endorsed the need for consolidated financial
statements for Bermuda. The Minister of Finance has in the past
indicated a commitment to provide consolidated statements.
However, thiswas still not achieved for the years under audit.

Until consolidated financial statements are presented, thereisarisk
that those reading and relying on the financial statements of the
Consolidated Fund may mistakenly view them as the consolidated
financial statements of the Government. More importantly, the
public is not provided with full disclosure regarding the
accumulated deficit or surplus of its Government.

As aresult of this failure to conform to the standards of disclosure
generally accepted in Bermuda, | have included the following
explanatory paragraphsin my Auditor’s Report on the Consolidated
Fund's financial statements for the years ended March 31, 2010,
2011 and 2012:

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 9
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As described in Note 2, these financial statements represent the
financial transactions of the Consolidated Fund and have been
prepared primarily to provide accountability for the financial
resources appropriated by the Legislature of Bermuda. These
financial statementsare not the summary consolidated financial
statements, as contemplated by the Institute of Chartered
Accountants of Bermuda and the Canadian Institute of
Chartered Accountants that would report the financial position
and results of operations of the Government of Bermuda.
Sgnificant financial activities of the Government occur outside
the Consolidated Fund.

In the absence of consolidated summary financial statements
for the Government of Bermuda, | am of the opinion that the
financial statements of the Consolidated Fund are intended and
used to represent for all practical purposes the financial
position of the Government of Bermuda and the results of its
operations, its change in net debt and its cash flows. As such, in
my opinion, the accounting policies used to prepare these
financial statements are inappropriate to present fairly the
financial position of the Gover nment of Bermuda and the results
of its operations, its changes in net debt and its cash flows.

Recommendation No. 2:

Government should prepare and issue consolidated
summary financial statements for Government as a
whole.

Ministry of Finance Response

The Ministry agrees and is working towards the
preparation of consolidated summary financial statements.

2.3 Financial statement discussion and analysis

Annual financial statements continue to be a key accountability
document for Government. However, financial statements alone do
not provide the breadth of information needed for users to fully
understand Government finances.

CPA Canada (formerly the Canadian Institute of Chartered
Accountants) has issued a Statement of Recommended Practice
(SORP) entitled “Financial Statement Discussion and Analysis’. It
states that a Government's (annual) report should include financial
statements and financial statement discussion and analysis.

10
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2. MATTERS OF SPECIAL IMPORTANCE

The SORP indicates that the purpose of Financial Statement
Discussion and Analysis (FSD&A) is to expand on and explain
information contained in financial statements, making them more
understandable to the general public.

The SORP suggests that FDS& A should include:

a. a highlights section that provides a brief, concise
summary of the significant events affecting the
resultsand financial position reflected in thefinancial
statements; and

b. an analysis section that:

(i) includesinformation on known significant risks and
uncertainties inherent in the Government’s financial
position and changes in financial position, and
briefly outlinesthe strategies, policies and techniques
adopted to manage those risks and uncertainties;

(ii) identifiesand explains:

- gignificant variances between current year actual
results and budget;

- gignificant variances between current year actual
results and prior year actual results; and

- changes that have occurred but that are not readily
apparent from the quantitative analysis, and

(iii) includes an analysis of significant trends related to
financial assets, liabilities, net debt, tangible capital
assets, net assets, revenues, expenses / expenditures,
net revenues and cash flows.

| strongly endorse the idea of Government publishing
aFSD& A document at the sametimeasit publishesits
financial statements. Such a document would provide
arobust analysis of what the financial statements mean
and what the long-term trendsareand isvital if readers
are to understand the Government’ s financial position
and results. If the FSD&A were done in conjunction
with consolidated financial statements for the whol e of
Government, this would represent another significant
enhancement of the Government of Bermuda's
accountability.

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 11



2. MATTERS OF SPECIAL IMPORTANCE

24

Recommendation No. 3:

Government should develop and publish a Financial
Statement Discussion and Analysis document at the same
time asits annual financial statements.

Ministry of Finance Response

The Ministry agrees and plans to have this analysis
published with the financial statements for the year
ended March 31, 2015.

Borrowing and the plan to reduce the deficit and
public debt

In order to finance its annual operating deficits, replace maturing
debt and acquire capital assets, Government has borrowed money
from various lenders. The borrowing and more specificaly, the
public debt and net debt amounted to $1.24 billion and $2.42
billion respectively, at March 31, 2012.

The debt and related deficit continue to grow. The annual
operating deficit for the year ended March 31, 2012 totalled $343
million — $100 million more than the 2008 deficit. The legisated
borrowing limit has been increased twice over the two year period
(from $1.0 billion in 2010 to $1.45 billion in 2012). Similarly, the
Government’s long-term debt as at March 31, 2012 ($1.1 billion)
has almost quadrupled what it was four years ago and resulted in
annual interest costs of about $71 million for the year ended March
31, 2012.

Despite thisincreasing level of debt and public concerns regarding
sustainability, Government has not provided us with a plan to
reduce the deficit and public debt.

Recommendation No. 4:

To ensure the sustainability of public services,
Government should establish and communicate a plan to
reduce the deficit and level of public debt.

12
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2. MATTERS OF SPECIAL IMPORTANCE

Ministry of Finance Response

The Government has announced the implementation of a
medium term expenditure framework (MTEF). The full
implementation of a MTEF involves the introduction,
from the 2014/15 budget cycle of rolling three-year budget
and forward estimates to establish hard multi-year budget
ceilings for each Ministry. To achieve the Ministry of
Finance's strategy for fiscal consolidation (i.e. deficit
reduction) the Ministry set an ambitious target of cost
savings on current account expenditure of 15%, in real
terms, to be achieved by the end of three years. The
2015/16 fiscal year represents the second year of the
MTEF. The other part of this strategy is to enhance
revenue through policies that generate income from
economic growth and other revenue streams. This will
enable the Ministry of Finance to begin to fulfill its
commitment to changing thetrajectory of deficitsand debt
over the medium-term.

2.5 Pensions and other employee future benefits

There are currently three major Government sponsored pensions
plans. The Public Service Superannuation Fund (“PSSF") provides
pensions for retired Government and quango employees. The
Ministers and Members of the Legislature Pensions Fund
(“MMLPF’) provides retirement pensions for the ministers,
members and officers of the Legidature and the Contributory
Pension Fund (“CPF”) provides old age pensions, disability and
death benefits for the general workforce. In addition to the pension
plans, the Government Employees Health Insurance Fund provides
health insurance benefits for Government employees, Ministers
and Members of the Legislature and their dependents.

Legislation relating to the PSSF and MMLPF providesthat, if at any
time the funds accumulated to pay pensions are insufficient, the
deficiency will be made up by the Consolidated Fund. A
corresponding provision does not exist to require the Consolidated
Fund to provide for any shortfal if, at any time, the CPF has
insufficient funds to meet its current legislated obligations.

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 13



2. MATTERS OF SPECIAL IMPORTANCE

An unfunded liability exists when the benefits to be paid out
exceed amounts available to pay. The unfunded liability is
therefore the amount of pension benefits which have been earned
by current and former employees net of the value of assets held to

pay for those benefits.

At March 31, 2012, the net unfunded liability for the PSSF,

MMLPF and GEHI stood at $1.1 billion.

Table 1: Unfunded liability — pension/health plans

$ millions
07/08 | 08/09 | 09/10 | 10/11 | 11/12
PSSF 555 615 694 779 863
MM L PF 18 20 21 21 23
GEHI 175 199 223 216 240
Total unfunded liability 748 834 938 | 1,016 | 1,126

Recommendation No. 5:
Government should establish and communicateits plan to
address the unfunded liability of the plans.

14
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2. MATTERS OF SPECIAL IMPORTANCE

Ministry of Finance Response

The Ministry indicated that it has started to address the
problems associated with the PSSF in particular. Based
on actuarial advice, PSSF contribution rates were
increased from 5% to 8% and 9.5% for regular members
and uniformed officers respectively. The increase in
pension contributions was the first step in fixing this
problem and the Ministry noted that Government still had
to addressthe unfunded liability incurred from prior non-
contributory service and prior inadequate contributions.
To this end, in 2012 the Ministry commissioned an
actuarial review of the PSSF to ensure the future
sustainability of the Fund.

To assist with the review of these pension plans, a Pension
and Benefits Working Group (PBWG) has been
established to review all public sector pension plans, and
make recommendations to Cabinet in order to ensure the
sustainability of these plans and benefitsin a manner that
is responsible and fair to both the pensioners and
members of the plans and Bermuda taxpayers. As a part
of this exercise, benefit design changes will also be
considered for the MMLPF. Reviews of the GEHI Plan
are also being conducted in order to ensure the
sustainability of this plan.

2.6 Taxpayer indebtedness to Gover nment

Astheunfunded liability increases, arrearages of Payroll and other
taxes and pension contributions continue to increase despite
various collection efforts. Measures to reduce taxpayer
indebtedness to Government have been largely unsuccessful.

Asat March 31, 2012, the amount of taxes greater than 90 daysin
arrears which was owed to just one department of Government
was $56.8 million compared to March 31, 2008, when the amount
owed was $36.6 million. Timely collection of outstanding
revenue by Government helps to reduce the need for borrowing
along with its associated finance costs.

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 15
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2.7

Payroll, Hotel Occupancy, Corporate Services and Land Tax at
March 31 greater than 90 daysin arrears were:

Table 2: Outstanding taxes

$ millions
07/08 | 08/09 | 09/10 |10/11 |11/12

Payroll, Hotel Occupancy and
Corporate Services Taxes 257 | 259| 270 | 299 | 372
Land Tax 10.9 120 | 13.1 16.4 19.6
36.6 379 | 40.1 46.3 56.8

Recommendation No. 6:

Government should establish and communicate a plan to
address taxpayer indebtedness.

Ministry of Finance Response

The Ministry agrees and indicates that the Government is
looking at increasing resources in its Debt Enforcement Unit
to assist with debt collection as this is a high priority of the
Government.

| nadequate budget process

The annual budget process is not driven by sound information about
needs or the performance of past programmes. Inreality, the attempt
at zero-based budgeting has become an incremental processinwhich
the current year's budget is based on the amount a ministry or
department received in the prior year. Thisisevident in the lack of
a formal analysis of spending priorities as well as a formal
assessment of which programmes fit best with overall Government
objectives.

We were not provided with any form of analysis highlighting which
programmes are underperforming, the reason for the under
performance and what needs to be done. Neither was there any
evidence of accountability for poor performance. As a result,
inefficiencies and ineffectiveness in the implementation of
Government programmes is perpetuated and there is little incentive
to improve the performance of programmes.

16
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2. MATTERS OF SPECIAL IMPORTANCE

Recommendation No. 7:

If Government is committed to getting the debt and deficit
under control, the annual budget needs to be driven by
longer-term strategic considerations and sound information
about the objectives and performance of programmes.

Ministry of Finance Response

The Ministry indicates that the MTEF seeks to strengthen
budget formulation using a smple and practical multi-year,
results-informed, program budgeting methodology. It allows
flexibility in the allocation of resources across a series of
annual budgets to meet objectives related to debt service and
other Government commitments that cannot be achieved in
a single budget cycle but this process will take time to
implement properly.

2.8 Overspending of Supplementary Estimate limits

For a number of years, many ministries, departments and legidative
Offices have exceeded the limits imposed on their annual
expenditures by the House of Assembly. In fact, the annual over-
expenditure by departments has now become ingrained behavior in
the conduct of Government officials for which there are no
consequences.

For the year ended March 31, 2012, twenty-four ministries and
departments collectively overspent approximately $36 million on
current expenditures without prior legislative approval.

This habitual overspending by Government ministries and
departments raises questions about the credibility of the budget
process, expenditure control and the cash management functions
carried out by the Ministry of Finance.

Recommendation No. 8:

Government should renew its commitment to ensure that
unplanned spending receivesthefull consideration and prior
approval of the House of Assembly and the consequencesfor
non-compliance should be enforced.
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Ministry of Finance Response

The Ministry indicates that all pending supplementary
estimates are now taken to the House during the budget
session before the Ministry has overspent their Budget
appropriation. Overspends are now based on the Ministry
total because departments can overspend aslong asfundsare
vired to the Department and the Ministry total does not
exceed the amount appropriated for the Ministry.

2.9 Non-compliance with Financial Instructionsand related rules

It is the responsibility of al public servants to ensure that public
monies are spent in accordance with the appropriate legidative
authority and related rules such as Financial Instructions issued by
the Minister of Finance.

Many of the capital devel opment transactions selected for testing did
not comply with Financia Instructions and related rules. Asin the
past, the issue is not whether controls exist, but, rather, that the
controls areignored or overridden, with those responsible seemingly
immune to the imposition of penalties and sanctions built into
Financial Instructions.

Recommendation No. 9:
Government should enforce the existing penalties for not
complying with Financial I nstructions and related rules.

Ministry of Finance Response

The Ministry agrees with this recommendation.
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3.1

At the conclusion of the Consolidated Fund audit, we document our
observations and provide recommendations to address issues identified.
We discuss these matters with the Accountant General indicating any
points which should be brought to the attention of specific departments.
Although we expect our recommendations to be implemented, our
primary concern is that the Accountant General and departments select
the best course of action to addresstheissuesidentified on atimely basis.

Included in this section are those matters arising from the audit which are
significant enough to warrant the attention of the House of Assembly.
Many of the observations point to a general failure to follow the rules
(Financial Instructions) established by Government for the safeguarding
of public assets.

Financial Instructions are rules that govern the custody, handling and
accounting of public money including the management of capital
development projects. Financial Instructions and related rules are
designed to ensure that public money is managed effectively for the
intended purpose.

These instructions specify that the Permanent Secretary of Public Works
is the Accounting Officer for all capital development projects except
those delegated by the Minister of Finance to another Ministry. W&E is
required to follow Financia Instructions as well as its own internal
Management Policies and Procedures set out in P.F.A 2000 “Purchasing
of Goods & Materials’ and P.F.A 2002 “Procurement of Contract
Services’.

Failure to comply with Financial Instructions and
related rules

Many of the capital development transactions selected for testing during
2010 did not comply with Financia Instructions, P.F.A 2000 or P.F.A
2002.

We requested supporting documentation for an estimated $35.5 million
spent on capital contracts and purchases and 15% ($5.2 million) did not
have supporting documentation. Of the remaining $30.3 million, many
failed to comply with the applicable purchasing and approval standards.
The magjority lacked the required prior approval of Cabinet, did not have
agreements or contracts and/or did not follow the basic tendering
procedure.
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3.1.2

Millions spent without the prior approval of Cabinet

Cabinet is tasked with the responsibility of making major policy
decisions on behalf of the people of Bermuda. In order for Cabinet
ministersto make well informed decisionsin theinterest of the public,
Cabinet must be provided with accurate, objective information and
high quality advice. Financia Instruction 8.3.1 supportsthisprinciple
by requiring all contracts“over $50,000 (including those with multiple
payments) to be approved by Cabinet before the agreement or contract
issigned”.

During 2010, approximately $14 million of expenditurestested did not
have the required prior Cabinet approval. Examples of expenditures
greater than $500,000 without prior Cabinet approval include:

Table 3: 2010 Contracts not approved by Cabinet

NATURE OF CONTRACT VALUE
$
Commercial courts/Ministry of Finance renovations 1,863,386
Maintenance and stores building 1,600,000
Purchase of sand and rock 1,421,400
Renovations - Department of Human Resources 957,726
Central Laboratory Building project 902,000

Commercial courts/Ministry of Finance renovations

A contract for the construction of the Commercia courts and
renovation of the Ministry of Finance Headquarters was awarded to a
company (“the successful bidder”) without the prior approval of
Cabinet and the related tender process was compromised.

When the project was first put out to tender, the successful bidder’s
bid was determined to be invalid because required sections of the
Form of Tender were not completed. Of the remaining 5 tenders
received, staff in W&E recommended that the lowest bidder be
awarded the contract.
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However, in December 2008, the Minister of W&E instructed
technical officers to request all bidders to re-bid based on a reduced
scope of work. The Permanent Secretary (PS) noted that the request
for the re-bid should be phrased in the context of Government wishing
to reduce spending given the current economic environment. The PS
gave instructions to include al bidders and to allow them to make
corrections to irregularities which may have disqualified their initial
bids.

The successful bidder submitted a revised bid of $1.7 million. A
review of this second round of bids was not carried out by W& E staff
nor was a recommendation made by them.

From the onset, senior W& E staff expressed their concerns about the
handling of the project. On January 2, 2009, a senior officer noted
“...thisis not how projects should be run. It should be noted that a
review of the recent Tender was not carried out by this Department
nor any recommendation put forward by this Department or Cabinet
approval given to my knowledge. The decisions to award any
contracts were carried out at a higher level. | am also concerned that
“additional works” are going to be added and that the final expenditure
is going to exceed the original Tender amount and that the quality is
going to be compromised.”

The Ministry of Finance itself raised concerns about following due
processin an email from the Financial Secretary to the PS which noted
“...please advise whether the award complies with Financial
Instructions in the following respects. 8.2.1(3) the same supplier
should not be used repeatedly without good reason, 8.2.3(8)
unsuccessful suppliers should not be allowed to resubmit a lower
guotation price, 8.3.1 contracts totalling over $50,000 must be
submitted to Cabinet for approval before acceptance. In addition,
please provide information pertaining to the principal(s) of the
company which has been determined to receive the contract.”

We requested a copy of W& E’ sresponse to the Ministry of Finance's
email and to date have not been provided with one. However, it is
apparent that the awarding of this contract did not meet critical
requirements of Financial Instructions.

On January 7, 2009, the PS confirmed that the Minister had approved
the award of the contract to the successful bidder in the amount of $1.7
million. Retroactive approval was later obtained from Cabinet on
February 10, 2009. Thefina amount paid to the company subsequent
to change orders was approximately $1.9 million.
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Maintenance and stores building

In 2010, Cabinet’s prior approva for a $1.6 million contract for the
construction of a Maintenance and stores building was not obtained.

When the original bids were received, W&E staff recommended the
lowest bidder in their Contract Award Recommendation. They concluded
that the lowest bidder should have been awarded the contract on the basis
of cost, schedules provided in its submission, the company’s clear
understanding of the requirements to undertake the project and its
collective experience.

However, when the contract was presented to Cabinet, the Minister of
W&E voiced concerns about the lowest bidder’s ability to achieve the
deadline. No evidenceto support these assertions was documented in the
Cabinet Conclusion.

Cabinet did not approve the award of contract at that time. Instead,
Cabinet recommended that consideration of the contract award should be
carried over to the next meeting to ensure that the estimate for the works
was updated.

We requested confirmation of Cabinet’s subsequent approval. However,
neither W& E nor the Cabinet Office provided evidence that this contract
was in fact returned to Cabinet for approval.

Pur chase of sand and r ock

P.F.A. 2000 requires significant purchases to be approved by Cabinet as
well as documented in a contract or agreement. In 2010, we examined
payments of $1.4 million for the purchase of sand and rock. The
payments were processed without prior Cabinet approval, a documented
contract, or verification of receipt of goods such as abill of lading.

We requested but were not provided with Cabinet approval. The failure
to obtain Cabinet approval was corroborated by correspondence in which
W&E staff questioned why an agreement was made prior to Cabinet
approval.

These payments were also not supported by a contract or agreement as
required by P.F.A. 2000. We requested but were not provided with a
contract nor agreement. Instead, we were presented with a Government
purchase order and invoices from the vendor as supporting documentation
for the payments.
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Further, we requested evidence that the quantity of sand and rock was
received and verified. We would have expected to see the appropriate
sign-off on bills of lading showing actual cargo received but W& E was
unable to provide such evidence. These documents were later provided
when W& E obtained them directly from the vendor.

A review of this documentation provided by the vendor indicated that
payments for the sand and rock were processed prior to the receipt of
goods in contravention of Financial Instructions.

3.1.5 Renovations - Department of Human Resour ces

In 2010, a contract for renovations to the Department of Human
Resources did not receive Cabinet’s prior approval nor was it put out to
tender.

W&E confirmed that the project was not properly tendered and noted
that the Head of the Civil Service agreed to proceed with negotiating a
cost with a contractor. As such, there was no Cabinet Award
Recommendation document issued to Cabinet and no Cabinet approval
was obtained for the award of this contract. The original contract sum of
$257,000 was negotiated with the contractor. However, as a result of
numerous change orders in the amount of $701,000, the fina cost to the
public was $958,000.

3.1.6 Central Laboratory Building project

The original contract sum for the Central Laboratory Building project
was approximately $46,000. In 2010, the contract did not receive prior
Cabinet approval. Additionaly, W&E noted that the services were not
tendered but were negotiated with the knowledge of the PS. Additional
services of $856,000 resulted in afinal contract amount of $902,000.

3.1.7 Departmental expenditures

There were numerous cases (69% or $43 million of expenditures greater
than $1 million in 2011) which violated the requirement for prior
Cabinet approval. In both 2010 and 2011, expenditures tested for the
following departments did not have prior Cabinet approval.
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Table4: Departmental expenditures not approved by Cabinet

DEPARTMENT 2010 2011
$ $

Lands, Buildings & Survey 10,596,138
Airport Operations 3,047,204
Civil Aviation 2,622,747 2,757,425
Tourism 1,500,727 2,726,303
Transport Control 2,068,106
Information Technology Office 2,019,150
Telecommunications 2,015,314
Education 3,890,235 1,828,218
Health Insurance 1,639,728
Finance HQ 1,399,966
Transport HQ 1,373,000
Corrections 1,108,338 1,363,273
Operations & Engineering 1,394,113 1,177,203
Accountant-General 1,027,889
Police 1,889,161

Works & Engineering 1,494,311

It is evident that the policies, procedures and rules pertaining to capital
expenditures are being violated to such an extent that it has now become
the norm for which there are no consequences.

Compliance with the required procedures for the procurement of goods
and services reduces the risk of non-performance, fraud and
misappropriation.  Persons with signing authority should be held
accountable for breaches of compliance of the relevant Financial
Instructions and rules.

We recommended that W& E should comply with Financial Instructions,
P.F.A 2000 and P.F.A 2002 and the A ccountant-General should take steps
to reinforce compliance with Financial Instructions and related rules
across Government. Where appropriate, the existing penalties for not
complying with these policies, procedures and rules should be enforced.

Millions paid without signed contracts or agreements

Financial Instruction 8.3.4 provides that “if a contract is not provided by
the supplier, acontract/agreement must be prepared that includes all terms
and conditions... and must be vetted by the Attorney General prior to
signing”.
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In 2010, the Department of Works & Engineering did not adhere to
Financial Instructions and related rules. We identified instances where
expenditures were made without contracts or agreements. An estimated
$5 million (17%) of the $30.3 million expenditures tested in 2010 did not
have a contract or agreement. Expenditures greater than $300,000 made
on behalf of the following departments did not have signed contracts or
agreements:

Table 5: Expenditures made without signed contracts

DEPARTMENT 2010

$
Civil Aviation 2,622,747
Ministry of Works & Engineering 1,494,311
Police 1,330,718
Corrections 1,108,338
Operations & Engineering 1,019,113
Lands, Buildings & Surveys 941,453
Information Technology Office 612,027
Accountant General 300,000

We recommended that payments should not be processed unless there has
been substantial compliance with Financial Instructions and related rules.
To facilitate this process, we provided suggestions for revising the
payment authorization signoff stamp or requiring a checklist to be
prepared to include key Financial Instructions and P.F.A. requirements.
We also recommended training for persons with signing authority as well
as holding responsible persons accountable for any breach of compliance
of Financial Instructions and related rules.

3.3 Significant contracts not tendered

Tendering is required for any contract where the value of goods and
services exceeds $50,000.

Financial Instruction 8.3.1 requires Ministries and Department to obtain
quotations from suppliers of goods and services. The minimum number
of quotationsto be obtained and the rigour of the evaluation and awarding
process depend on the size of the purchase or contract as well as the
potential cost/benefit of administering the tendering process.
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Despite the requirements of Financial Instructions, the 2010 audit
revealed that 55% ($16.8 million) of expenditures tested were not
tendered. Expenditures greater than $1 million which were not tendered
relate to the following departments:

Table 6: 2010 Contracts not tender ed

DEPARTMENT 2010
$

Education 4,189,474
Tourism 3,634,805
Civil Aviation 2,622,747
Information Technology Office 2,258,772
Transport Control 2,081,170
Police 1,643,562
Corrections 1,108,338
Ministry of Works & Engineering 1,033,807

In 2011, an estimated $62 million of expenditurestested (76%) were not
tendered in compliance with Financial Instructions, P.F.A. 2000 and
P.F.A. 2002. Expenditures greater than $1 million which were not
tendered relate to the following departments:

Table 7: 2011 Contracts not tender ed

DEPARTMENT 2011
$

Tourism 18,116,485
Lands, Buildings & Surveys 10,749,109
Marine & Ports 4,346,651
Airport Operations 3,830,087
Civil Aviation 2,791,425
Public Transportation 2,262,459
Transport Control 2,081,694
Telecommunications 2,049,993
Education 1,995,165
Health Insurance 1,639,728
Finance HQ 1,563,106
Financial Assistance 1,492,250
Corrections 1,418,625
Operations & Engineering 1,267,642
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We recommended that the Accountant-General take steps to ensure that
Financial Instructions and related rules are followed across Government.
Contracts should not be entered into and payment certificates should not
be processed unless al relevant procurement policies have been
followed. Where appropriate, the existing consequences for not
complying with Financial Instructions should be enforced.

34 Duplicate Payments

An underlying premise of Financial Instructionsis that payments for the
same goods and services will not be made twice. Financia Instruction
9.4 requires authorized officers to “exercise care and implement proper
controls to prevent duplicate payments by ensuring that invoices have
not been previously presented for payment.” Included in duplicate
payments were the following:

Table 8: Duplicate Payments

2010 2011 2012
$ $ $
3 Quarter grant 5,175,551
Works & Engineering Payment Certificate 1,179,253
Chegue issued twice 59,041
Miscellaneousitems 571,421
Payment to Sandys 360 807,000
6,413,845 | 571,421 | 807,000

The 3" quarter grant was recovered but not the cheque which was issued
twice. The amount paid to Sandys 360 has not been recovered.
Explanations for the other duplications have not been provided. We
recommended that the Accountant General investigate the circumstances
giving rise to these duplications, implement more robust controls and
procedures to prevent duplication of payments and take all steps
necessary (including legal action) to recover any amounts overpaid.

3.5 Over payments

A basic element of an effective internal control system is verification of
the correctness of payments. Financial Instruction 9.4 is explicit that “it
is the authorised officer’s responsibility to “ensure payment is made in
accordance with Financial Instructions and to carefully review
supporting documentation prior to approval for payment”.
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3.7

The Department of Airport Operations (DAO) overpaid $256,336 to a
project contractor in 2009. This amount remained outstanding at March
31, 2010. When the retention of $759,721 was subsequently released to
the project contractor, this overpayment of $256,336 along with
outstanding Payroll Tax of $321,277 was not deducted from the
retention. Thisresulted in aloss of Government revenue of $577,613.

In addition, the retention was paid to the wrong person. Payment was
made to the project manager instead of the project contractor. DAO was
advised of this error by the project manager who then transferred the
funds to the project contractor.

We recommended that more robust controls and procedures should be
implemented to prevent duplication of payments. We recommended that
DAO should properly monitor retention amounts and take the necessary
legal and other stepsto recover any amounts overpaid.

Supplementary Appropriation Bills not tabled

Section 96(4) of the Bermuda Constitution Order 1968 requires a
Supplementary Appropriation Bill to be introduced into the House of
Assembly as soon as practicable after the year end of the financial year
in which the Supplementary Estimates became necessary.

During 2010, Supplementary Appropriation Bills were not introduced in
the House of Assembly for estimates relating to March 31, 2001 and
subsequent years. In 2011, these Supplementary Estimates were tabled
and approved.

We recommended that all required Supplementary Estimates be updated
and related Supplementary Appropriation Bills introduced into the
House of Assembly in accordance with the Bermuda Constitution Order
1968.

Inadequate procedures over bank reconciliations

In recent years, we reported significant issues related to the bank
reconciliation process. These issues have not been resolved. Current
year deficiencies include:
e Lack of support for reconciling items;
Duplicate payments;
Stale dated cheques not cancelled;
Unsupported transactions,
Unrecorded foreign exchange transactions,
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e Deposits & wire transactions improperly or not
recorded in the GL;
e Disbursements not recorded; and

e Deposits not made on atimely basis.

Given the risks inherent in the reconciliation process, it is imperative
that the Accountant General exercise a greater degree of control over
the reconciliation function. We recommended that the ACG perform
procedures required under Financial Instructions and develop a robust
control environment. In the case of stale-dated cheques for which there
were no clear guidelines, we recommended that Financial Instructions
should be amended to explicitly address this matter.

3.8 Completeness and accuracy of accounting for Employee
Benefits

Testing of the completeness and accuracy of theliability relating to the
Public Service Superannuation and the Government Employees Health
Insurance Funds revealed the following:
e During 2011, terminated, retired and temporary
employees as well as summer students were erroneously
included in the actuarial valuation. Thisresultedina$2.5
million miscalculation of the accrued benefit obligation
for PSSF and $10.5 million for GEHI;
e An inappropriate method of loss calculation was used
which required a $21.5 million valuation adjustment; and

e |ncorrect Cost of Living Adjustments were included in
the actuarial valuation resulting in a $15 million
overstatement.

We recommended that the ACG implement a more robust system to
improve the completeness and accuracy of information provided to the
actuary.

3.9 I nadequate provisioning

During 2011, the Office of the Tax Commissioner (“OTC") set up a$20
million provision for doubtful accounts for taxes which were more than
90 days outstanding. The assumptions underlying this provision were
not reasonable. Additionaly, a well-founded plan of action for
collection was not provided given the historical and statistical record of
collection. The provision was subsequently increased to $31.7 million.
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We recommended that the OTC implement a sound methodology for
estimating the provision and that the appropriate level of review be
carried out by the ACG.

Inadequate procedures over amounts receivable from or
payableto other Gover nment agencies

Our testing of receivable balances continues to indicate weak
accounting procedures which include:

e Grants of $700,000 and expenses of $612,000 of the
Confiscated Assets Fund were not appropriately
reflected in the accounts and

e Amounts due to/from the Bermuda Hospitals Board
were not reconciled on a timely basis resulting in $9.4
million (2011) in unbilled claims not being properly
reflected.

We recommended timely and accurate reconciliation of balances due to
or from other Government agencies.

Lack of ministerial authorization for inter-fund transfers

Inter-fund transfers in the following amounts were not authorized for
transfer by the Minister of Finance.

Table 9: Interfund transfers

2010 2011

$ $
Unauthorized transfers | 11 million 12 million

We recommended explicit written authorization of inter-fund transfers
by the Minister.
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3.12 Millions paid for professional serviceswithout prior
approval

Payments for consultants during fiscal 2012 amounted to $33 million or
5% of the operating expenses of the Consolidated Fund. Financial
Instruction 10 requires Accounting Officersto obtain the written approval
of the Secretary to the Cabinet for the retention of consultants. Financial
Instruction 10.4.3 further provides than an Accounting Officer may be
surcharged under Financia Instruction 2.9 if consultants are retained
without prior approval.

None of the payments selected for testing ($2 million) pertaining to
consultants contained the approval of the Secretary to the Cabinet nor
were we provided with any evidence that surcharges had been levied on
the relevant Accounting Officers for fallure to obtain the necessary
approvals prior to retaining the consultants.

We recommended the establishment of robust controls, heightened
scrutiny, the establishment of an oversight committee for the retention of
consultants and the application of surcharges.

3.13 Bank limit exceeded by $24 million

During fiscal 2012, the Temporary Loans Act 1973 limited the borrowing
from any bank by way of overdraft to 10% of annual budget estimates of
expenditure approved by the House of Assembly.

As at March 31, 2012, Government was not in compliance with Section
2 of the Temporary Loans Act 1973 as the bank overdraft of $121 million
exceeded the legidlated limit by $24 million.

We recommended enhanced monitoring, controls and procedures to
ensure compliance with the Temporary Loans Act 1973.

3.14 Inappropriate application of or lack of accounting policies

Accounting policiesare principlesor rules selected by Government which
apply to the underlying transactions in the financial statements. The
selection of appropriate accounting policies results in fair and accurate
presentation.
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Appropriate accounting policies were selected but misapplied in the
following instances:

e Betterments were not added to related capital assets as required by
accounting standards. Instead, they were separately capitalized
resulting in inaccurate amortization charges; and

e Customs duty was capitalized resulting in an overstatement of the
cost of capital assets and inventory.

Formal policies have not been established to address:

e the capitaization of computer software resulting in $7.6 million
being incorrectly recorded,;

e thetreatment of interest costs on capital projects;

e thetransfer of capital assetsto quangos, and

e the impairment of capital assets. As a result, the Assets under
Construction balance included several items which no longer
contribute to Government’ s ability to provide goods and services.

Given the need for consistent application of accounting policies, we
recommended that:

e Betterments should be recorded and calculated in a manner that is
consistent with the accounting policy and recommendations
contained in the CPA Canada s Public Sector Accounting Standard
PS 3510;

e A policy should be developed and applied consistently for the
treatment of Customs duty; and

e Formal policies should be developed based on Canadian Public
Sector Accounting Standards. These policies should be documented
in Financial Instructions and communicated to all department and
ministry comptrollers.

3.15 Presentation issues

We highlighted concerns about the timeliness and accuracy of financial
information being presented for audit in previous years. This period was
no exception. Among the notable matters which impacted the delivery of
the audit were:

e Multiple revisions to the financial statements were required as a
result of hundreds of adjusting journal entries (2012 — 269, 2011 -
193, 2010 - 84);
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e Expenses were not reported by function; and
e Interdepartmental transactions were not eliminated.

The ACG needs to improve its financial reporting process by evaluating
present procedures relating to timeliness and accuracy. We recommended
that procedures be enhanced to improve the year-end financial processes
and the review of financial statements.

Over spending of Supplementary estimate limits

Spending limits areimposed by the House of Assembly during the annual
budget debate. Financial Instruction 5.5 states that “the approval of the
Legislature must be obtained before committing to an over-expenditure.

. Except for a catastrophic event (e.g. spending required on an
emergency basis in the event of a hurricane) approval of the Legislature
must always be obtained in writing before making any commitment to
overspend.”

For the year ended March 31 2010, the limits imposed by the House of
Assembly were exceeded in the following areas:

e $35.8 million was overspent on current expenditures by twenty-
four departments without prior legislative approval. Fifteen of the
departments which overspent in the current year also overspent in
the previous fiscal year.

e Nine capital development projects exceeded the Total Authorized
Figure (TAF) approved in the budget by $400,000.

e Approximately $9.4 million was overspent on capital projects by
various Departments without prior Ministerial approvals as the
required virements (transfers between estimates within a
department) were only approved after the year-end. A virement isa
transfer of a specific budget amount from one or more approved
estimates to another within the department’ s total budget.

Table 10: Overspending of limits

Over spending of: 2010 2011 2012
$millions | $millions| $millions
Current expenditures 35.8 45.7 34.4
Capital projects 94 7.85 10.87
Total authorized figure 04 0.88 8.4
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The Ministry of Finance has in the past agreed to enforce Supplementary
Estimate procedures. This includes requiring formal explanations from
departments that overspent, and applying sanctions or penalties for non-
compliance as provided for in Financial Instructions. Since that time,
however, each fiscal year has seen incidents of overspending with no
supplementary estimates or sanctions applied. We continue to support the
recommendation of procedures being enforced.

Information Technology (IT) deficiencies

The Government depends on information processed through its IT system
to perform critical functions. We have in the past years identified IT
control deficiencies, many of which have not been resolved. Deficiencies
in the current years include

e Weaknesses in access rights/privileges,

e Lack of password policies;

e Forma change management and problem/incident management
procedures were not in place;

e Disaster recovery plans and Business Continuity Plans were not
finalized and updated;

e One open-ended contract resulted in significant modification costs

aswell as undue reliance on one individual;

Weaknesses in the Virtual Private Network;

Security Policy not implemented,;

Operations and emergency procedures not documented,

A Risk Assessment and Risk Assessment Plan have not been

prepared; and

e Lack of apolicy on disposal of IT devices.

Given the risks to the delivery of services as well as protection of the
accuracy, confidentiality and integrity of information collected, itiscritical
that these deficiencies are rectified. @~ We recommended enhanced
procedures to improve the management of 1T security.
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4. GOVERNMENT’'S FINANCIAL POSITION

Financial statements provide a glimpse of Government’s financial affairs
at aparticular point in time as indicated in the graph below:

Graph 1
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However, such information is not always within the context of where
Government has been and seldom within the context of where it is
heading. To obtain this perspective, information such as financia
indicators should be provided with the audited financial statements.

Although not mandated, standards generaly accepted in Canada and
Bermuda recommend the annual presentation of financial indicators. Key
financia indicators can:

e provideinsight into Government’s fiscal stewardship;

e illustrate Government's financial ability to maintain the current level
and quality of its services, meet its short and long-term obligations and
finance new programmes;

e identify foreseeable risks and trends;

e provide alevel of transparency as they indicate Government’s policy
and operating decisions and their resulting impacts; and

e provide abasis for comparison, where appropriate, with other relevant
jurisdictions.
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4.1

In the absence of Government providing such supplementary
information, this section includes Sustainability and Flexibility
indicators for the past 5 years.

Sustainability Indicators

Sustainability refersto the degree to which Government can maintain its
current financial obligations without increasing revenues such as taxes,
customs duty or debt. The sustainability indicator is important because
it describes the impact that the level of debt could have on providing
future service to the public as well as honouring financial and other
commitments to lenders, creditors, employees and others.

As a genera rule, where net debt is increasing at a faster rate than the
gross domestic product (GDP), thereisarisk that current services to the
public cannot be sustained.

Table 11: Net Debt I ncreases and GDP decr eases

$millions

07/08 08/09 09/10 10/11 11/12
(restated) | (restated)

Net Debt (Liabilities
— Financial Assets) 1,131.7 | 1,390.7 | 1,7483 | 20682 | 24151

% Increase 22.9 25.7 18.3 16.8
GDP decreases
($hillions) 6.1 5.8 5.9 5.6 45

A 17% increase in the net debt is not sustainable in light of the negative
growth rate of the economy.

Sustainability can also be assessed by analyzing trendsin the:

e Annua Surplus or Deficit;

e Net Debt to Total Annual Revenue;
e Assetsto Liabilities;

e Financial Assetsto Liabilities; and
e Revenue as a Percentage of GDP.
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4.1.1 Annual Surplusor Deficit

The Annua Surplus indicates the extent to which revenues exceed
expenses during the year. The Annua Deficit is the amount by which
Government’s spending exceeded its incoming revenue from customs
duties, taxes, etc. It isameasure of how much was overspent in any given
year.

In each of the past five years, Government experienced the following

deficits;
Table 12: Annual Deficit
$millions
07/08 08/09 09/10 10/11 11/12
(restated) | (restated) | (restated)
Revenues 928.5 950.8 917.9 996.7 914.2

Expenses 1,143.7 | 1,187.0| 12929 | 13085 | 12574

Annual
Deficit 215.2 236.2 375.0 311.8 343.2

The deficit for the year ended March 31, 2012 was $343 million up 60%
from 2008’ s deficit of $215 million.

Accumulated Deficit

Deficits are either reduced by annual surpluses or they continue to grow.
Each year, the deficit is added to the prior year’ s balance to determine the
accumulated deficit. The accumulated deficit, therefore, represents the
total amount of al annual surpluses and deficits over time (net of
accounting adjustments).

Table 13: Accumulated Deficit

$millions
07/08 08/09 09/10 10/11 11/12
(restated) | (restated) | (restated)
Accumulated 617.5 657.7 | 1,028.1 | 1,262.8 | 1,606.0
Deficit
% Increase 6.5 56.3 22.8 27.2

For the year ended March 31, 2012, the accumulated deficit stood at $1.6
billion which was approximately $988 million more than the 2008
accumulated deficit.
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4.1.2 Net debt to total annual revenue

Each successive year of accumulated deficit results in Government
borrowing with the result that net debt has increased at an average rate of
22% per year over the past five years. Net debt is the difference between
liabilities (what is owed) and financial assets (generaly cash and its
equivalent). Net debt provides a snapshot of the extent to which future

revenues will be required to pay for past transactions.

The net debt to total annual revenue indicator measures Government’ s net
debt as a percentage of total revenues. At March 31, 2012, net debt stood
at $2.4 billion or $347 million more than the 2011 debt of $2.1 billion.

Table 14: Net Debt to Total Annual Revenue

$ millions
Year Net Debt Total Revenue | Net debt/total revenue %
07/08 1,131.7 928.5 121.9
08/09 1,390.7 950.8 146.3
09/10 1,748.3 917.9 190.5
10/11 2,068.2 996.7 207.5
11/12 2,415.1 914.2 264.2

Over the past 5 years, net debt to total revenue has increased from 122%
to 264% with the result that Government will need moretimeto eliminate
the national debt. Thistrend is unfavourable and may not be sustainable.

4.1.3 Assets-to-Liabilities

The assets-to-liabilities indicator measures the ratio of Government’s
financia and non-financial assetstoitsliabilities. It illustrates the extent

to which Government finances its operations by issuing debt.
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Table 15: Assets-to-Liabilities

$ millions

Y ear Total Assets | Liabilities | Assetsto Liabilities Ratio

07/08 712.8 1,330.3 54
08/09 918.6 1,576.2 .58
09/10 909.8 1,937.9 47
10/11 1,008.1 2,270.9 44
1112 1,009.4 2,615.4 .39

A ratio greater than oneindicates that Government has accumulated surplus
and has assets greater than debt. A ratio less than one indicates that debt is
greater than assets and illustrates the extent to which Government has
financed its operations by issuing debt.

In each of the past 5 years, this ratio has been less than one and atrend in
this direction may not be sustainable.

41.4 Financial Assets-to-Liabilities

The extent to which Government’ s future revenues will be required to pay
for past transactions or events is indicated by the Financial Assets to
Liabilities Ratio.

Table 16: Financial Assets-to-Liabilities

$ millions

Y ear Financial Assets | Liabilities | Assetsto Liabilities Ratio

07/08 | 198.6 1,330.3 A5
08/09 | 185.5 1,576.2 A2
09/10 | 189.5 1,937.9 .10
10/11 | 202.6 2,270.9 .09
11/12 | 200.2 2,615.4 .08

A ratio lessthan oneindicatesthat liabilities exceed financial assets and may
mean a reliance on future revenues or increasing debt to pay for past
decisions.

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 39



4. AUDIT OBSERVATIONS & RECOMMENDATIONS

4.1.5

4.2

In the last five years, liabilities have far outstripped financial assets and
emphasi ze the degree to which future customs duty, fees, taxes or debt will
be required to fund Government services. This trend is unfavorable and
negatively impacts the sustainability factor of the Government. Borrowing
to fund Government servicesisnot aways an appropriate financing strategy
as it shifts the costs to future generations while today’ s taxpayers enjoy the
benefits.

Revenue as a per centage of GDP

Table 17: Revenue as a per centage of GDP

Year Total Revenue | GDP Revenue/GDP %
$ millions $ billions

07/08 928.5 6.1 .15

08/09 950.8 5.8 .16

09/10 917.9 5.9 .16

10/11 996.7 5.6 .18

11/12 914.2 4.5 .20

Flexibility Indicators

Flexibility is the degree to which Government can change its tax structure
or debt to meet its existing commitment to the public to provide services as
well as its financial commitments to lenders, creditors, employees and
others.

Flexibility indicators provide a view of how Government manages its
finances. Increasing current borrowing reduces Government’ s flexibility to
respond when adverse economic circumstances develop. Similarly,
increasing taxes, customs duty, fees and fines reduce Government’s ability
to do so in the future as it approaches the limit that the public is willing to
bear. Key flexibility factors are:

e Public debt-to-revenues
e Net book value-to-cost of capital assets
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4.2.1

Public debt-to-revenues

Public Debt is defined as any debt owed or guaranteed by the Consolidated
Fund which is due and payable. It excludes the Sinking Fund which is
money set aside to repay Government loans. At March 31, 2012, Public
Debt stood at $1.2 billion representing a 344% increase in five years:

Table 18: Public debt

Year Public Debt Legislated Limit
$ $

07/08 278,322,792 375,000,000

08/09 483,262,295 1,000,000,000

09/10 969,464,859 1,000,000,000

10/11 1,001,981,762 1,250,000,000

1112 1,235,972,933 1,450,000,000

The "public debt-to-revenues’ indicator measures public debt chargesas a
percentage of revenues. It illustrates the extent to which past borrowing
decisions present a constraint on Government's ability to meet its financial
and service commitments in the current period. Specifically, the more
Government uses revenues to meet interest cost commitments related to
past borrowing, the less will be available for spending on current

programmes.
Table 19: Public debt-to-revenues
Public debt
Public Debt Revenues to revenues
$ $millions

07/08 278,322,792 928.5 .30

08/09 483,262,295 950.8 51

09/10 969,464,859 917.9 1.06

10/11 1,001,981,762 996.7 1.01

11/12 1,235,972,933 914.1 1.35

In the past five years, Government has more than quadrupled the amount
of Public debt to revenue. This isimportant because when this indicator
significantly increases for an extended period of time (assuming relatively
stable interest rates), it means that Government has consistently chosen
borrowing over increases in taxes, customs duty, fees and fines to meet its
financial and service commitments. This eventually has an effect on
Government’ s flexibility since higher debt generally impairs the ability to
borrow money at reasonable interest rates and to roll over existing debt.
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4.2.2 Net book value-to-cost of capital assets
The "net book value-to-cost of capital assets" indicator reports the extent

to which the estimated useful lives of Government's tangible capital assets
are available to provide its products and services.

Table 20: Net book value-to-cost of capital assets

Capital assets
Net book value to
Net book value Cost cost of capital assets
$ $

07/08 471,937,023 676,212,921 .70
08/09 599,263,650 836,714,330 72
09/10 600,482,069 874,772,391 .69
10/11 727,752,452 1,044,407,866 .70
1112 751,450,187 1,114,598,769 .67

If Government's scale, scope and level of services remain unchanged or
grow, its ageing asset base could eventually impair flexibility because of
the impending future costs of capital asset repair or replacement.

Conclusion

Many of the indicators suggest alevel of unsustainability and impaired flexibility
which Government must make every effort to address.
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Government-controlled Organizations
Funds
Bermuda Department of Tourism North America Retirement Plan
Confiscated Assets Fund
Consolidated Fund
Contributory Pension Fund
Future Care Fund
Government Borrowing Sinking Fund
Government Employees Health Insurance Fund
Government Reserves Fund
Hospital Insurance Fund
Ministers and Members of the Legislature Pensions Fund
Mutual Re-insurance Fund
Public Service Superannuation Fund
Government-Controlled Organizations
African Diaspora Heritage Trail (ADHT) Bermuda Foundation (The)
Bermuda Arts Council
Bermuda College
Bermuda Educators Council
Bermuda Health Couneil
Bermuda Hospitals Board
Bermuda Housing Corporation
Bermuda Housing Trust
Bermuda Land Development Company Limited
Bermuda Monetary Authority
Bermuda Small Business Development Corporation
Board of Trustees of the Golf Courses
CedarBridge Academy
Financial Intelligence Agency
Office of Ombudsman for Bermuda
Pension Commission
Trustees of the National Sports Centre
West End Development Corporation
Parish Councils
Devonshire Parish Council
Hamilton Parish Council
Paget Parish Council
Pembroke Parish Council
Sandys Parish Council
Smith’s Parish Council
Southampton Parish Council
St. George’s Parish Council
Warwick Parish Council
Aided Schools
Berkeley Institute Capitation Account
Sandys Secondary Middle School Capitation Account
St. George’s Preparatory School Capitation Account
Whitney Educational Trust
Other
Regulatory Authority
BSADA
Office of the Information Commissioner
Tourism Board
Sage Commission
BPAB
BDIC
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Office of the Auditor General
VictoriaHal

11 Victoria Street

Hamilton HM 11, Bermuda

Tel: (441) 296-3148
Fax: (441) 295-3849

Email: auditbda@gov.bm
Website: www.oagbermuda.gov.bm

AUDITOR'S REPORT

To the House of Assembly, the Governor and the Senate

| have audited the statement of financial position of the Consolidated Fund of the Government of
Bermuda as at March 31, 2010, and the statements of operations and accumulated deficit, change in
net debt and cash flow for the year then ended. These financial statements are the responsibility of
the Government. My responsibility is to express an opinion on these financial statements based on
my audit.

Except as explained in the following paragraph, | conducted my audit in accordance with auditing
standards generally accepted in Bermuda and Canada. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the financia statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit aso includes assessing the
accounting principles used and significant estimates made by the Government, as well as evaluating
the overall financial statement presentation.

| qualified my auditor’s opinion on the financia statements of the Consolidated Fund for the year
ended March 31, 2009, on the basis of serious deficiencies in internal control over the management
of various capital development projects. These deficiencies led me to question the appropriateness
of certain transactions and the underlying value of assets at March 31, 2009. As a consequence of
last year's qualification, and without the benefit of an independent professional valuation, | am till
unable to determine whether adjustments might be necessary to tangible capital assets, assets under
construction and accumul ated deficit as at March 31, 2010.

In my opinion, except for the effect of adjustments which | might have determined necessary had |
been able to satisfy myself with respect to the balances of tangible capital assets, assets under
construction and accumulated deficit referred to in the preceding paragraph, these financial
statements present fairly, in all material respects, the financial position of the Consolidated Fund of
the Government of Bermuda as at March 31, 2010 and the results of its operations and its cash
flows for the year then ended, in accordance with the stated accounting policies disclosed in Note 3
to the financial statements, which conform with generally accepted accounting principles in
Bermuda and Canada.
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As described in Note 2, these financial statements represent the financial transactions of the
Consolidated Fund and have been prepared primarily to provide accountability for the financia
resources appropriated by the Legislature of Bermuda. These financial statements are not summary
financial statements of the Government of Bermuda. Significant financial activities of the
Government occur outside the Consolidated Fund. As such, the financial statements of the
Consolidated Fund for the year ended March 31, 2010 do not represent the financial position of the
Government of Bermuda as at March 31, 2010, and the results of its operations and its cash flows
for the year then ended.

I/
Hamilton, Bermuda Heather A. Jacobs Matthews, CA, CFE
October 15, 2010 Auditor General
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A,

GOVERNMENT OF BERMUDA

Ministry of Finance

Government of Bermuda
Consolidated Fund
Statement of Responsibility for the Financial Statements
March 31, 2010

The Accountant General, subject to the genera!l direction and control of the Minister of
Finance, is responsible for the preparation of the financial statements of the
Consolidated Fund.

The financial statements of the Consolidated Fund are prepared by the Accountant
General in accordance with the requirements of governing legisiation. The financial
statements are based upon information provided by Government departments and,
where necessary, information is based upon best estimates and judgement,

In order to fuffill accounting and reporting responsibilities, the Accountant General
maintains systems of financial management and internal control {o provide reasonable
assurance that transactions are properly authorised by the Legislature, executed in
accordance with prescribed regulations and properly recorded o maintain accountabiiity
of public money and safeguard the asseis and properties under Government
administration.

The audited financial statements are tabled before the Legislature annually and are
referred to the Public Accounts Commitiee, which reports to the Legisiature on the
results of its examination together with any recommendations it may have with respect
to the financial statements and accompanying audit opinion, N

On behalf of the Government of Bermuda.

da floewX_

Donaid Scott  Jgyce Hayward, CPA
Financial Secretary [ Accountant-General

Ministry of Finance Ministry of Finance

Hamilton, Bermuda
October 15, 2010
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Giovernment of Bermuda - Consolidated Fund
Statement of Financial Position I
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Government o Bermuda - Consolidated Fund
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Government of Bermuda ~ Consolidated Fund
Notes to the FFinancial Statements
Flagal 37, 25 1

3. Summary of Significant Accounting Molicies {cont'd)
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Government uf Hermuda - Consolidaten Fund
Notes to the Financial Statements
March 21, 2010

4. Approved) Estimates of the Govermmant of Bermuda {cont'd)
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(b} Comparisen of Fxpensges o Estimates tor Expenditire

The Mimiatny .«# ; RwnG prepares anrual rstamaw vy e roddified cash basis. Theso
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a&awr&?ri S = T revigtass gdlEl &y “nitied tesn tess

CoMpere Ly : setrsles. Ty oo
signiicat.: R i

“ Bed L
CXA TG L
rigy b PHT 1

,::_- v @ estar’shes o
* budget pumoss

2 g s e i Bl
e R R T 1 I 'l,_

(i} Pension - The finansial slatement pension elalad ocxpense s explained in Note 4.
For btidget purposes, pension expense is equal to it furkding redguirements.

(i) Govemment Honowing Sinking Fund (Note &y Tuaresfurs to the Sinking Fund ae
"‘EKK‘S’JEL. o8 h -‘131"% fers, For pudgel purposes, the Uinkirg Fund contbition s

SOrRNIYD v | T ey
i 29;'-‘_ BE"% e - Tergin =& gre eriied 0
2 g8 BXSERY U N i mhsEes, relivee

g icicetss 5. STy TR yBET

8. Governmuet Toriowing Sinking Fund

Effactive March 51, 1933, {he Governmerd mrfrm;m Siking Fund (GBSF) was
established as a sopurats legal entity for the repayrent of govertirmerd borrowing uﬁﬂer
the prowvistons of the Government Loans Act 1878, s amcndod,

Juring each finsncial yoar, the Fund must pay 1o the GBOGF 2.5% of the pulblio debt
custanding i the Tundd #t the end of D22 preceding vosr, Under seclon 1248 of e
Govemnpe Lo Md TBTE gs svended. lan WMo mey by Sodse, suspend v
arrua cort wometied of teive TenibE
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Govarnment of Bermuda —~ Consolidated Fong
Notes to the Financial Statements
’arch fsjm?m 4]

.

A T — — — N T ————————— T ot

8. Government Rorrowing Sinking Furd feon®d)

Wy . e L) Ty - 3 = I T
The GBET sevy VIS BLGE0 IO MO S el on pUDK

To8 gase', = somerngrog with a0 YAEBL Bris B8R RSO
888750 g lpmtte Ford's By Sastian,

; . .' S e 3 ST v i
Thelfdou s 4% MEE S E et sttt

; Byt Find Lo %
Marth 4%, 2000 fareni 3o ,ﬁ raied ﬂaf“ R A ORI S

2010
§

- . AL gy ot
2011 255 B2 000
oy oy & FEL P

LU 4 T
s Tl =1 ." o
ﬁs.@ AP P
274 N0
LT .
U115 o T

Under the prsfclons oF Section {284 of the Gawerminond Loans Act 1878, as amended,
the Government suspended the GBSF coniribution for the fiscal year end 2010, The
contributions for fiscal years 2010 and 201¢ are inchided n the contribution for fiscal
year 201 |

Under the poowisions of Gection 28 (1) s a‘ the Plow x-*:*msﬁ:', Laans A0t VT8, as
amg zdc'*:. W*‘ -":ﬁ** it paid £he intareel on e ontuhe r e noablic debt fir the Sos
yeararg LU0 s VR,

Sanas' . 5. A 5 “e nerisae ey CME heh TeELeTR BT
wglar4n %7 ¢

é. Contingencics Fund

On March 14, 1979 the House of Assembly pasaed a resolution to withdraw 31 million
from the Fund to set up @ Cortingencies Furd under the provisions of Section 10(1) of
the Public Troasuy (Administration and Payients) Act 1968, qs amended.,

e purphan ol i'“ s S oidinaencias FUnd is o allow e Minister of Finanee o suthos

Fgent and qrion ot sspendiues un I ¥ ifon 7ar s the approved of
B Eat «ovacy estimate, The Find belance B n
55&‘&_ _Ef N5 Sesn BNt oEE we astarietes 800
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e Srovic g of Teodam v TThe oulals suthedr L 8 YU e M et
JBide il *”«\ 3 s o o - SRR - g v .
ce b, arz 28 ‘@5 50 afg sz B - B iP. Lrag e H
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mrmbtsa wit fo the insUrancs Fund, Manies ot (088 tre ingUrsrne FUnd vl oe (powed
in acumiance with the Public Funds Act 1954 and ihe interest eamed on such
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1 JATIERGE o bt - O S~ | o< SN

. e peng sd ALanceu
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e omet  Gal v "r - R sedis 82 smodn ebee B VAR
exfrap.wad 9w arch 31, 20 o LAty B VETSUL (ONGENlo @EBLG, UETE AL e
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Covernmert of Bermuda — Consolidated Fund
Motes to the Financial Statements
Torsy aq, U

9. Pensions and Other Retirement Benefits

ta} Contributor Dafined Benefif Funsion Plane

”;er* " risters oo fafirga b sgnvals

o e e JLEE-EL. = MOm-gs L ANET,
varpleyeas sra s linielEme 2 coooibare of e B el WQ RaNs

vrrerdly in epsbion - the Public Bervice Superantuetion Fund (B
Ministers and Members of the | egislature Pensions Fund (MMLPF),
! ar s P‘&‘%ﬁh a sotvice pensicd iz svallable with o minimum of cight years credited
rewics, Soblest 4o wgatlione aw T iPredd It the DN Yevvice Buny wriusticr Ad
i tlg BEeT e el 3 o seny! Rl - g “uayess
aiiatel o . 79 date - BN AdT “Slean L EBTE
DS BUTN B L, WS A T3 BRI A rers ek,

oFy and the

For the MMLPE, a senice pension is generally available fo contnbutors whe have
reached age E{l ‘mf! have served for sl l%m 4 yerist, or to contributors wihe have

whed age B serl buve served Yot ot wesl 20 vears Thu rate oF perston s IS0 of
% rorihy g T8 WA OB IS ~». 20 ta v gemish e
e T e ied i v sangieT o 9y ped o cagrediuz

: _.-:“axsf'r_.é::i;, CoeroeEe, Tod . o moresses, o . dhoudsfed by - S Fols £
uasumer Pries riies o a bisnniyl frials

Employees confribute §.0% of their basic salary for PUSE and Ministers and Members
remitribute 1050 oF ¥ha'r salamy for sﬂm PE, The Govorvant matches P & ficipant’s

L R A o PR PP ‘ L PR g R >
SR T [ | I P O - S0 o ERI R - Pl 4 atsy :-.F:m?
v & b cEe A sumy g
tar ean “-*s gs fo.; Sl dd (2o
— wn gl e gy SR (o ¥
pBF 2275 L UB8 el TET :?f.-.- iavize S

31 and e Muiders end Members o B8 ¢ Legiuluuue (Galaries gry engions: Aok
1901 as anendad, provide thel, if ot any bime fhe funds are insufficient o mesl the
payments clingoabls sgainet them, the deficiney shall be made up cut of the
Corsdlidated Fimd

Farsler . g
-';1._«. PANEN ey B SASIEH. o ’RD au";.a' oo motaens TUOTS gre
pertorred tranndly wsltg (e prooded benefit i, provrated un soivices, A
ac:tuarsal valuation was LaE'"fTi:'!l‘l'l"‘Pil wir both the PS “F g,md thi.: MMLPF ag «f March 31
2008, the resuils were then oxirapolated fo March 40 2090, wsing the same
pesum it S proruge e aativuyion inciuted I thews firarslal statement:

TR el e hpsed £ LT ot gEe e gHagtfilus oL suoh es
wan gles . & retes, o BEETF . =2 BYS%. 8t BTD
enatly. The so oupions used poo o0 Govermmart il estimetes of 1w ad Sng
e rates andg k;e.sz'-&- fewm forecanis.
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Government of Bermuda — Consolidated Fund
MNotes to the Financial Stalements

iroh 21
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9. Pensions and Other Retirement Benefits (cont’d)

the yegren”  Warsh 34 B 078

Pension-Related Fxpense

boed e T, e dolg 0 gt g e 8 mmE g

Lol Pasioy: Tu ey (L RENY 43.825. 1.

iy - - Rl S Fagmam =
/88 LT . SR R

irderast an Persaon | abdioy U [ 91,385,825

Amortization of Lyperience Gaine & Losses

e e = = ~r =
Synanian - e85

MRS B it g [ ey - vir 75 B

i, w%‘\!,,%"'. £ Pt i BT A -‘-:;% = 2 fa it

2003 Fxperience | oss 3448, 847 3 AR, BAT
HUOA Bpperiens | 4 S08 CEB 2" B0R.08F
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R ENPEE S

¥

2006 Experianes | o 880,674 Be5, 074

2007 Experience Gain (351, 626) (351.626)

R Zypetiens S D3R E263 070
U ensetiey =
Crrriod forward fo Mote 9 (b} et ez 96083092
(N Cortrbuter Persion Surd
e’ | e sl A a8 2elgols v e QO Tangicrs
ERNE 3 S8 ol N

Fhie purpose of the CGPF is fo pruvidy old age penclon, disability end death benefits for
persons satistving certain contiibotion, ciiwenship o msidency requirsmsnis.

ZF are = e lar BerEC P T e sa¥-

B
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Government of Bermuda — Consolidated Fund
Notes to the I’”inanmaf Statements

il dmr ‘I'

M -

4. Pensions and Other Retirement Benefits (cont’dj

There 800 feoieldvs provision for e Tund to provide S ary shordfol 1 st any time,
wiiEF g etfae e maopmesllege.  C unigetiong
' o

i)} Retirement Benofits Other than 'siaslons — Emiphoyee Health Inssronce Flan

The Government administers 3 health cang plan, the Covernment Employces Health
Irsurance Fumd (CEHD, for substantially al of its empluysas, guaskalonomoys non-
atvemmental oo tizatior [QUANGL emg: ees A1 arristers and aenbete oF e

syt e g L aes, The DS W IrgurEnTs 0 O ess gmo
e :fés;::; it Ga “parts Bl ol 1
| B CEPTTET 8o it e

Ast sctuarist caloubdion of the Goveimnients obligetions for retirement benefits olher
than pengions was perdormed for accounting purposes at March 21 20010, using various
ing-berm sesumplions, based on e yaluation perormad as at March 5 2008,

i R %{:’“%r’ ok T aslery o #ssUm HE estrgyen. oo M abigatien
-‘2 53 ; s g *.'v.. s wmey e " EZL ""-"-.af.“ iz
LoNe reuSL &5 P8 Hre 108 B0 ; Gl e S g ST
Nty Maodstiy | avle was Uses Lur ine n‘cia:ﬂ chomptlan. The o A0cries 8

iabiity In respesd of e melching peomiurn paid by peviatunent under the insuranoo
arangemen? in respect of refired employess, The calcilation 15 based on the projeciad
bonaft method nrsauted on sevics,

Legete T  AGELE Ve = satgrear % ‘s below.
Mo 2008
$ §

Acorusd benefit obhigation at begining of year ZAB 906, /83 227 3B3.500

— 2 . s & g e 5 Ll
crgripgTion o B sl B84 7,433,282
- . e G AT B i i
a8l 8l T& FLC.594
( . : . . Amp oo o s
A EB"?@ﬁ ;-\ A e :; = _'_1-_,_:__-_:3':1? i Ty _f;:- e%-}::'_‘

Avcrued benefit obiligation at end of year 266040563 245 996 783

PR - P P, TR voova el - I Aol M e

stisd an bt ] = ve Fioazs e e 28 782

= b = - v Pine o=~

WALSt 8oorue Lot edi’geti tof year Z@8 ST 1 rrgEd T
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Government of Bermuda ~ Consolidated Fund
olisto e r‘*am::,‘,. Fateme: 'y
h‘%"ﬁil h " IJ ,&]" '
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Xt guetagt engithing o dice T 18 aepty 12 iy
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Liabifity for retiremment benefits recorded in the staterment of financial pesition
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2010 2009

Gl L persd & " C08) Goat A0S

Amnnxm’iion of expetiance logseas L. N T

Rev. waridenct. ~«oense 130 W8 118
Reooantser..  lerest s 58 . S il
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Frnsions - Floalth Insurance: Plan (Mot S(g)) 224524 BEE 108,773,234
pE ~rglors . “sirern  =melE’ _BoE T RRE goS 9234
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Governimant of Bermuda = Consolidated bund
Notes to the Financial Statements
March 41, 2010

10. Contingendt | jabilities

VD Quasanie.

e &og.r v TREN nizdaned thes : ot Guerantes S
e i LA foene wik fnancs : v kark lcane for oo
BBIONLHN 1l . 'r’e"f‘ of o g o tevesl s guste e
the om0 e e "'*. of *a‘a*. 2 ek e banke wit ool an the

gugrantes f,uz'fm AL March 21, 2073 :ﬁ%; M (¥
guarantesd shudont oans with local aark.s,

/7,230 Te outslanding &

(b) Claims and Potential Claims

The Government s tubjoct to claime and polential claims related to bresch of cortme,
damages 0 peyria and G"’dﬁ%‘"? ars Mﬁ teme. the offoct of legal claims cannot ha*

deaﬂ“' "'3? E by P 'BEI": .y i)a‘ﬂ }r Ci& QE?S h._ﬁ° ,”. :“%.‘g %I:“; Negn E«ﬂm at n __,:\,‘Ih o
IR B 8y 14 B rge inihe xff.ai'_-:',ﬁ?'ﬁ pa : : ;.:*Ing J@S&& A
BICLES U ' L raargtiamg e Ahz sooe U Lk E pae sapgpeab
delsrmiiei.

The . - LS caimed @ pEcis, L 2R gre undsT s
orprie e e e Karoh 31 2040 514 40 b . N0 3384355

{z) Base Langs Clean Lp

The Gevonwnent raengniaes that there will be a cost for restoration of the land al the
bases formncry cceupied by the US militery It is anficipated that such costs would
include removit of hazardous materials and cleqan-ug,

4 Tiability of $24 200,000 has been aztrved, whivh i an ootimate of the costs of the
sleano andi renm \i iHen »H‘ﬂ thres former majoy s laved stes. The estimated range
I X - i Mgk noudes an wt % soringency of the

‘clel.

Tke o8 ' ; "ﬁ';’—-».“ g 838 & 5‘ .8l :

i e o : SR - q-‘"-us--' I T N “4a ,~a . A
reesuzl e daen *c* ¢ aa R s“"a"vt g B S

sesr-an o Tudor WL T

: i . -"“2"" 1w ?'ar&,;g:-',
$1 millor 3 ahiss b IR - T fasm G Bre Gl ey of aul “g& zn tha ails
Claar-ug of Mormae ol is estimated at $14.75 witen (with & range of ‘?1* mlliar fa
$1& mibiony 33 mitdon of that amount Is the estimaled amount reguind o remove
immediate environmerial hazards snd He remainder is for fuel siorage fanks, removai
and remediafion of ssbestos as well ag demoliion of derelict buikdings.

Thiz estimato was developed n 2002, based on onders of sost which were devehoped
from Lnit fanﬁ 1 ‘»a’-'fi o clean-up 8t Sca&,%ﬁﬁde and Teuiaot cofirates fo “F‘]ﬁiﬁﬂﬁﬁ"ﬁ
hired oy w QAL o2 *“ths f’“““ we Pt s M 2U0E, the Cine's*»me**
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Governmertt of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 21, 2010

10, Contingend Li.-ahilities {fcont’d}

The Gowp o " i ; 5 rdsgEc oo o o Upue arce, & "er <8

TIOpoes; el L2080 Wit Tronosl s ngvds. Te cags
:rv.‘assécl: _ 4@““” e-s‘r“*ﬂ*ﬁ‘ 5P wae 1o B9 Sa

© wpar o 2§08 miden T wpam tm thy g
gireesy %

M L be swapped and tho
thusiad.

&g ne terdin et Do aygeed on the conditor 0 T b
proposal has not e Conlracted, the accrual b not boen

{d) Bank of N.T. Butterfield Guarantee Agreement

On June 12, 2009, the Govermmerd assisfed The Bank of N.T. Buiterfield & Sen Limited
(BNTR) in mising qualifying Tier 1 capital via a perpetuil preference share offering of
WS$ZRD malliog

Aceadizit L el grodded e poren v e E va fE S20C mik
Ereferg=ar o T wee net esheler O 4 3,:‘ . &UJE, G
Soverrye Tz EleTnEn 2 =% *’:P! =7 Prejers
Shgmss 89 o "5~'@ thelthe 327 SE ;feg&acﬁ.. 2r.s
8%y s cont mitlfer, &8 “ﬁ ; i osLbecrbes, ng 5.y
Sowsrrr , : Wl AREeaTY.

Qn June 27, 2008, the Government entersd 1fe a Preforence Shares Guarantus
Agreement with the Bank of N.T Butterfield & Zon Limited and others, The Govemimoent
has guarsnieoed payrment of 100% of the liguidation value: of the cutstanding Preferred
Shares in the everd of any voluntary or involuntary higuidation, dissolution or winding up
of the affairs of BNTIE during the term of the Guarantes. Aluo, the Government witl act
a8 @ guamaptor 4 the di ﬂ&r""* sgymente melating 1o e Yeferred Sheres igsvance

Ehould the B Wif B W declare and pay dvideods i uwy 'st'f"%?ge glvident parinyd

Py e 4 s aries, the Gavarrmp w1 oo wo whvidends gt 8% po
ghnum.
F' 30 o Zge Offednz, e T Ldgieornertia e

Elorvane of ﬁw - cane Shares mslT

% pw o =:” T .
cgevment wes T 9 ATT warrgsis ineusd

nv-e
ths Eis;r-j-' I Gt s @ roer o "t**-f:;{_.._“ g LaeRn sithes o BNTE haulvyg
aggregele meardt e egusl 1o LUSERD il o, W wiial oxercise price for *" :

warments and tho price for determining the number of common shares of BNTE *ub;&&
to the warmants wixs $7 (M per common share.  During this fiseal year there have been
several romporste events yiclding 8 new guaniily of warrards of 4 150,773 72 and 8 new
exarcise price of $3.614. Per the valuation model sun for March =1, 2013, the value of
the warronts o 80208 per warrant whith represente @ total value oF $8687 512
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Government of Bermuda - Consolidated Hund
Notes to the Financial Statements
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Government of Bermuda - Consolidated Fund
Schedule 1: A.c;mgnts Receivable
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Government of Bermuda - Consolidated Fund

Schedule 11{a}): Interdepartmental Current Expense By Ministry/Department (conf'd)

For the year ended March 31 2010 2010 2010
interdepartmental Actual Gross Net
Expense Expense Expense
$ $ $
Ministry of Health
21 Ministry of Health HQ 1,363 18,473,185 18,471,792
22 Heaith Department 188,483 29,134,608 28,048 1285
24 Hospitals - 132,239,483 132,238,483
91 Health insurance - 10,263,084 10,263,994
188,846 190,111,240 189,921,394
Ministry of Environment & Sperts
20 Youth, Sport & Recreation 128,640 12,390,3¢1 12,261,751
32 Department of Planning 461 3,788,824 3,788,363
49 Land Valuation - 621,702 621,702
50 Ministry of the Environment HQ 7,531 1,133,689 1,126,158
68 Parks 129,380 10,804,712 10,675,332
69 Conservations Services 18,058 5,064,698 5,046,640
72 Environmental Protection 2,872 3,730,335 3,727,463
286,942 37,534,351 37,247,409
Ministry of Culture & Social Rehabilitation
18 Libraries 2,254 2,659,614 2,657,360
23 Child & Family Services 41,669 19,485,400 19,453,731
52 Communily & Cultural Affairs 3,448 4,850,232 4,946,786
55 Financial Assistance 41,480 33,079,127 33,037,647
56 Human Affairs 3,413 3,125,995 3,122,582
86 Ministry of Community & Cultural Affairs HQ - 3,669,957 3,659,957
71 Ministry of Social Rehabilitation HQ 4,341 4,233,937 4,229,586
74 Court Services 12,603 - {12,603)
88 National Brug Control 2,370 3,789,847 3,787477
111,676 74,994,109 74,882,633
Ministry of Labour, Home Affairs & Housing
06 Defence 7,599 8,917,032 8,909,433
07 Police 220,145 70,563,276 70,343,131
25 Corrections 120,588 28,492.975 29,372,387
27 immigration 5124 5,447 535 5,442,411
45 Fire Servicas 2,735 12,970,241 12,967,508
53 Bermuda MHousing Corporation - 7,250,000 7,280,600
54 Securily Services & Delegated Affairs - 412,185 412,185
60 Labour & Training 528 7,131,510 7,130,084
83 Ministry of Labour, Home Affairs & Housing HQ 20 1,883,517 1,803,407
356,737 144,178,271 143,821,534
Ministry of Energy, Telecommunications & E-Commerce
13 Post Office 9,261 14,967,726 14,958,465
29 Registry General 1,115 1,696,455 1,685,340
42 Rent Commissioner 750 567,538 566,789
43 Information Technology Office 657 8,276,712 8,276,055
46 Telecommunications 255 2,885,534 2,885,279
67 E-Commerce 1,326 1,083,406 1,082,080
84 E-Government - 1,190,941 1,190,941
89 Energy e 588,621 588,621
90 Ministry of Energy, Telecornmunications & E-Commerce HQ - 611,353 511,383
13,364 31,868,287 31,854,923
Ministry of Works & Engineering
36 Works & Engineering 902,092 6,224,949 5,322,857
80 Architectural Design & Construction . 1,062,847 1,082,947
81 Lands, Buildings & Surveys 3,055 24,401,224 24,388,169
82 Operations & Engineering 3,115 37,644,495 37,641,380
Amortization - 37,330,814 37,330,814
908,262 106,654,429 105,746,167
TOTAL CURRENT EXPENSE 3,597,168 1,176,834,962 1,173,237,7%4
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Government of Bermuda - Consolidated Fund
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Gmmmment of Bermiuda - Consolidated Fund
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Government of Bermuda - Consolidated Fund
Schedule 14: Capitsl Acquisition Expense By Ministry | Department
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Government of Bermuda - Consolidated Fund
Schedule 15: Current Expenditure - Estimates Compared to Expenses

Appendix 2

For the year ended March 31, 2010

Adjusted Under (Over)
Expenses Expenditure * Estimates ** Spent
$ $ 3 $
Non-Ministry Departments
01 Governor & Staff 1,978,550 1,876,550 1,695,280 (281,270)
05  Office of the Auditor General 2,894,881 2,894,881 2,948,518 53,637
08 Public Service Commission 76,963 76,963 81,077 4,114
63  Parliamentary Registrar 784,492 784,492 739,331 (45,161)
85 Ombudsman's Office 706 854 706,854 697,835 {9.019)
6,438,740 6,439,740 6,162.041 (277,699)
Cabinet Office Departments
08 Cabinet Office 9,192,349 9,192,349 7,824,265 (1,368,084)
14 Department of Stafistics 3,050,427 3,050,427 3,221,383 170,026
15  Department of Management Services - - - -
19  Depariment of Archives 1,606,166 1,506,168 1,670,275 64,109
26 Depariment of Human Resources 4,948 137 4,848,137 5,610,543 662,406
30 Marine & Ports 21,405,714 21,650,995 21,757,313 206,318
31 Ajrport Operations 24,029,902 23,875,289 20,860,663 (3,014,626)
33  Depariment of Tourism 31,851,942 31,851,942 31,723,067 (128,875}
34 Transport Control Department 6,644,214 6,644,214 6,885,328 241,115
35 Public Transportation Board 22,977,183 22,968,387 19,453,586 (3,514,861}
48  Ministry of Transport HQ 1,324,832 1,324,832 1,334,003 9,171
51  Dept. of Communication & information 2,613,016 2,613,018 2,618,418 5,400
57  Civil Aviation 6,952,887 6,053,372 6,907,590 44,218
73 Maritime Administration 1,643,061 1,613,728 1,682,626 68898
138,139,830 138,092,854 131,539,025 (6,553,825)
Ministry of Justice
02 Legislature 5,041,314 5,041,314 5,129,873 88,559
03  Judicial Departiment 8,212,012 8,216,368 8,451,669 235,301
04  Aftorney-Generals Chambers 4,313,791 4,313,791 4,588,193 275,402
75 Depariment of Public Prosecutions 2,186,258 2,186,258 2627138 440,880
87 Miristry of Justice HQ 4,430,723 4,430,723 3,673,755 (756,868)
24,184 098 24,188,454 24471628 283,174
Ministry of Finance
10 Ministry of Finance HQ 11,882,769 11,982,769 12,087,980 105,211
11 Accountant-General 83,671,136 83,687,314 80,377,885 (3,309,429)
Retirement Benefit Expenses 106,685,970 - - -
12 Customs 18,648,270 18,600,357 18,569,099 958,742
28  Social Insurance 8,046,591 8,046,591 7,034,230 (1,012,361)
38 Office of the Tax Commissioner 5,009,071 3,146,132 3,607,258 461,126
39 Registrar of Companies 4,076,891 3,760,908 3,624,455 (138,454)
58  interest on Debt 20978 210 1,604,715 1,700,000 5,285
59 Sinking Fund Conttibution - - - -
268,108,908 130,918,787 128,000,907 (2,817,879
Ministry of Education
17 Depariment of Education 133,919,495 132,830,956 128,436,239 (4,394,717)
41 Bermuda College 20,702,204 20,702,204 20,702,204 -
154,621,699 153,533,160 149,138,443 {4,394, 717)
Ministry of Health
21 Ministry of Health HQ 18,473,155 18,473,155 18,935,851 462,496
22  Health Department 29,134,608 29,002,111 31,129,801 2,127,690
24  Hospitals 132,239,483 132,239,483 137 853,924 5,714,441
91 Health Insurance 10,263,994 10,263,994 5456 724 {4,807.270)
190,111,240 189 978 743 193,476,100 3,497,357
* Adjusted for Non-Budgeted, Non-Cash Ttems
** Includes all Approved Supplementary amounis during the year
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Government of Bermuda - Consolidated Fund
Schedule 15: Current Expenditure - Estimates Compared to Expenses (cont'd)

For the year ended March 31, 2010

Adjusted Under (Over)
Expenses Expendtture Estimates ™ Spent
$ $ t 8
Ministry of the Environment & Sports
20 Youth, Sport & Recreation 12,390,391 12,380,391 13,476,464 1,085,073
32 Department of Planning 3,788,824 3,788,824 4,117,872 328,148
43 Land Valuation 621,702 621,702 707,328 85,626
50 Ministry of the Environment HQ 1,133,889 1,133,689 1,231,246 97 557
68 Parks 10,804,712 10,804,712 11,146,203 341,491
68 Conservations Seryices 5,064,698 4,896,433 5,538,401 641,968
72 Environmental Protection 3,730,335 3,748 913 3,845,045 96,132
37.534,351 37,384,664 40,061,659 2,676,995
Ministry of Culture & Social Rehabilifation
18 Libraries 2,659,614 2,658,007 2,436,257 (222,710}
23 Child & Family Services 18,495,400 18,485 400 18,311,405 (1,183,995)
52 Community & Cuiltural Affairs 4,950,232 4,950,232 4,839,843 (110,389)
58 Financial Assistance 33,079,127 33,013,494 32,064,722 (958,772)
56 Human Affairs 3,125,995 3,126,995 3,078,994 {45,001)
71 Ministry of Social Rehabilitation 3,689,957 3,659,057 3,743,447 83,480
74 Court Services 4,233,937 4,233,937 4415373 181,438
88 Ministry of Community & Culturat Affairs HQ - - - -
28 National Drug Contral 3.789.847 3,789 847 4,452,301 . 662454
74,994, 109 74,927,869 73,333.382 (1,584,487)
Ministry of Labour, Home Affairs & Housing
06 Defence 8,917,032 8,917,032 8,696,308 (226,724)
{7 Police 70,563,276 70,556,649 60,540,524 (10,016,025)
25 Corrections 29,492,975 29,492,975 29,471,837 {21,138)
27 Immigration 5,447,535 5447 535 5,068,342 511,807
45 Fire Bervices 12,870,241 12,970,241 15,793,837 2,823,696
53 Bermuda Housing Corporation 7,250,000 7,250,000 7,250,000 -
54 Security Services & Delegated Affairs 412,185 412,185 480,688 78,511
80 Labour & Training 7,131,810 7,131,610 7,219,781 88,271
83 _Ministry of Labour, Home Affairs & Housing HG 1,993,517 1,993,817 2118421 124,804
144 178,271 144,171,644 137,540,948 (6,630.688)
Ministry of Energy, Telecommunications & E-Commerce
13 Post Office 14,867,726 14,967,726 14,860,582 (107,144}
29 Registry General 1,696,455 1,696,455 2,139,113 442,658
42 Rent Commissioner 567,539 567,539 637,218 68,679
43 Information Technology Office 8,276,712 8,276,712 8,449,499 172,787
46 Telecommunications 2,885,534 2,892,359 2,979,718 87,358
67 E-Commerce 1,083 406 1,083,408 1,188,284 104,858
84 E-Government 1,190,941 1,190,941 1,380,263 188,322
89 Energy 586,621 588,621 657,804 69,183
80 Ministry of Energy, Telecommunications and E-Commerce 611,353 611,353 §97.816 {13,537)
31,868,287 31,875,112 32,890,277 1,015,165
Ministry of Works & Engineering
36 Works & Engineering 6,224,949 8,341,805 7,022,558 680,654
80 Architectural Design & Construction 1,062,947 1,052,947 1,213,224 160,274
8% Lands, Buildings & Surveys 24,401,224 24,395,774 25,715,370 1,318,598
82 Operations & Engineering 37,644,485 37,639,568 37,541,115 (98,453)
Amortization 37,330,814 - - -
106,654,429 69,430,194 71,492 265 2,0@;2,071
TOTAL CURRENT EXPENDITURE 1,176,834,962 1.000,941,221 588,106,877 {12,834,543)
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The Cabinet Office

Department of Communication and Information

FORIMMEDIATE RELEASE

4 February ~2.00 pm

CONTACT

Beverle Lottimore

Ph: 297-7868

Email: balottimore@gov.bm

~ Consolidated Fund Financial Statements 2010 ~

In accordance with Government’ s commitment to effect ongoing improvementsin its
Public Accounts and in reporting to Parliament, Premier and Minister of Finance, the
Hon. Paula A. Cox, JP, MP today tabled audited financial statements relating to the
Consolidated Fund for the year-ended March 31, 2010.

The Consolidated Fund is the general operating fund of the Bermuda Government
through which Government conducts the majority of its financial transactions.

The Consolidated Fund financial statements report the operations, financial position and
changesin financial position that result from the activities of the Government. This
includes the accounts of the Senate, the House of Assembly, all Government departments
and officesand all courts.

For the third consecutive year, the annual accounts of the Consolidated Fund of the
Government of Bermuda were given a qualified audit opinion. The qualification in this
and the prior year was based on the Auditor General’ s opinion that there were serious
deficienciesin internal controlsin the management of certain capital development
projects. She stated that these deficiencies led her to question the appropriateness of
certain transactions and the underlying value of the assets at March 31, 2010. She went
on to say that without the benefit of an independent professional valuation she was still
unable to determine whether adjustments might be necessary.

Premier Cox informed Parliament that the detailed reasons for the qualification on the
accounts will beincluded in the Auditor-General’s Annual report when it is tabled.
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Subsequent to the tabling of this document, normal Parliamentary procedures would be
followed:

e Thereportsreferred to the Public Accounts Committee for review.
e The Committee tabling its report with recommendations

e The Minister of Finance issuing aformal response, in writing, on behalf of the
Government.

Should any Ministries finances be queried, the process will also allow for separate
Ministerial Statementsto be given by relevant Ministers on any financial shortcomings
noted in the Report.

Premier Cox said, “ The Government fully understands, respects and values the Office of
the Auditor General. The Government will work with the Auditor General and take the
required steps to ensure that this qualification is removed in the future, in the same
manner they did when actions were taken on qualified accountsin 2000 and on other
previous occasions.”

It must be noted that the 2009-2010 budget estimates, made in February 2009, were
against the background of an array of very challenging economic and financial
circumstances.

The global economy was in recession and there was sustained turmoil in world capital
and financial markets. There was also alack of confidence within the banking and
financia sectors despite the most determined efforts of G8 leaders and policy-makers.
Governments around the world were acting decisively and aggressively to implement
monetary and fiscal policies aimed at preventing afreefall in the economy.

These circumstances must be considered when scrutinizing the Consolidated Fund
Financial Statements for 2010.

Highlights of the Consolidated Fund Financial Statements 2010 are as follows:

The total revenue raised by the Consolidated Fund for fiscal 2009/10 was approximately
$917.3 million, representing a decrease of $33.5 million (3.53%) from fiscal 2008/09 for
which balances have been restated. This was |lower than original budget estimates by
approximately $52.4 million (5.40%). The most significant generators of revenues for
fiscal 2009/10 were Payroll Taxes accounting for $349 million or 38.1% (2009 - $356.5
million or 37.4%) and Customs Duty accounting for $219.0 million or 23.9% (2009 -
$224.2 million or 23.5%). Revenues were below budget in 2009-2010 mainly due to
shortfallsin Customs Duty ($23.6 million below), Stamp Duty ($18.1 million below),
Hotel Occupancy Tax ($4.2 million below), and Immigration Receipts ($3.3 million
below).

Current expenses for fiscal 2009/10 were $1.177 billion (2009 - $1.112 billion). The three
largest components of current expenses were: employee costs; grants and contributions;
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and professional services. Total employee costs were $607.9 million or 51.7% (2009 -
$579.7 million or 52.1%) of total expenses. Included in this amount is $143.7 million
(2009 - $123.1. million) of non-cash retirement benefit expenses. Grants and
contributions were $261.1 million or 22.2% (2009 - $234.9 million or 21.1%) and
professional services were $111.9 million or 9.5% (2009 - $95.5 million or 8.6%).

Premier Cox stated that financial payments for professional services are often confused
with payments to overseas consultants. For clarity, she explained this expenditure of
$111.9 covered all government contracts including cleaning, security, legal aid, Works
and Engineering maintenance, contracted services for the Department of Airport
Operations, health insurance portability claims, war pensioner medical claims and other
‘locally’ contracted services.

Thetotal current expenditure on a modified cash basis for fiscal year 2009-2010, was
$1.0 hillion, which was $31.3 million higher than original budget estimates. Expenditures
increased due to the following:
» unanticipated increases in police salaries from arbitrated awards and overtime;
» above budget expenditure on substitute and para-professiona’s salaries,
» increased expenditure on Government’ s health subsidy programme for the
youth, aged and indigent

Total capital account cash expenditure was $125.5 million; $25 million lower than the
original budget estimates. Capital development expenditure was $10 million below
original budget estimates while capital acquisitions were $15 million below the original
budget.

A further look reveals the closing Net Book Value of Tangible Capital Assets for the year
was $600 million (2009 - $599.3 million). Included in the net additions of $36 million
(2009 - $163 million) was a net transfer of $14.1 million from Assets under Construction
(2009 - $88.0 million) to completed projects.

Net Public Debt, which excludes guarantees and is net of the Sinking Fund, increased by
$276.4 million (2009 - $205.3 million) during fiscal 2009/10 standing at $758.9 million
at the end of the year. The escalation was mainly due to the Government issuing $315
million in various Senior Notes, whose proceeds were used to fund Government’ s capital
expenditure programme and repay overdraft facilities with local financial institutions.

As noted previously the Government raised $315 million in long-term debt this fiscal
year. The Notes were issued in different tranches in order to maintain a balanced maturity
structure and to alow for earlier repayment of some of the Notes using funds in the
Sinking Fund when they fall due.

When raising funds in the capital markets, the most important objective is to provide the
government with stable financing at minimal cost under the prevailing market conditions.
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The credit market turmoil in the fall of 2008 increased the cost of credit to all time highs,
surpassing previous highs by 50%. Coupon levels on debt climbed to levels not seen

since the mid 1990. The dramatic increase was primarily due to investor caution;
however these costs have now lowered to pre-crisis levels, and should lower the cost of
future Government borrowing.

It isimportant to note that in all cases the debt issued in 2009 was priced in line with
comparable sovereign issues.

When including guarantees, net public debt was $969.5 million (2009 — 483.3). As at
March 31, 2010 Government guarantees total $210.5 million, which includes the
Butterfield preference share offering ($200 million), aloan guarantee to WEDCO ($10
million) and student loans which are guaranteed by the Government. These amounts are
contingent liabilities to the Government and are not included on the Government’ s
balance sheet; rather they are note-disclosed in the Financia Statements of the
Consolidated Fund.

The actual net debt to GDP ratio at March 31, 2010 was about 13.6 %.

Bermuda' s debt, despite recent increases in public debt as a percentage of GDP, is till
moderate when compared to other countries and remains one of the lowest, debt policy
ratios amongst developed modern economies. For example Bermuda's debt ratios are
more than 40% below the median for the Fitch rated * AA’ category median, which
includes sovereignsrated ‘AA-", ‘AA’ and ‘AA+'.” Bermuda's 13.6% debt to GDP ratio
is also 52% below the median debt to GDP ratios of similarly rated advanced industrial
countries which is about 66.0%.

The statements of the Consolidated Fund provide valuable information on the financial
position of the Government and the public is encouraged to examine them.

There is no doubt that the global recession is having a negative impact on Government
finances worldwide and Bermuda is not unique in facing the economic challenges that are
being faced globally.

To clearly illustrate the severity of the financial crisis on government finances
worldwide, one should examine the sharp increases in budget deficits of OECD countries
from 2008 to 2009. In 2008 the average budget deficit of OECD countries was 3.5 per
cent of GDP. In 2009 thisincreased to 8.2 per cent of GDP, a staggering 134 per cent
increase. In the eurozone over the same period, this statistic increased from 2 per cent, to
6.1 per cent of GDP, an increase of 205 per cent.

“1 wish to assure the public that the Government is sensitive to the challenges which may
arise when deficits reach short term peaks, however the Government is moving ahead
with acredible plan for long-term fiscal consolidation in order to reduce public debt and
to keep the country on a sustainable fiscal path,” Premier Cox concluded.

106 2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda


rgilbert
Text Box

rgilbert
Typewritten Text

rgilbert
Typewritten Text
________________________________________________________________________________________
106                                            2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 

rgilbert
Text Box
Appendix 3


rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text


Appendix 4

Office of the Auditor General
Reid Hall, Penthouse

3 Reid Street

Hamilton HM 11, Bermuda

Tel: (441) 296-3148

Fax: (441) 295-3840

Email: oag@oagbermuda.bm
Website: www.oagbermuda.gov.bm

INDEPENDENT AUDITOR'S REPORT

To the House of Assembly, the Governor and the Senate
Report on the Financial Statements

I have audited the accompanying financial statements of the Consolidated Fund of the
Government of Bermuda, which comprise the statement of financial position as at March 31,
2011, and the statements of operations and accumulated deficit, change in net debt and cash flow
for the year then ended, and a summary of significant accounting policies and other explanatory
information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with public sector accounting principles generally accepted in Bermuda and
Canada, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud
OF error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. |
conducted my audit in accordance with auditing standards generally accepted in Bermuda and
Canada. Those standards require that [ comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or emror. [n making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audil procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

I believe that the audit evidence 1 have obtained is sufficient and appropriate to provide a basis
for my qualified audit opinion.
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Basis for Qualified Opinion

I qualified my auditor’s opinion on the financial statements of the Consolidated Fund for the year
ended March 31, 2010, on the basis of serious deficiencies in internal control over the
management of various capital development projects. These deficiencies led me to question the
appropriateness of certain transactions and the underlying value of tangible capital assets as at
March 31, 2010. As a consequence of last year’s qualification, and without the benefit of an
independent professional valuation, I am still unable to determine whether adjustments might be
necessary to tangible capital assets and accumulated deficit as at March 31, 2011.

Qualified Opinion

In my opinion, except for the effect of adjustments which [ might have determined necessary had
I been able to satisfy myself with respect to the balances of tangible capital assets, assets under
construction and accumulated deficit referred to in the preceding paragraph, the financial
statements present fairly, in all material respects, the financial position of the Consolidated Fund
of the Government of Bermuda as at March 31, 2011, and the results of its operations, the
changes in its net debt, and its cash flows for the year then ended in accordance with public
sector accounting standards generally accepted in Bermuda and Canada.

Other matter

As permitted by Section 6 of the Audit Act 1990, I may include in my auditor’s report any other
comments arising out of the accounts that I consider appropriate.

I wish to draw attention to the increased incidences of non-compliance with the Government of
Bermuda’s Financial Instructions which form the standard for financial controls of the
Government. Although these incidences of non-compliance did not lead me to qualify my audit
opinion for the current year, it is important that the Government adhere to its internal control
framework.

Usefulness of these Financial Statements is Limited

As described in Note 2, these financial statements represent the financial transactions of the
Consolidated Fund and have been prepared primarily to provide accountability for the financial
resources appropriated by the Legislature of Bermuda. These financial statements are not
summary financial statements of the Government of Bermuda. Significant financial activities of
the Government occur outside the Consolidated Fund. As such, the financial statements of the
Consolidated Fund for the year ended March 31, 2011 do not represent the full nature and extent
of the overall financial affairs and resources of the Government of Bermuda.

Hamilton, Bermuda Heather A. Jacobs Matthews, JP, FCA, CFE
February 7, 2012 Auditor General
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GOVERNMENT OF BERMUDA

Ministry of Finance

Government of Bermuda
Consolidated Fund
Statement of Responsibility for the Financial Statements
March 31, 2011

The Accountant General, subject to the general direction and control of the Minister of
Finance, is responsible for the preparation of the financial statements of the
Consolidated Fund.

The financial statements of the Consolidated Fund are prepared by the Accountant
General in accordance with the requirements of governing legislation. The financial
statements are based upon information provided by Government departments and,
where necessary, information is based upon best estimates and judgement.

In order to fulfill accounting and reporting responsibilities, the Accountant General
maintains systems of financial management and internal control to provide reasonable
assurance that transactions are properly authorised by the Legislature, executed in
accordance with prescribed regulations and properly recorded to maintain accountability
of public money and safeguard the assets and properties under Government
administration.

The audited financial statements are tabled before the Legislature annually and are
referred to the Public Accounts Committee, which reports to the Legislature on the
results of its examination together with any recommendations it may have with respect
to the financial statements and accompanying audit opinion.

On behalf of the Government of Bermuda.

folag Yo

Anthony Manders, CGA Joyce Héyward, CPA
Acting Financial Secretary Accountant-General
Ministry of Finance Ministry of Finance

WX

Hamilton, Bermuda
February 3, 2012
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Government of Bermuda - Consolidated Fund

Statement of Financial Position

As at March 31 2011 2010
Actual Restated
(Note 17)
$ $
Liabilities Schedule
Bank Overdraft (Note 16) 57,490,260 93,409,873
Accounts Payable and Accrued Liabilities 146,366,433 137,606,507
Deferred Revenue 34,142,751 30,262,623
237,999,444 261,279,003
Interest Bearing Debt - Net of Sinking Fund 7 944,491,502 665,512,519
Pensions and Other Employee Future Benefits
- Pensions and Retirement Benefits Note 9(g)) 1,049,575,594 939,354,866
- Compensated Absences (Note 8) 21,995,987 21,336,602
1,071,571,581 960,691,468
Other Liabilities
Due to Government Funds and Agencies 3(a) 49,787,833 50,391,478
Total Liabilities 2,303,850,360 1,937,874,468
Financial Assets
Cash and Cash Equivalents 10,993,022 19,531,018
Accounts Receivable 1 166,636,860 142,586,906
Due from Government Funds and Agencies 3 18,113,855 20,190,549
Long-Term Receivables 4 1,904,335 2,231,431
Investment in Quango (Notes 3(e) & 14(b)) 5,000,000 5,000,000
Total Financial Assets 202,648,072 189,539,904
Net Debt 2,101,202,288 1,748,334,564
Non-Financial Assets
Tangible Capital Assets (Notes 3(f) & 15) 12 727,752,452 600,482,069
Assets under Construction (Note 3(f)) 12 59,272,927 98,619,361
Inventories for Consumption 2 14,976,960 16,420,102
Prepaid Expenses 3,473,625 4,751,754
Total Non-Financial Assets 805,475,964 720,273,286

Accumulated Deficit

1,295,726,324

1,028,061,278

Contingent Liabilities, Non-Contractual Operational Commitments and Contractual

Commitments (Notes 10, 11, 12 and Schedule 16)

The accompanying notes and schedules are an integral part of these financial statements.

110 2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda



rgilbert
Text Box

rgilbert
Typewritten Text

rgilbert
Typewritten Text
__________________________________________________________________________________________
110                                                2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Text Box
Appendix 4

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text


Government of Bermuda - Consolidated Fund

Statement of Operations and Accumulated Deficit

Appendix 4

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $
Schedule

Revenue 8,10 1,058,812,000 996,728,405 917,940,724
Expenses
Current 9,11 1,058,317,000 1,272,650,610 1,177,203,384
Capital Development (Note 17) 13 31,647,283 107,864,942
Capital Acquisition 14 4,215,873 7,825,370

1,308,513,766

1,292,893,696

Annual Deficit

Accumulated Deficit, Beginning of Year

Recognition of Tangible Capital Assets (Note 15)

Correction of Error (Note 17)

(311,785,361)

(1,028,061,278)
44,120,315

(374,952,972)

(657,656,965)
4,011,987
536,672

Accumulated Deficit, End of Year

(1,295,726,324)

(1,028,061,278)

The accompanying notes and schedules are an integral part of these financial statements.
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Appendix 4

Government of Bermuda - Consolidated Fund

Statement of Chang_je in Net Debt

For the year ended March 31 2011 2010
Actual Restated
(Note 17)
$ $

Annual Deficit

(311,785,361)

(374,952,972)

Change Due to Tangible Capital Assets:

Net Additions to Tangible Capital Assets (126,306,791) (34,537,246)
Net Reductions in Assets under Construction 39,346,434 14,111,326
Amortization of Tangible Capital Assets 43,156,723 37,330,814
Total Change Due to Tangible Capital Assets (43,803,634) 16,904,894
Net Reductions in (Additions to) Inventories for Consumption 1,443,142 (1,775,051)
Net Reductions in Prepaid Expenses 1,278,129 1,650,250
Total Change Due to Inventories for Consumption

and Prepaid Expenses 2,721,271 (124,801)
Increase in Net Debt (352,867,724) (358,172,879)

Net Debt, Beginning of Year

Correction of Error (Note 17)

(1,748,334,564)

(1,390,698,357)

536,672

Net Debt, End of Year

(2,101,202,288)

(1,748,334,564)

The accompanying notes and schedules are an integral part of these financial statements.
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Government of Bermuda - Consolidated Fund
Statement of Cash Flow

Appendix 4

For the year ended March 31 2011 2010
Actual Restated
(Note 17)
$ $

Operating Activities
Annual Deficit (311,785,361) (374,952,972)
Items not affecting cash:
Amortization of Tangible Capital Assets 43,156,723 37,330,814
Increase in Pension and Retirement Benefits Liability 110,220,728 104,945,632
Increase in Compensated Absences Liability 659,385 1,750,338
Decrease in Non-Cash Working Capital (6,888,484) (25,001,305)
Cash Applied to Operating Activities (164,637,009) (255,927,493)
Capital Activities
Net Additions to Tangible Capital Assets (126,306,791) (34,537,246)
Net Reductions in Assets under Construction 39,346,434 14,111,326
Cash Applied to Capital Activities (86,960,357) (20,425,920)
Financing Activities
Debt issues 500,000,000 315,000,000
Debt retirement (200,000,000) -
(Increase) Decrease in Sinking Fund (21,021,017) 15,293,280
Cash Provided By Financing Activities 278,978,983 330,293,280
Net Increase in Cash and Cash Equivalents 27,381,617 53,939,867
Cash and Cash Equivalents, Beginning of Year (73,878,855) (127,818,722)
Cash and Cash Equivalents, End of Year (46,497,238) (73,878,855)
Cash and Cash Equivalents, End of Year

Cash and Cash Equivalents 10,993,022 19,531,018

Bank Overdraft (57,490,260) (93,409,873)
Cash and Cash Equivalents, End of Year (46,497,238) (73,878,855)

The accompanying notes and schedules are an integral part of these financial statements.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

1. Authority

The Consolidated Fund (the “Fund”) operates under the authority of the Bermuda
Constitution Order 1968 and amendments, and the Public Treasury (Administration and
Payments) Act 1969 and amendments.

All public money is paid into the Fund and legislative authority must be obtained for any
expenditure out of the Fund.

The Legislature provides authority to make payments out of the Fund in annual
Appropriation Acts, Supplementary Estimates and other statutes. Unused spending
authority for current account appropriations lapses at the end of the fiscal year. Unused
spending authority for uncompleted capital projects is carried forward to subsequent
fiscal years, subject to the approval of the Minister of Finance.

2. Reporting Entity

The Fund’s financial statements report the financial position, results of operations,
change in net debt and cash flow resulting from the activities of the Fund only, which
comprise the accounts of the Senate, the House of Assembly, all Government
departments and offices (including the Public Service Commission) and all courts. The
Fund is established and defined pursuant to section 94 of the Bermuda Constitution
Order 1968.

These financial statements are not summary consolidated financial statements of the
Bermuda Government. Separate audited financial statements are prepared for all other
Government organizations.

These financial statements are prepared in accordance with the legislative requirements
as outlined in sections 5 and 32A of the Public Treasury (Administration and Payments)
Act 1969 and amendments.

The Government adheres to the general practice of using a Consolidated Fund as its
general operating fund. Schedules 10 to 14 provide information concerning the
operations, tangible capital assets and capital expenses of individual Government
departments and funds and agencies comprising the Fund.

3. Summary of Significant Accounting Policies

The recommendations of the Public Sector Accounting Board and the Accounting
Standards Board of the Canadian Institute of Chartered Accountants (which are
promoted by the Institute of Chartered Accountants of Bermuda by signed agreement
and therefore generally accepted in Bermuda) are the source for the disclosure basis of
accounting.

The preparation of financial statements in accordance with the disclosed basis of
accounting requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues
earned and expenses incurred during the year. Actual results could differ from these
estimates.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

3. Summary of Significant Accounting Policies (cont’d)

The significant accounting policies are as follows:

(a) Method

The financial statements are prepared on the accrual basis of accounting.

(b) Revenue

Revenues are accounted for in the fiscal year in which the transactions or events
occurred that gave rise to the revenues.

Revenues not practicably measurable until cash is received are accounted for upon
receipt.

Amounts received or receivable prior to the end of the year, which relate to revenues
that will be earned in a subsequent fiscal year, are reported as deferred revenue.
(c) Expenses

Expenses are accounted for in the fiscal year that goods and services are acquired, a
liability is incurred or grant payments are due.

Contributions to Government funds and agencies are expensed in the year the
expenditure is made.

Classification of expenses between current account items and capital account items
follows the classification in the Approved Estimates.

(d) Interdepartmental Revenues and Expenses

Interdepartmental revenues and expenses are not eliminated but have been identified as
explained in Note 14(c).

(e) Financial Assets

Financial assets are resources that can be used to discharge existing liabilities or
finance future operations. They include cash and cash equivalents, accounts receivable,
amounts due from Government funds and agencies, long-term receivables and
investment in QUANGO.

Accounts receivable are recorded at cost. A valuation allowance is recorded when
collection of the receivable is considered doubtful.

Long-term receivables are recorded at unamortized cost.

Investment in QUANGO is recorded at cost.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

3. Summary of Significant Accounting Policies (cont’d)

(f) Non-Financial Assets

Non-Financial assets are resources that are employed for future services. They include
tangible capital assets, assets under construction, inventories for consumption and
prepaid expenses. The costs of acquiring land, buildings, equipment and other capital
property are capitalized as tangible capital assets and are amortized over the estimated
useful lives of the assets. Where original acquisition documents were difficult to retrieve,
the Book Value Calculator (“BVC”), developed by the Chief Appraiser of Public Works
and Government Services Canada (as modified by them to address the Bermuda
Government situation), was used to establish reasonable estimates of the Net Book
Values in order to develop opening balances.

Other tangible capital assets that do not meet the minimum threshold requirements for
their respective asset class have continued to be charged to capital expenses in the year
of purchase, which is consistent with prior years. These expenses are currently
classified as capital development and capital acquisition expenses on the Statement of
Operations and Accumulated Deficit. Included in the capital development and capital
acquisition expenses are other significant items: capital grants, repairs and
maintenance, professional fees and other items which are expensed as they are
incurred. Tangible capital assets that have not yet been disclosed include historical
treasures.

Amortization is recorded on a straight-line basis for all assets, according to the following:

Buildings 2- 40 years

Leasehold Improvements Remaining life or lease period of the related
asset

Betterments Remaining life or lease period of the related
asset

Vehicles & Heavy Equipment

$3,000 to $99,999 5 years

$100,000 and above 7 years
Boats & Vessels

$10,000 to $99,999 5 years

$100,000 and above 10 years
Leased Equipment 3 years

Computer Hardware
$3,000 to $99,999 3 years
$100,000 and above 7 years

All laptops and desktop computers are capitalized
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

3. Summary of Significant Accounting Policies (cont’d)

Computer Software

$20,000 and above 10 years
Furniture & Fixtures
$3,000 and above 7 years
Office Equipment
$3,000 and above 5 years
Plant, Machinery & Equipment
$50,000 and above 10 — 30 years
Infrastructure
$50,000 to $199,999 10 years
$200,000 and above 40 years

*

Dollar threshold are based on per unit values with the exception of Furniture and
Fixtures.

The Ministry of Public Works is primarily responsible for Government’s tangible capital
assets. Amortization expense is reported under that Ministry. Since amortization is a
non-cash expense, it is removed for appropriation reporting purposes.

Assets under construction relate to the development of buildings, betterments, vehicles,
computer hardware, computer software, infrastructure, office equipment and vessels.
Upon completion, the balance of assets under construction will be transferred to tangible
capital assets and amortized based on the appropriate useful life.

Inventories for consumption are comprised of spare parts and supplies that are held for
future program delivery and are not intended for resale. They are valued at cost.
Inventories for consumption that no longer have service potential are valued at the lower
of cost or net realizable value. Items for which the costs are not readily available have
been valued using management’s best estimates of original cost based on available
information.

(g) Liabilities

Liabilities are recorded for financial obligations to organizations and individuals occurring
as a result of transactions and events arising on or before the year-end. They occur as a
result of contracts, agreements and legislation in force at year-end that require the
Government to repay borrowings or to pay for goods and services acquired or provided
on or before the year-end. Liabilities also include grant payments due where no direct
value is received in return.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

3. Summary of Significant Accounting Policies (cont’d)

(h) Translation of Foreign Currencies

The financial statements are reported in Bermuda dollars. The Bermuda dollar is valued
at par with the United States dollar. Assets and liabilities denominated in foreign
currencies are translated at the exchange rate prevailing at the year-end date.
Revenues and expenses originating in foreign currencies are translated at the exchange
rate in effect on the date the specific transactions occurred. Translation gains and losses
are included in the Statement of Operations and Accumulated Deficit.

(i) Measurement Uncertainty

Estimates are used to accrue revenues and expenses in circumstances where the actual
accrued revenues and expenses are unknown at the time the financial statements are
prepared. Uncertainty in the determination of the amount at which an item is recognized
in the financial statements is known as measurement uncertainty. Such uncertainty
exists when there is a variance between the recognized amount and another reasonable
amount, as there is whenever estimates are used.

Measurement uncertainty in these financial statements exists in the accrual of individual
and corporate payroll and land taxes, accruals for pension obligations, accruals for
environmental obligations, allowances for doubtful receivables and accruals for liabilities
through actuarial valuations.

The nature of the uncertainty related to the accruals for pension obligations arise
because actual results may differ significantly from the Government’s best estimates of
expected results based on variables such as earnings on the pension investments,
salary increases and the life expectancy of the participants. The uncertainty related to
the accrual of environmental obligations is based upon the identification of all sites
where environmental damages have occurred that are the Government’s responsibilities
to mitigate and the quantification of what the actual liability will be based upon impact
studies. Uncertainty concerning the allowance for doubtful revenue is based upon actual
collectability and changes in economic conditions.

While management’s best estimates have been used for reporting items subject to
measurement uncertainty, it is possible that changes in future condition in the near term
could require a material change in the valuation of the reported amounts. Near term is
defined as a period of time not to exceed one year from the date of the financial
statements.

4. Approved Estimates of the Government of Bermuda

(a) Budget Process

Annually, the Government presents a Budget (“Estimates”) of expected revenues and
expenditures for the following fiscal year.
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

4. Approved Estimates of the Government of Bermuda (cont’d)

The Government’'s spending Estimates for the fiscal year commencing April 1, 2010
were presented to the Members of the Legislature by the Minister of Finance.

The Estimates outline the spending plans of each Ministry/Department submitted for
approval to the Legislature in the Appropriations Act.

The Estimates referred to in the financial statement schedules are from the original
Approved Estimates of Revenue and Expenditure for the fiscal year 2010/11 and do not
reflect changes arising from the tabling of Supplementary Estimates, except for the
Adjusted Estimates referred to in Schedule 15 which include the original Approved
Estimates and any tabled Supplementary Estimates.

(b) Comparison of Expenses to Estimates for Expenditure

The Ministry of Finance prepares annual Estimates on the modified cash basis. These
financial statements are prepared on an accrual basis. Due to the difference in
accounting, Schedule 15 restates actual expenses to the modified cash basis for
comparative and analytical purposes against the adjusted estimates. The most
significant differences are as follows:

(i) Bad Debts — For financial statements purposes, a provision is established and
expensed for accounts receivable where collection is doubtful. For budget purposes,
no such provision is made.

(ii) Pension — The financial statement pension-related expense is explained in Note 9.
For budget purposes, pension expense is equal to its funding requirements.

(iii) Government Borrowing Sinking Fund (Note 5) — Transfers to the Sinking Fund are
recorded as cash transfers. For budget purposes, the Sinking Fund contribution is
considered expenditure.

(iv) Compensated Absences — Certain Government employees are entitled to paid
retirement leave, as explained in Note 8. For budget purposes, retirement pay is
estimated based on anticipated salary spending for the current year.

5. Government Borrowing Sinking Fund

Effective March 31, 1993, the Government Borrowing Sinking Fund (“GBSF”) was
established as a separate legal entity for the repayment of government borrowing under
the provisions of the Government Loans Act 1978, as amended.

During each financial year, the Fund must pay to the GBSF 2.5% of the public debt
outstanding in the Fund at the end of the preceding year. Under section 12AA of the
Government Loans Act 1978 as amended, the Minister may, by Order, suspend the
annual contribution for a period of twelve months.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

5. Government Borrowing Sinking Fund (cont’d)

The GBSF assets may only be applied to reduce, cancel or pay interest on public debt.
The assets are invested in accordance with the Public Funds Act 1954 and are shown
as a reduction of debt issued on the Fund’s Statement of Financial Position.

The following is a schedule of projected contributions to the GBSF by the Fund up to
March 31, 2016, based on estimated debt levels to March 31, 2012:

2011
$
2012 25,750,000
2013 30,750,000
2014 30,750,000
2015 30,750,000
2016 30,750,000

Separate audited financial statements are prepared for the GBSF to which readers
should refer for further information.

6. Contingencies Fund

On March 14, 1979 the House of Assembly passed a resolution to withdraw $1 million
from the Fund to set up a Contingencies Fund under the provisions of Section 10(1) of
the Public Treasury (Administration and Payments) Act 1969, as amended.

The purpose of the Contingencies Fund is to allow the Minister of Finance to authorize
urgent and unforeseen expenditures up to $1 million prior to the approval of the
Legislature by supplementary estimate. The Contingencies Fund balance is not
segregated from general operating cash and cash equivalents and accumulated deficit.

7. Unemployment Insurance Fund

The Unemployment Insurance Fund (“Insurance Fund”) was established March 18, 2002
by amendment to the Public Treasury (Administration and Payments) Act 1969 under
the provisions of Section 10B. The Legislature authorized $1 million to be set aside
within the Fund to set up the Insurance Fund.
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Appendix 4
Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2011

7. Unemployment Insurance Fund (cont’d)

The Minister of Finance will pay amounts approved by the Legislature as Government’s
contribution to the Insurance Fund. Monies paid into the Insurance Fund will be invested
in accordance with the Public Funds Act 1954 and the interest earned on such
investments will be paid into the Insurance Fund. At the time it was anticipated that an
unemployment insurance scheme would be established to make periodic payments to
unemployed persons.

8. Compensated Absences

Certain Government employees are entitled to paid retirement leave under the various
union agreements that exist with the Government. Paid retirement leave is available to
those eligible employees with a minimum of ten years credited service, who are retiring
on the basis of age. The leave is paid at the salary level immediately preceding the date
of retirement, to a maximum eligibility of twelve weeks.

An actuarial valuation of the Government's obligation for retirement leave was
extrapolated to March 31, 2011, using similar various long-term assumptions as the
Public Service Superannuation Fund pension plan (Note 9). The valuation determined
that the accrued benefit obligation for retirement leave is currently $21,995,987 (2010-
$21,336,602), as defined in the table below.

2011 2010
$ $
Accrued benefit obligation, beginning of year 21,336,602 19,586,264
Amortization of experience loss 60,754 80,974
Current period benefit cost 1,148,450 1,011,619
Interest accrued 1,397,769 1,341,654
Benefit payments (1,947,588) (683,909)
Accrued benefit obligation, end of year 21,995,987 21,336,602

9. Pensions and Other Retirement Benefits

(a) Contributory Defined Benefit Pension Plans

The Government administers contributory defined benefit pension plans for substantially
all of its employees, quasi-autonomous non-governmental organization (“QUANGQO”)
employees and all ministers and members of the Legislature. There are two plans
currently in operation — the Public Service Superannuation Fund (“PSSF”) and the
Ministers and Members of the Legislature Pensions Fund (“MMLPF”).

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 121


rgilbert
Text Box
Appendix 4

rgilbert
Text Box

rgilbert
Typewritten Text

rgilbert
Typewritten Text
_______________________________________________________________________________________
2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda                                          121


Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

9. Pensions and Other Retirement Benefits (cont’d)

For the PSSF, a service pension is available with a minimum of eight years credited
service. Subject to exceptions as outlined in the Public Service Superannuation Act
1981, it is based on the number of years of service times 1.5% of the salary payable
immediately preceding the date of retirement. Additional benefits are provided to special
groups such as police, prison wardens, fire service and regiment employees.

For the MMLPF, a service pension is generally available to contributors who have
reached age 60 and have served for at least 8 years, or to contributors who have
reached age 55 and have served for at least 20 years. The rate of pension is 3/1000™ of
the monthly salary payable to a minister, member or officer, on the date on which the
contributor becomes entitled to receive a pension, for each month of service rendered up
to a maximum of 25 years. Cost of living increases are calculated by reference to the
Consumer Price Index on a biennial basis.

Employees contribute 8.0% of their basic salary for PSSF and Ministers and Members
contribute 12.5% of their salary for MMLPF. The Government matches the participant’s
contribution in each plan. The amount of Government contributions made during the
year for each plan was as follows: PSSF - $32,588,714 (2010 - $31,576,054), MMLPF -
$485,071 (2010 - $454,038). The Public Service Superannuation Act 1981 and the
Ministers and Members of the Legislature (Salaries and Pensions) Act 1981, as
amended, provide that, if at any time the funds are insufficient to meet the payments
chargeable against them, the deficiency shall be made up out of the Consolidated Fund.

(b) Pension Liability

Normally, the pension liability is calculated on an actuarial basis. Actuarial valuations are
performed triennially using the projected benefit method, pro-rated on services. For the
prior fiscal year end March 31, 2010, an actuarial valuation was performed on both the
PSSF and the MMLPF as at March 31, 2008. The results were then extrapolated to
March 31, 2010 using the same assumptions, to produce the estimates included in the
financial statements. For the fiscal year end March 31, 2011, an actuarial valuation was
performed on both the PSSF and the MMLPF as at March 31, 2010, the results were
then extrapolated to March 31, 2011, using the same assumptions, to produce estimates
in these financial statements. The difference between the extrapolation as at March 31,
2010 and the actuarial valuation as at March 31, 2010 has resulted in a valuation
adjustment in the Accrued Benefit Obligation as at March 31, 2010 (Note 9(g)). This
adjustment reflects a change in accounting estimate which will be reflected in the current
year as per Public Sector Accounting Standard PS 2120.28.

Actuarial valuations are based on a number of assumptions about future events, such as
inflation rates, interest rates, wage and salary increases, employee turnover and
mortality. The assumptions used reflect Government’s best estimates of expected long-
term rates and short-term forecasts.

The most significant assumptions are that the average investment return will be greater
than the average rate of salary increase by approximately 2.25% (prior valuation —
2.25%) and the cost of living increase will average 3.0% (prior valuation - 3.0%) per
annum.
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

9. Pensions and Other Retirement Benefits (cont’d)
The 1994 Group Annuity Mortality Table was used for the mortality assumption.

For the PSSF, pension fund assets consist primarily of listed stocks and bonds, short-
term investment funds, hedge funds and private equity investments. Market-related
asset values, which recognize the differences between the actual return on assets and
the expected return on assets over a period of five years, have been used to determine
the pension liability and pension-related expenses for the PSSF.

The market-related value of assets for the PSSF was $468,985,435 as at March 31,
2011 (2010 - $437,542,000) compared to a real market value of $486,693,676 (2010 -
$424,814,565).

For the MMLPF, there is no difference between the market value of plan assets and the
market-related value. As at March 31, 2011, the value was $10,200,192 (2010 —
$9,332,612). The actual return on plan assets during the year was 14.67% (2010 — 31%)
for the PSSF and 7.25% (2010 - 7.0%) for the MMLPF.

As at March 31, 2011, $4,366,587 was due to the PSSF in respect of contributions
received in excess of benefits paid by the Fund (2010 — $ 2,797,004).

(c) Pension-Related Expenses

Pension-related expenses recognized by the Consolidated Fund comprise the cost of
pension benefits earned by employees during the year, interest on the pension benefit
liability (net of interest on pension plan assets) and amortization of the Government’s
share of any experience gains or losses, less contributions made by the employees. The
estimated total cost of the Government's share of plan amendments related to past
service is expensed in the year the plan is amended. The pension-related expense is
disclosed in Note 9(g) and included in Schedule 9 as a component of retirement benefit
expenses.

A net unamortized experience loss of $146,266,000 (2010 - $159,693,000) is reported in
the schedule below. The amount comprises a total unamortized experience loss on the
pension liability of $130,183,000 (2010 - $140,410,000) and a total unamortized
experience loss on the asset valuation of $16,083,000 (2010 - $19,283,000). The period
of amortization is ten years.

Aggregate information about the PSSF and MMLPF is in the following tables.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

9. Pensions and Other Retirement Benefits (cont’d)

(d) Funded Status of Plans

For the year ended March 31 2011 2010
Actual Actual
$ $

Pension Liability
Accrued Benefit Obligation
PSSF 1,393,994,000 1,291,640,000
MMLPF 31,526,000 30,815,000
1,425,520,000 1,322,455,000

Net Fund Assets
PSSF (468,985,000) (437,542,000)
MMLPF (10,298,000)  (9,390,000)
(479,283,000) (446,932,000)

Net Unamortized Experience Loss

PSSF (146,266,000) (159,693,000)
Pension Liability

PSSF 778,743,000 694,405,000

MMLPF 21,228,000 21,425,000

Carried Forward to Note 9 (g) 799,971,000 715,830,000
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Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2011

Appendix 4

9. Pensions and Other Retirement Benefits (cont’d)

For the year ended March 31

Cost of Pension Benefits
Employee Contributions

Interest on Pension Liability

Amortization of Experience Gains & Losses
2002 Experience Loss
2003 Experience Loss
2004 Experience Loss
2005 Experience Loss
2006 Experience Loss
2007 Experience Gain
2008 Experience Loss
2009 Experience Loss
2010 Experience Gain

Carried forward to Note 9 (g)

(e) Contributory Pension Fund

2011 2010
Actual Actual
$ $

54,379,221 46,674,000
(33,073,785) (32,030,092)
59,570,564 58,173,117
- 573,592
3,418,847 3,418,847
21,908,086 21,908,086
2,048,199 2,048,199
595,574 595,574
(351,626) (351,626)
5,243,035 5,243,035
7,608,893 7,608,893
(2,547,908) -
118,799,100 113,861,625

The Contributory Pension Fund (“CPF”) was established under the Contributory

Pensions Act 1970 and subsequent amendments.

The purpose of the CPF is to provide old age pension, disability and death benefits for
persons satisfying certain contribution, citizenship and residency requirements.

Contributions to the CPF are compulsory for persons employed in Bermuda, the self-

employed and employers.

There is no legislative provision for the Fund to provide for any shortfall if, at any time,

the CPF has insufficient funds to meet its current legislated obligations.
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

9. Pensions and Other Retirement Benefits (cont’d)

(f) Retirement Benefits Other than Pensions — Employee Health Insurance
Plan

An actuarial calculation of the Government’s obligations for retirement benefits other
than pensions was performed for accounting purposes at March 31, 2011, using various
long-term assumptions, based on the valuation performed as at March 31, 2010. The
previous valuation was performed as at March 31, 2008.

The Government administers a health care plan, the Government Employees Health
Insurance Fund (“GEHI"), for substantially all of its employees, QUANGO employees, all
ministers and members of the Legislature and retirees. The GEHI Fund provides medical
insurance for retirees and eligible dependents with the Government matching the
participant's contribution to the plan. In 2002 the Government adopted accrual
accounting for the GEHI plan.

The discount rate used in determining the accumulated post-retirement benefit obligation
was 6.5%. The assumed health-care cost trend rate used was 9.0% (2010 - 8.5%). This
will be reducing by 0.5% per annum to 5.0% (2019) per annum. The 1994 Group
Annuity Mortality Table was used for the mortality assumption. The value accrues a
liability in respect of the matching premium paid by government under the insurance
arrangement in respect of retired employees. The calculation is based on the projected
benefit method pro-rated on service.

Aggregate information about the health care plan is in the table below.

2011 2010
$ $

Accrued benefit obligation at beginning of year
Valuation adjustment (Note 9(b))

266,040,563 245,996,783
7,840,911 -

Adjusted accrued benefit obligation at beginning of year
Current period benefit cost

Interest accrued

Benefit payments

273,881,474 245,996,783
9,545,153 8,981,428
17,894,088 16,117,398
(6,720,775) (5,055,046)

Accrued benefit obligation at end of year

294,599,940 266,040,563

Expected accrued benefit obligation at end of year
Actual accrued benefit obligation at end of year

294,599,940 266,040,563
294,599,940 266,040,563

Experience loss
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Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2011

Appendix 4

9. Pensions and Other Retirement Benefits (cont’d)

Expected average remaining service life

Annual amortization

12 years

$5,361,262

12 years

$4,707,852

Liability for retirement benefits recorded in the statement of financial position

Accrued benefit obligation, end of year
Unamortized experience losses

Liability for retirement benefits (Note 9(g))

Expenses recorded in statement of operations and accumulated deficit

Current period benefit cost
Amortization of experience losses

Retirement benefit expense
Retirement benefit interest expense

Total expenses related to retirement benefits (Note 9(g))

2011
$

294,599,940
(44,995,346)

2010
$

266,040,563
(42,515,697)

249,604,594 223,524,866
2011 2010
$ $

9,545,143 8,081,428
5,361,262 4,707,852
14,906,405 13,689,280
17,894,088 16,117,398
32,800,493 29,806,678

(g) Accrued Pensions and Retirement Benefits Liability and Expense Summary

Pensions (Note 9(d))
Retirement Benefits other than
Pensions — Health Insurance Plan (Note 9(f))

Total Pensions and Retirement Benefits Liability

Pensions (Note 9(d))
Retirement Benefits other than
Pensions — Health Insurance Plan (Note 9(f))

Total Pensions and Retirement Benefits Expense

2011 2010
$ $

799,971,000 715,830,000
249,604,594 223,524,866
1,049,575,594 939,354,866
118,799,100 113,861,625
32,800,493 29,806,678
151,599,593 143,668,303
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

10. Contingent Liabilities

(a) Guarantees

(i) National Education Guarantee Scheme

In August 1994, the Government introduced the National Education Guarantee
Scheme to provide qualifying students with financial guarantees on bank loans
for post-secondary education. The repayment of principal and accrued interest is
guaranteed by the Government. In the event of default by the student, the banks
will call on the guarantee contract. At March 31, 2011, $356,895 (2010 -
$542,367) is outstanding on guaranteed student loans with local banks.

(ii) West End Development Corporation Guarantee (“WEDCO”)

On April 1, 2009, the Minister of Finance consented to the borrowing of $10
million by WEDCO from the Capital G Bank to facilitate the completion of the new
Sewage Treatment Plant at Dockyard.

The Minister of Finance further approved the guarantee given by the Ministry of
Public Works to repay the indebtedness by way of annual payments to WEDCO
until all indebtedness to the Capital G Bank has been fully discharged.

The Ministry of Public Works further guarantees and will make good any default
on the part of WEDCO in the payment of the loan to Capital G Bank and all
related interest fees and charges due as a result of default by WEDCO until all
indebtedness to the Capital G Bank has been fully discharged.

(iii) Bank of N.T. Butterfield Guarantee Agreement

On June 12, 2009, the Government assisted The Bank of N.T. Butterfield & Son
Limited (“BNTB”) in raising qualifying Tier 1 capital via a perpetual preference
share offering of US$200 million.

Accordingly the Government provided the commitment that if the full $200 million
Preference Share Offering was not achieved on or prior to June 30, 2009, the
Government would purchase no later than June 30, 2009 such number of
Preference Shares as was sufficient to ensure that the Bank realized aggregate
proceeds equal to and not less than US$200 million. As the offering was fully
subscribed, no such Government purchase was necessary.

On June 22, 2009, the Government entered into a Preference Shares Guarantee
Agreement with the BNTB and others. The Government has guaranteed payment
of 100% of the liquidation value of the outstanding Preferred Shares in the event
of any voluntary or involuntary liquidation, dissolution or winding up of the affairs
of BNTB during the term of the Guarantee. Also, the Government will act as a
guarantor for the dividend payments relating to the Preferred Shares issuance.
Should the BNTB fail to declare and pay dividends in any quarterly dividend

128
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

10. Contingent Liabilities (cont’d)

period during the term of the Guarantee, the Government will pay such dividends
at 8% per annum.

Pursuant to the Preference Share Offering, the BNTB pays to the Government a
fee of 1% per annum on the liquidation value of then outstanding Preference
Shares issued to third party investors. The Government was in receipt of
4,279,601 warrants issued by the Bank to purchase a number of non-voting
common shares of BNTB having an aggregate market price equal to US$30
million. The initial exercise price for the warrants and the price for determining
the number of common shares of BNTB subject to the warrants was $7.01 per
common share. The quantity of warrants remained at 4,150,773.72 with an
exercise price of $3.614. Per the valuation model run for March 31, 2011, the
value of the warrants is $0.157 (2010 - $0.209) per warrant which represents a
total value of $651,671 (2010 - $867,512).

(iv) Bermuda Hospitals Board Guarantee (“BHB”)

On December 1, 2010, the Minister of Finance provided an irrevocable
Guarantee Agreement to Paget Health Services Limited on behalf of the BHB to
facilitate the completion of the New Hospital Project (“NHP”) of the King Edward
VIl Memorial Hospital in Paget.

The design and construction related costs of the new facility are approximately
$247 million. Once construction is completed in 2014, annual service payments
will commence for a period of thirty years, consisting of principal, interest,
construction, lifecycle and hard facilities maintenance. A portion of the annual
service payment is indexed over the thirty year period to allow for changes in the
cost of living and other related facility costs.

The Guarantee Agreement guarantees the payment obligations of the BHB to
Paget Health Services Limited by the Government as required by the lenders.

(b) Claims and Potential Claims

The Government is subject to claims and potential claims related to breach of contract,
damages to persons and property and like items. The effect of legal claims cannot be
determined until they are settled or dismissed. No liability has been admitted and no
provision for claims is included in the financial statements. Any resulting losses will be
recorded and charged to operations in the year an amount can reasonably be
determined.

The total of specific amounts claimed or potential settlements which are under litigation
or possible litigation as at March 31, 2011 is $12,502,395 (2010 - $11,020,168).
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

10. Contingent Liabilities (cont’d)

(c) Base Lands Clean Up

The Government recognizes that there will be a cost for restoration of the land at the
bases formerly occupied by the US military. It is anticipated that such costs would
include removal of hazardous materials and clean-up.

A liability of $26,250,000 has been accrued, which is an estimate of the costs of the
clean-up and remediation at the three former major base land sites. The estimated range
is $32 million to $40 million, which includes an approximate 20% contingency of the
total.

The cost for Southside (estimated at $10.5 million, with a range of $10.5 million to $20
million; $6.5 million for work already performed has been deducted from the lower end of
the estimated range) involves demolition of buildings beyond refurbishment and removal
of asbestos. The cost for clean-up of Tudor Hill (estimated at $1 million with a range of
$1 million to $2 million) is for removal of asbestos and demolition of buildings on the site.

Clean-up of Morgan’s Point is estimated at $14.75 million (with a range of $15 million to
$18 million); $3 million of that amount is the estimated amount required to remove
immediate environmental hazards and the remainder is for removal of fuel storage tanks,
removal and remediation of asbestos as well as demolition of derelict buildings.

This estimate was developed in 2003, based on orders of cost which were developed
from unit rates used for clean-up at Southside and budget estimates from consultants
hired by potential developers at the Morgan’s Point site. In 2008, the Government also
hired a registered professional engineer to conduct an independent review and provide
an estimate to compare to the prior estimate which fell within the original range.

A request for proposal was issued in July 2009 with proposed cleanup standards. The
registered professional engineer independently estimated that if this proposal was to be
contracted, it would cost the Government $14 million to $25 million in addition to the
amounts already accrued.

In September 2010, the Government signed the Morgan’s Point Exchange Agreement
with Southlands Limited and Morgan’s Point Limited. The agreement calls for the
exchange of 12.454 hectares of land owned by Southlands Ltd. located in Warwick for
66.82 acres of freehold land at Morgan’s Point in Southampton. Furthermore, the
agreement provides Morgan’s Point Limited, as the Developer, to develop an additional
128.46 acres of Leasehold property at Morgan’s Point as further detailed in the Morgan’s
Point Land Development Agreement also signed in September 2010 amongst the same
parties.

Article 6 of the Morgan’s Point Exchange Agreement states the Bermuda Government is
still responsible for the remediation of the Morgan’s Point property to a standard deemed
reasonably acceptable to the Developer.

As no terms have been agreed on the remediation of the land and the proposal has not
been contracted, the accrual has not been adjusted.

\
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

10. Contingent Liabilities (cont’d)

(d) Hotel Payroll Tax Relief

On February 21, 2009, the Government entered into a Memorandum of Understanding
(“MoU”) with the Bermuda Hotel Association to provide exemptions for applicable hotels
from the payment of payroll tax. The assessment of the exemption was to be done
quarterly and, if applicable, would allow for the full exemption of the quarterly payroll tax.

The Hotel Concessions Act 2000 allows for the deferral of payroll tax for hotels which
undergo development deemed to be in the national interest of Bermuda as if it is
determinable that the development will, among other considerations:

¢ benefit the tourism industry and the economy;

o create employment and entrepreneurial opportunities for Bermudians;
e encourage local development, or;

o employ and train Bermudians.

The concessions are granted at the discretion of the Minister of Finance for those hotels
that apply for the concessions. The Hotel Concessions Act 2000 permits an exemption,
either in part or in full, of the payroll tax not exceeding five years from the hotel’s opening
date.

The concession afforded to the Hotels is non-refundable and in instances where the
payroll tax is deemed null and void due to the MoU, the concession remains as a contra-
revenue amount to be applied against any future payroll tax incurred by those hotels.

The Government is obligated to recognize the effect of the concessions when payroll tax
is actually incurred unless they are dismissed by the Minister of Finance. No liability has
been admitted and no provision for collectibility is included in the financial statements.
Any resulting losses of payroll tax will be recorded and charged to operations in the year
the payroll tax is effective.

The total of the concessions that could be applied against any future payroll tax incurred
by the applicable hotels as at March 31, 2011 is $1,201,500.

(e) Air Service Agreements
(i) WestJet

On June 1, 2010, the Government (“Guarantor’) entered into a Revenue
Guaranty Agreement with WestJet. In consideration of the revenue guaranty
provided by the Guarantor, WestJet agrees to operate three (3) times weekly
service between Toronto and Bermuda for the period November 1, 2010 to April
30, 2011 (“Guaranty Period”).

The Government has guaranteed that WestJet will receive the minimum 10%
operating margin for the scheduled service during the Guaranty Period. Upon the
completion of the Guaranty Period, WestJet shall calculate the fully allocated
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

10. Contingent Liabilities (cont’d)

profit margin consistent with the reporting process historically utilized by WestJet
in determining route profitability (the “Profit Margin”). Additionally, WestJet shall
deliver an operational report summarizing route specific traffic statistics,
revenues, fully operating costs, profit margins, and funds required to achieve
10% profit margin to Guarantor (the “Report”). If the Profit Margin exceeds 10%
during the Guaranty Period, no payment is due to WestJet. If the Profit Margin
fails to reach 10% in the Guaranty Period, the Government shall pay to WestJet
the difference between the actual Profit Margin and the amount of additional
earnings that would hence result in a 10% Profit Margin within thirty (30) days of
receipt of the Report to a maximum of $1,450,000 USD.

The Government has established and delivered to WestJet an irrevocable Letter
of Credit (“LOC”) which came into effect April 14, 2010 issued by Bank of
Bermuda, HSBC (“HSBC”) in the amount of US$500,000.

(ii) American Airlines Inc.

On November 18, 2010, the Government (“Guarantor”) entered into an Air
Service Agreement with American Airlines Inc. In consideration of the Air Service
Agreement provided by the Government, American Airlines shall provide regular
scheduled passenger Air Service between Miami International Airport and
Bermuda International Airport in both directions effective November 18, 2010
through November 17, 2011. The Government has guaranteed payment to
American of any revenue shortfall during the Air Service Period, if the Total
Revenue as defined in the contract, from the provision of the Air Service is less
than the Minimum Revenue Requirement as set forth in the contract.

In consideration of the Air Service provided by American Airlines, the
Government has established and delivered an irrevocable LOC issued by HSBC
in the amount of US$1,500,000 which came into effect February 25, 2010.
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

11. Non-Contractual Operational Commitments

The Government has ongoing commitments to fund a variety of programs for public
welfare including health, education, social services, protection of persons and properties,
and management of natural resources. The following is an analysis of the future, non-
contractual, operational commitments:

2011
$
2012 117,358,918
2013 5,895,216
2014 5,313,146
2015 300,000
2016 1,830,000
2017 and subsequent -
Total Future Operational Commitments 130,697,280

12. Contractual Commitments

(a) Capital Leases

The average period of capitalized leased office machines is 3 years. Leases are
capitalized based on the discounted rate of 6.04% and amortized on a straight-line basis

over the period of the lease.

The following is an analysis of the leases:

2011 2010
$ $
Present value of lease cost 4,351,940 4,250,453
Less: Accumulated amortization (3,560,100) (3,098,887)
Present value of leases payable 791,840 1,151,566
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Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

12. Contractual Commitments (cont’d)

The following is a schedule of discounted future minimum lease payments under leases
expiring up to March 31, 2015:

2011
$
2012 356,170
2013 195,836
2014 115,130
2015 63,877
Add: Discounted Amount 60,827
Present value of lease obligation 791,840

(b) Contractual Obligations

The nature of government activity results in some large multi-year contracts and
agreements of various sizes and importance. Any financial obligations resulting from
these are recorded as a liability when the terms of these contracts and agreements for
the acquisition of goods and services or the provision of transfer payments are met.

The following is an analysis of estimated future expenditures related to these contractual
obligations:

2011
$
2012 40,862,033
2013 7,169,407
2014 4,352,977
2015 3,622,559
2016 5,009,082
2017 and subsequent -
Total Contractual Obligations 61,016,058
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Government of Bermuda — Consolidated Fund Ppendix

Notes to the Financial Statements
March 31, 2011

12. Contractual Commitments (cont’d)
(c) Operating Leases
The Government rents premises under operating leases which expire at certain dates.

The following is an analysis of the future minimum operating lease payments:

2011
$
2012 8,883,736
2013 6,083,146
2014 4,789,630
2015 4,058,841
2016 3,703,717
2017 and subsequent 23,497,034
Total Future Minimum Operating Lease Payments 51,016,104

13. Supplementary Estimates and Virements (Transfers)

Section 96(3) of the Bermuda Constitution Order 1968 allows for Supplementary
Estimates in respect of any fiscal year it is found that (a) the amount appropriated by the
appropriation law for any purpose is insufficient or that a need has arisen for expenditure
for a purpose for which no amount has been appropriated by that law; or (b) moneys
have been expended for any purpose in excess of the amount appropriated for that
purpose by the appropriation law or for a purpose to which no amount has been
appropriated by that law, a supplementary estimate, showing the sum required or spent,
shall be laid before the House of Assembly. Section 96(4) of the Bermuda Constitution
Order 1968 requires that a Supplementary Appropriation Bill be introduced into the
Legislature as soon as practical after year end of the year that supplementary estimates
have been necessary.

The Public Treasury (Administration and Payments) Amendment Act 2004 allows a
Permanent Secretary or a Head of Department to transfer a part of a Department’s
approved budget to another Department within the same Ministry, subject to the consent
of the Minister of Finance. Virements do not increase the overall appropriation amount
but facilitate the redeployment of approved budget resources after the start of a financial
year.

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 135


rgilbert
Text Box
Appendix 4

rgilbert
Text Box

rgilbert
Typewritten Text

rgilbert
Typewritten Text
_______________________________________________________________________________________
2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda                                          135

rgilbert
Typewritten Text


Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

13. Supplementary Estimates and Virements (Transfers) (cont’d)

Final Supplementary Estimates for the periods 2003-2010 were approved in the House
of Assembly on March 28, 2011.

During the year $49,969,000 (2010 - $23,046,550) in Supplementary Estimates were
approved and spent which consisted of $49,969,000 (2010 - $22,079,950) for current
expenditure and $0 (2010 - $966,600) for capital expenditure.

During the year $12,352,977 (2010 - $50,613,528) in virements were approved and
transferred which consisted of $8,570,017 (2010 - $15,452,114) for current expenditure
and $3,782,960 (2010 - $35,161,414) for capital expenditure.

Additional expenditures of $23,517,956 (2010 - $22,758,422) were incurred in excess of
amounts appropriated by the Ministry and will require final approval, which consisted of
$22,634,452 (2010 - $22,369,306) for current expenditure and $883,504 (2010 -
$389,116) for capital expenditure.

Additional virements of $30,086,119 (2010 - $22,587,344) require final approval and
transfer, which consisted of $23,111,814 (2010 - $13,408,617) for current expenditure
and $6,974,305 (2010 - $9,178,727) for capital expenditure.

14. Related Party Transactions
(a) Funds

The Fund is related to the GEHI Fund, the Contributory Pension Fund (“CPF”), the
MMLPF, the Bermuda Department of Tourism North America Retirement Plan
(“BDTRP”), the PSSF, the Confiscated Assets Fund, the Government Borrowing Sinking
Fund, the Health Insurance Fund, the Mutual Re-insurance Fund and the Government
Reserves Fund.

The financial activities of these funds are reported separately in each fund's financial
statements. The Fund provides accounting and certain administrative services to these
funds. These transactions are in the normal course of operations and are measured at
the appropriate exchange amount. The other activities represent the net position of
contributions payable to the funds and expenses paid out of the Fund on behalf of the
funds. Schedules 3 and 3(a) display details of unpaid balances due from and due to the
funds which have arisen from normal operating activities. The rate of interest accruing
on the balances is 7% per annum.
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Appendix 4
Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2011

14. Related Party Transactions (cont’d)

(b) QUANGOSs and Other Related Organizations

The Fund is related to certain quasi-autonomous non-governmental organizations
(“QUANGOSs”) and other government controlled organizations. QUANGOs are
government businesses which have been established under their respective legislative
incorporation acts. Other government-related organizations are organizations that are
controlled by government either by the possession of shares or voting rights or by some
other means.

The Fund enters into transactions with the QUANGOs and other related organizations in
the normal course of business which are measured at the exchange amount, which is
the amount of consideration established and agreed upon by the related parties.

Schedules 3 and 3(a) include details of balances due from and due to these entities
which have arisen from normal operating activities. During the year, no interest was
charged and/or incurred from or to the Fund and the various QUANGOs and other
related organizations.

(i) Bermuda Monetary Authority (“BMA”)
In accordance with Section 8 (3) of the Bermuda Monetary Authority Act 1969,
the BMA pays a portion of its net profit (historically 50%) to the Consolidated

Fund of the Government.

The BMA did not report a net profit for the year ended December 31, 2010 thus
no transfer was required to be made to the Consolidated Fund.

(ii) Bermuda Land Development Company Limited (“BLDC”)

On November 12, 1996 (date of inception), the Government purchased
2,500,000 common shares of BLDC. The shares are valued at par $1 each and
are held in trust by the Minister of Finance.

On November 12, 1996 (date of inception), the Government purchased
2,500,000 common shares of BLDC. The shares are valued at par $1 each and
are held in trust by the Minister of Public Works.

(c) Interdepartmental Transactions

Interdepartmental transactions are those transactions in which revenues and expenses
are generated between Government departments and/or Ministries. These revenues and
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Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

14. Related Party Transactions (cont’d)

the related expenses should be eliminated from the Fund’s figures. As per Note 3(d),
interdepartmental revenues and expenses are not eliminated. However all
interdepartmental revenues and expenses have been identified and are shown in
Schedules 10(a) and 11(a), respectively.

15. Tangible Capital Asset Recognition

As disclosed in note 3(f), infrastructure has now been recognized in the financial
statements as at April 1, 2008. The assets in these classes purchased prior to April 1,
2008 have been recognized at amortized value. The recognition of the amortized value
of these capital assets has been offset by an adjustment to the accumulated deficit, as
disclosed in the Statement of Operations and Accumulated Deficit, excluded from the
purchase of assets in the Statement of Cash Flow, and included at gross values in
Schedule 12.

16. Bank Overdraft

As at March 31, 2011 the Government has an overdraft facility agreement at the Bank of
NT Butterfield (‘BNTB”) of $40 million which expires on January 31, 2012.

As at March 31, 2011, the Government has an overdraft facility agreement at the Bank
of Bermuda, HSBC (“HSBC”) of $20 million which expires on January 18, 2012. The
daily charges applied to overdrawn balances is 1% above HSBC’s base rate.
Unauthorized overdraft balances are charged at 7.50% over the bank’s base rate.

17. Restatement of Prior Period
(a) Correction of an Error

Section PS 3410 of the Public Sector Accounting Board Standards requires that a
government transfer with stipulations should be recognized by a Government recipient
as revenue in the period the transfer is authorized.

During the period October 2009 to March 2010, the Government transferred $672,179
from the Confiscated Assets Fund to the Consolidated Fund in order to finance the
ongoing assembly of the X-Ray equipment located at H.M. Customs. The transaction
was recorded as an obligation to refund the Confiscated Assets Fund instead of as grant
revenue. As a result of this correction, the prior year’s obligation to the Confiscated
Assets Fund has been decreased by $672,179.
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Appendix 4
Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2011

17. Restatement of Prior Period (cont’d)

The prior year's Due to Confiscated Assets Fund, Revenue, and Accumulated Deficit
have been restated accordingly.

Due to Confiscated Assets Fund (Correction of an Error)

As previously stated (March 31, 2010) $2,445,699
As restated $1,773,520

Revenue (Correction of an Error)

As previously stated (March 31, 2010) $917,268,545
As restated $917,940,724

(b) Correction of an Error

In January 2006, the Government paid $536,572 towards the acquisition and
construction of ten Manufactured Homes from Clayton Waycross Homes in Georgia in
the United States to assist the less fortunate in Bermuda. The cost of the homes was
authorized to be reimbursed to the Consolidated Fund by the Government Reserves
Fund in that year. The reimbursement was never recorded. As a result of this correction,
the prior year’s receivable from the Government Reserves Fund has been increased by
$536,672.

The prior year's Due from Government Reserves Fund and Accumulated Deficit have
been restated accordingly.

Due from Government Reserve Fund (Correction of an Error)

As previously stated (March 31, 2010) $592,566
As restated $1,129,238

(c) Change in Accounting Principle

Section PS 3310 of the Public Sector Accounting Board Standards requires that the
amount of a guaranteed loan that is expected to be repaid from future government
assistance should be accounted for as a liability and an expense in the statement of
operations in the period when a direct relationship can be established between the
repayment of the loan and the government's funding to the borrower

The Government changed its accounting policy so as to accrue the liability of the loan
guarantee for the loan for WEDCO (see Note 10 (a) (ii)) in the prior year end when the
loan and the guarantee agreement were signed. As a result of this correction, the prior
year’s liabilities and expenses have been increased by $10,368,422.

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 139


rgilbert
Text Box
Appendix 4

rgilbert
Text Box

rgilbert
Typewritten Text

rgilbert
Typewritten Text
______________________________________________________________________________________
2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda                                        139


Appendix 4

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

17. Restatement of Prior Period (cont’d)

The prior year’s Liabilities, Expenses, Capital Development Expenses, and Accumulated
Deficit have been restated accordingly.

Accounts Payable (Change in Accounting Principle)

As previously stated (March 31, 2010) $132,713,463
As restated $143,081,885

Current Expenses (Change in Accounting Principle)
As previously stated (March 31, 2010) $1,176,834,962
As restated $1,177,203,384
Capital Development Expenses (Change in Accounting Principle)
As previously stated (March 31, 2010) $97,864,942
As restated $107,864,942
Accumulated Deficit, End of Year

As previously stated (March 31, 2010) $1,018,901,707
As restated $1,028,061,278

18. Increase in Borrowing Limit

Effective April 1, 2010, the Government increased the legislated borrowing limit from $1
billion to $1.25 billion.

19. Increase in Borrowing

On July 13, 2010, the Government entered into a public bond offering in the international
debt capital markets authorizing the issue and sale of $500 million of 10-year, fixed rate
bonds priced at par. The coupon and yield of the bonds are 5.603% per annum.

The bonds are due in July 2020 and interest is payable semi-annually. The proceeds of
these bonds were used to repay the $200 million bridge loan facility with HSBC and to
fund capital expenditure programs.
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Appendix 4
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2011

20. Subsequent Events

(a) Unemployment Insurance Fund

In July 2011 the Government amended the Public Treasury (Administration and
Payments) Act 1969 in order to make further provision for the Unemployment Insurance

Fund. The Act has been amended to provide for payments out of the Fund to be made at
the direction of the Minister of Finance for the purpose of assisting unemployed persons.

(b) Increase in Borrowing

On May 18, 2011, the Government entered into a Term Loan Agreement with BNTB loan
facility of $200 million. The purpose of the loan facility was to replace the existing
overdraft facility and for financing capital projects. Interest charged on each loan was
4.95% per annum. The facility has been fully utilized as a result of the following draw
downs:

Tranche Date Amount
A May 27, 2011 $70,000,000
B June 27, 2011 $50,000,000
C August 16, 2011 $50,000,000
D September 26, 2011 $30,000,000
Total $200,000,000

(c) Overdraft Facilities

On December 29, 2011 the overdraft facility of $20 million (see Note 16) with the HSBC
was increased to $50 million to expire on March 31, 2012 at which time it would revert
back to $20 million. The daily charges applied to overdrawn balances remained at 1%
above HSBC'’s base rate.

On November 16, 2011 the Government signed a $50 million overdraft facility with the

BNTB which expires on March 31, 2012. The daily charge is 1.2% per annum above the
Bank’s Bermuda Dollar Base Rate.

21. Comparative Figures

Certain comparative figures have been restated and reclassified to conform to the
current year’s presentation.
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 1: Accounts Receivable

As at March 31 2011 2010

Actual Actual

$ $

Office of theTax Commissioner 182,218,897 145,157,452
Registrar of Companies 3,761,285 3,129,992
Operations & Engineering 3,642,490 2,319,827
Airport Operations 3,556,516 3,706,367
Judicial Department 3,176,345 1,370,077
Telecommunications 2,975,324 3,610,284
Customs 2,681,816 2,397,245
Post Office 2,456,497 2,629,803
Fire Services 2,437,573 2,746,752
Department of Education 1,478,712 1,663,845
Health Department 1,191,239 1,087,644
Works & Engineering 1,063,450 1,251,359
Lands, Buildings & Surveys 640,979 355,607
Accountant General 631,573 512,620
Conservation Services 280,056 213,366
Maritime Administration 224,288 311,225
Environmental Protection 207,900 116,785
Public Transportation Board 191,751 210,122
Human Resources 183,852 102,299
Marine & Ports Services 179,724 165,206
Civil Aviation 167,456 75,587
Police 119,776 128,916
Registry General 61,720 60,139
Financial Assistance 59,810 65,633
Transport Control Department 49,282 98,318
Child & Family Services 22,403 29,576
Ministry of Environment & Sports 16,500 -
Parks 6,027 6,207
Libraries 1,723 997
Tourism 1,404 127,013
Attorney General 1,177 1,177
Youth, Sport & Recreation 330 -
Parliamentary Registrar 50 -
Ministry of Energy, Telecom, & E- Com HQ - 438

213,687,925 173,651,878
Less: Provision for Doubtful Accounts 47,051,065 31,064,972

166,636,860 142,586,906
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Government of Bermuda - Consolidated Fund

Schedule 2: Inventories for Consumption

Appendix 4

As at March 31 2011 2010
Actual Actual
$ $

Works & Engineering 5,814,378 7,293,186
Public Transportation Board 4,105,916 4,601,809
Marine & Ports Services 2,491,369 1,916,174
Police 1,434,700 1,381,414
Department of Education 903,481 699,411
Defence 751,113 731,516
Health 473,097 393,905
Corrections 408,590 412,450
Immigration 141,422 80,722
Conservations Services 84,512 115,781
Transport Control Department 53,409 54,003
Post Office 28,195 39,519

16,690,182 17,719,890
Less: Provision for Obsolescence 1,713,222 1,299,788

14,976,960 16,420,102
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 3: Due From Gov't Funds and Agencies

As at March 31 2011 2010
Restated
Actual (Note 17)
$ $
Health Insurance Fund 7,236,525 4,288,644
Government Borrowing Sinking Fund 6,575,219 6,520,212
Confiscated Assets Fund 4,476,320 -
Bermuda Hospitals Board 3,649,982 2,590,249
Bermuda Monetary Authority 1,119,846 662,624
Golf Courses 824,711 722,984
West End Development Corporation 382,019 375,801
Bermuda College 307,128 204,429
Bermuda Housing Corporation 288,724 292,706
Pembroke Parish Council 96,899 98,570
CedarBridge Academy 92,836 43,690
Bermuda Land Development Company 91,508 93,308
Pension Commission 40,137 20,775
Financial Intelligence Agency 32,186 24,099
Bermuda Small Business Development Corporation 30,199 27,299
Berkeley Institute 23,490 20,708
Parish Councils 18,846 15,084
National Sports Centre 14,445 527
Bermuda Housing Trust 11,423 10,762
Tourism North America Retirement Plan 10,000 -
Bermuda Health Council 9,959 23,014
Sandy Secondary Middle School 8,238 3,198
Whitney Institute 6,270 4,501
St. George's Preparatory School 2,032 1,456
Bermuda Educators Council 1,438 1,005
Government Employees Health Insurance Fund - 3,015,666
Government Reserves Fund - 1,129,238
25,350,380 20,190,549
Less: Provision for Doubtful Accounts 7,236,525 -
18,113,855 20,190,549
Government of Bermuda - Consolidated Fund
Schedule 3(a): Due to Gov't Funds and Agencies
As at March 31 2011 2010
Actual Restated
(Note 17)
$ $
Bermuda Hospitals Board 22,121,357 11,549,085
Ministers and Members Pensions Fund 10,472,058 11,030,310
Contributory Pension Fund 9,359,040 6,333,082
Public Service Superannuation Fund 4,366,587 2,797,004
Government Reserves Fund 1,144,857 -
Government Employees Health Insurance Fund 961,770 -
Bermuda Tourism Overseas Pension Plan 701,256 -
Health Insurance Fund 640,970 6,174,511
West End Development Corporation 6,981 6,981
Bermuda Land Development Company 5,142 5,142
Bermuda Small Business Development Corporation 3,800 13,312
Golf Courses 1,943 1,943
Bermuda College 1,672 1,672
Bermuda Housing Corporation 400 329,916
Government Borrowing Sinking Fund - 10,375,000
Confiscated Assets Fund - 1,773,520
49,787,833 50,391,478
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Government of Bermuda - Consolidated Fund
Schedule 4: Long-Term Receivables

Appendix

4

As at March 31 2011 2010

Actual Actual

$ $
Student Loans and Teacher Training Awards 1,060,508 1,108,497
Customs Duty 843,827 1,122,934
1,904,335 2,231,431
Government of Bermuda - Consolidated Fund
Schedule 5: Accounts Payable and Accrued Liabilities
As at March 31 2011 2010
Restated
Actual (Note 17)
$ $

Department Trade Accounts 43,720,679 42,080,134
Base Lands Clean Up 26,250,000 26,250,000
Employees' Leave Entitlements 18,788,777 16,460,750
Interest on Debt 17,174,018 12,121,183
Deposits Held 15,564,893 12,788,800
Teachers' Salaries & Leave Entitlements 9,089,152 9,626,176
Guarantee Payable to WEDCO (Note 10(a)) 8,571,429 10,000,000
Salaries, Wages and Benefits 6,476,471 7,136,653
Leases Payable 731,014 1,142,811

146,366,433 137,606,507
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 6: Deferred Revenue

As at March 31 2011 2010

Actual Actual

$ $

Transport Control Department 17,706,189 17,894,750
Civil Aviation 10,681,720 6,858,966
Immigration 3,904,163 3,776,674
Marine & Ports Services 942,532 880,561
Post Office 423,994 430,091
Police 145,727 120,988
Environmental Protection 109,836 89,407
Lands, Buildings & Surveys 90,812 89,886
Parks 46,278 22,286
Health Department 44,818 36,071
Youth, Sport & Recreation 27,837 17,753
Tourism 18,845 33,940
Maritime Administration - 11,250

34,142,751 30,262,623
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Government of Bermuda - Consolidated Fund

Schedule 7: Interest Bearing Debt - Net of Sinking Fund

Appendix 4

As at March 31

2011

Actual

2010

Actual

Senior Notes Due 2014 - US$
Issue Date: June 10, 2004
Interest: 5.39% payable semi-annually
June 10 and December 10
Notes Due: June 10, 2014

Senior Notes Due 2022 - US$
Issue Date: December 4, 2007
Interest: 5.73% payable semi-annually
June 4 and December 4
Notes Due: December 4, 2022

Senior Notes Due 2014 - US$
Issue Date: May 21, 2009
Interest: 6.55% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2014

Senior Notes Due 2016 - US$
Issue Date: May 21, 2009
Interest: 6.98% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2016

Senior Notes Due 2019 - US$
Issue Date: May 21, 2009
Interest: 7.38% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2019

Senior Notes Due 2016- US$
Issue Date: November 10, 2009
Interest: 5.27% payable semi-annually
November 10 and May 10
Notes Due: November 10, 2016

Senior Notes Due 2019 - US$
Issue Date: November 10, 2009
Interest: 5.93% payable semi-annually
November 10 and May 10
Notes Due: November 10, 2019

Senior Notes Due 2020 - US$
Issue Date: July 13, 2010
Interest: 5.60% payable semi-annually
January 20 and July 20
Notes Due: July 20, 2020

Loan Facility - US$
Issue Date: June 17, 2005

Interest: LIBOR + .11% payable on rollover date
Facility Fee: .04% per annum payable quarterly

Notes Due: June 17, 2010

$

75,000,000

140,000,000

45,000,000

30,000,000

100,000,000

60,000,000

80,000,000

500,000,000

$

75,000,000

140,000,000

45,000,000

30,000,000

100,000,000

60,000,000

80,000,000

200,000,000

Less: Sinking Fund

1,030,000,000
85,508,498

730,000,000
64,487,481

944,491,502

665,512,519
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 8: Revenue By Type

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $
Taxes & Duties
Payroll Tax 427,145,000 423,049,799 349,034,583
Customs Duty 232,560,000 195,807,157 219,037,073
Land Tax 50,000,000 49,131,169 48,510,988
Stamp Duty 45,561,000 35,362,265 31,646,611
Passenger Tax 26,070,000 32,345,082 29,261,780
Foreign Currency Purchase Tax 29,000,000 24,712,350 13,791,576
Non-Bermudian Land Acquisition Tax 11,000,000 15,397,432 13,794,308
Hotel Occupancy Tax 9,500,000 7,028,453 7,320,672
Corporate Services Tax 3,600,000 3,298,216 3,294,048
Betting Tax 1,400,000 1,365,234 2,176,419
Timesharing Tax 200,000 56,903 265,711
836,036,000 787,554,060 718,133,769
Fees, Permits & Licences
International Companies 67,833,000 61,455,783 59,384,743
Vehicle Licences & Registration 28,006,000 26,582,795 26,870,299
Registration of Aircraft 19,860,000 17,393,790 15,844,222
Telecommunications 12,700,000 12,498,062 12,813,345
Immigration 16,956,000 10,212,606 10,853,886
Air Terminal & Aviation 11,505,000 9,985,287 11,244,879
Bus Transportation 8,016,000 8,345,834 8,256,401
Postal Services 7,255,000 5,455,532 5,617,250
Water 4,738,000 5,081,512 3,415,590
Registration of Shipping 3,000,000 3,545,808 3,466,451
Solid Waste Services 3,520,000 3,481,115 2,474,513
Local Companies 3,117,000 3,320,615 5,319,720
Services to Seaborne Shipping 2,678,000 2,708,111 2,621,171
Rentals 2,498,000 2,014,078 2,070,903
Other Customs Fees & Charges 2,060,000 1,911,627 2,382,636
Trade and Service Mark 1,383,000 1,689,651 1,577,084
Wharfage 1,535,000 1,637,275 1,389,682
Planning Fees and Searches 1,194,000 1,355,786 1,084,627
Ferry Services 1,930,000 1,123,546 1,297,594
Companies Licences 471,000 347,487 461,380
Liquor Licences 350,000 319,125 317,745
Plant Production and Marketing Centre 425,000 126,441 179,071
Insurance Fees - 121,600 53,125
201,030,000 180,713,466 178,996,317
Other Revenue
Other 13,919,000 21,599,480 14,574,365
Fines & Forfeitures 4,327,000 4,151,439 3,549,132
Investment Income 3,500,000 2,709,960 2,687,141
21,746,000 28,460,879 20,810,638
TOTAL REVENUE 1,058,812,000 996,728,405 917,940,724
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 9: Current Expense By Type

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $
Employees
Salaries 343,168,000 302,299,743 285,837,313
Retirement Benefit Expenses - 151,599,593 143,668,303
Wages 81,519,000 99,274,093 99,711,253
Employer Overhead 71,707,000 29,539,151 28,121,604
Other Personnel Costs 10,247,000 10,707,145 11,060,107
Training 11,210,000 5,665,893 7,274,332
Compensated Absences - 659,385 1,750,338
517,851,000 599,745,003 577,423,250
Operations
Grants & Contributions 243,504,000 277,155,948 261,142,697
Professional Services 99,845,000 119,069,697 111,959,586
Interest on Debt 39,100,000 58,728,649 35,147,399
Amortization - 43,156,723 37,330,814
Materials & Supplies 30,218,000 32,857,391 34,081,682
Repairs & Maintenance 21,203,000 21,886,848 22,440,910
Energy 21,608,000 20,120,149 19,057,460
Bad Debts - 19,614,898 2,174,394
Advertising & Promotion 19,737,000 19,224,464 14,114,207
Rentals 18,526,000 18,125,043 17,037,476
Insurance 11,557,000 12,977,250 11,958,754
Communications 9,129,000 10,636,735 10,147,572
Transport 2,298,000 6,829,739 6,667,107
Travel 6,287,000 5,016,775 5,033,659
Other 3,576,000 2,940,435 6,064,195
Clothing & Uniforms 2,617,000 2,165,129 2,648,179
Equipment 1,442,000 1,431,226 1,945,989
Bank Charges & Commissions - 968,508 828,054
Transfer to Other Funds 28,625,000 - -
Receipts Credited to Programmes (18,806,000) - -
540,466,000 672,905,607 599,780,134

TOTAL CURRENT EXPENSE

1,058,317,000

1,272,650,610

1,177,203,384
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 10: Revenue By Ministry / Department

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $
Non-Ministry Departments
05 Office of the Auditor General 790,000 577,061 511,998
63 Parliamentary Registrar 250,000 262,740 119,985
01 Governor & Staff - 9,526 -
92 Internal Audit - 1,456 -
02 Legislature 2,000 - 1,267
1,042,000 850,783 633,250
Cabinet Office Departments
19 Department of Archives 5,000 4,546 4,092
09 Cabinet Office - 2,520 7,653
14 Department of Statistics - - 25
26 Department of Human Resources - - 7,773
5,000 7,066 19,543
Ministry of Tourism & Transport
34 Transport Control Department 28,007,000 26,574,443 26,869,546
57 Civil Aviation 19,885,000 17,434,950 15,892,081
31 Airport Operations 12,555,000 11,127,278 12,039,565
35 Public Transportation 8,016,000 8,360,301 8,312,232
30 Marine & Ports Services 5,785,000 4,977,227 4,721,051
73 Maritime Administration 3,000,000 3,561,986 3,457,021
33 Tourism 38,000 315,119 37,988
77,286,000 72,351,304 71,329,484
Ministry of Justice
03 Judicial Department 8,929,000 12,009,231 6,811,419
87 Ministry of Justice HQ - 2,643,590 -
75 Department of Public Prosecutions - 95,974 -
04 Attorney-General's Chambers - 1,065 1,799
8,929,000 14,749,860 6,813,218
Ministry of Finance
38 Office of the Tax Commissioner 588,226,000 568,719,993 482,540,955
12 Customs 236,225,000 202,640,880 224,030,656
39 Registrar of Companies 72,010,000 65,834,010 66,102,733
11 Accountant-General 3,560,000 3,956,259 2,820,129
10 Ministry of Finance HQ 2,000,000 2,002,267 1,383,467
902,021,000 843,153,409 776,877,940
Ministry of Education
17 Department of Education 220,000 189,689 193,455
220,000 189,689 193,455
Ministry of Health
22 Health Department 2,043,000 2,445,376 1,598,153
91 Health Insurance - 137,717 3,000
2,043,000 2,583,093 1,601,153
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Government of Bermuda - Consolidated Fund
Schedule 10: Revenue By Ministry / Department (cont'd)

Appendix 4

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $
Ministry of the Environment & Sports
32 Department of Planning 1,316,000 1,460,863 1,184,094
20 Youth, Sport & Recreation 664,000 876,053 835,317
72 Environmental Protection 765,000 782,179 532,075
69 Conservations Services 935,000 591,201 634,261
68 Parks 253,000 210,301 217,060
50 Ministry of the Environment & Sports HQ 18,000 17,513 25,275
49 Land Valuation - 15 -
3,951,000 3,938,125 3,428,082
Ministry of Culture & Social Rehabilitation
88 National Drug Control 36,000 699,712 36,113
52 Community and Cultural Affairs 249,000 211,073 216,714
55 Financial Assistance - 139,135 53,278
23 Child & Family Services 82,000 93,371 4,394
18 Libraries 22,000 16,330 11,619
56 Human Affairs - 5,616 1,219
71 Ministry of Culture and Social Rehabilitation HQ - 720 500
74 Court Services - (2,564) (192)
389,000 1,163,393 323,645
Ministry of Labour, Home Affairs & Housing
27 Immigration 27,956,000 25,606,754 24,659,274
07 Police 465,000 470,554 549,541
06 Defence - 90,748 36,380
60 Labour & Training 113,000 24,994 138,200
83 Ministry of Labour, Home Affairs & Housing HQ - - 256
45 Fire Services 711,000 (280,281) 2,134,924
29,245,000 25,912,769 27,518,575
Ministry of Energy, Telecommunications & E-Commerce
46 Telecommunications 12,700,000 12,450,556 12,760,859
13 Post Office 7,315,000 5,608,905 5,587,330
29 Registry General 1,587,000 1,942,960 1,770,318
43 Information Technology Office - 2,706 2,783
42 Rent Commissioner 1,000 170 270
21,603,000 20,005,297 20,121,560
Ministry of Works & Engineering
82 Operations & Engineering 9,968,000 10,137,810 7,348,810
81 Lands, Buildings & Surveys 2,000,000 1,589,582 1,568,251
36 Works & Engineering HQ 110,000 96,225 163,758
12,078,000 11,823,617 9,080,819
TOTAL REVENUE 1,058,812,000 996,728,405 917,940,724
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 10(a): Interdepartmental Revenue By Ministry / Department

For the year ended March 31 2011 2011 2011
Interdepartmental Gross Revenue Net
Revenue Actual Revenue
$ $ $
Non-Ministry Departments
05 Office of the Auditor General 48,000 577,061 529,061
63 Parliamentary Registrar - 262,740 262,740
01 Governor & Staff 7,240 9,526 2,286
92 Internal Audit - 1,456 1,456
55,240 850,783 795,543
Cabinet Office Departments
19 Department of Archives 32 4,546 4,514
09 Cabinet Office - 2,520 2,520
26 Department of Human Resources 155 - (155)
187 7,066 6,879
Ministry of Tourism & Transport
34 Transport Control Department 15,507 26,574,443 26,558,936
57 Civil Aviation - 17,434,950 17,434,950
31 Airport Operations 52,000 11,127,278 11,075,278
35 Public Transportation 120,827 8,360,301 8,239,474
30 Marine & Ports Services 1,985 4,977,227 4,975,242
73 Maritime Administration - 3,561,986 3,561,986
33 Tourism 34,736 315,119 280,383
225,055 72,351,304 72,126,249
Ministry of Justice
03 Judicial Department 20,259 12,009,231 11,988,972
87 Ministry of Justice HQ - 2,643,590 2,643,590
75 Department of Public Prosecutions - 95,974 95,974
04 Attorney-General's Chambers - 1,065 1,065
20,259 14,749,860 14,729,601
Ministry of Finance
38 Office of the Tax Commissioner 100,603 568,719,993 568,619,390
12 Customs 1,307,902 202,640,880 201,332,978
39 Registrar of Companies - 65,834,010 65,834,010
11 Accountant-General 6,959 3,956,259 3,949,300
10 Ministry of Finance HQ - 2,002,267 2,002,267
1,415,464 843,153,409 841,737,945
Ministry of Education
17 Department of Education 657 189,689 189,032
657 189,689 189,032
Ministry of Health
22 Health Department 1,755 2,445,376 2,443,621
91 Health Insurance - 137,717 137,717
1,755 2,583,093 2,581,338
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Government of Bermuda - Consolidated Fund

Schedule 10(a): Interdepartmental Revenue By Ministry / Department

Appendix 4

For the year ended March 31 2011 2011 2011
Interdepartmental Gross Revenue Net
Revenue Actual Revenue
Ministry of the Environment & Sports
32 Department of Planning 1,391 1,460,863 1,459,472
20 Youth, Sport & Recreation 9,442 876,053 866,611
72 Environmental Protection 128 782,179 782,051
69 Conservations Services 1,066 591,201 590,135
68 Parks - 210,301 210,301
50 Ministry of the Environment & Sports HQ 569 17,513 16,944
49 Land Valuation - 15 15
12,596 3,938,125 3,925,529
Ministry of Culture & Social Rehabilitation
88 National Drug Control - 699,712 699,712
52 Community and Cultural Affairs 1,603 211,073 209,470
55 Financial Assistance 18,017 139,135 121,118
23 Child & Family Services 1,376 93,371 91,995
18 Libraries - 16,330 16,330
56 Human Affairs 130 5,616 5,486
71 Ministry of Culture and Social Rehabilitation HQ - 720 720
74 Court Services 150 (2,564) (2,714)
21,276 1,163,393 1,142,117
Ministry of Labour, Home Affairs & Housing
27 Immigration 5,193 25,606,754 25,601,561
07 Police 3,193 470,554 467,361
06 Defence - 90,748 90,748
60 Labour & Training 464 24,994 24,530
45 Fire Services 16,337 (280,281) (296,618)
25,187 25,912,769 25,887,582
Ministry of Energy, Telecommunications & E-Commerce
46 Telecommunications - 12,450,556 12,450,556
13 Post Office 5,063 5,608,905 5,603,842
29 Registry General 1,785 1,942,960 1,941,175
43 Information Technology Office 6,609 2,706 (3,903)
42 Rent Commissioner - 170 170
13,457 20,005,297 19,991,840
Ministry of Works & Engineering
82 Operations & Engineering 771,070 10,137,810 9,366,740
81 Lands, Buildings & Surveys 65,100 1,589,582 1,524,482
36 Works & Engineering HQ 13,472 96,225 82,753
849,642 11,823,617 10,973,975
TOTAL REVENUE 2,640,775 996,728,405 994,087,630
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 11: Current Expense By Ministry / Department

For the year ended March 31 2011 2011 2010
Original
Estimates Actual Restated
(Note 17)
$ $ $

Non-Ministry Departments
02 Legislature 4,904,000 5,010,289 5,041,314
05 Office of the Auditor General 3,305,000 3,275,930 2,894,881
92 Internal Audit 1,734,000 1,426,496 1,993
01 Governor & Staff 1,705,000 1,625,140 1,976,550
63 Parliamentary Registrar 1,151,000 820,028 784,492
85 Ombudsman's Office 713,000 703,911 706,854
08 Public Service Commission 81,000 84,918 76,963

13,593,000 12,946,712 11,483,047
Cabinet Office Departments
09 Cabinet Office 6,848,000 8,425,922 9,190,356
14 Department of Statistics 6,120,000 4,876,199 3,050,427
26 Department of Human Resources 6,196,000 4,713,009 4,948,137
51 Department of Communication & Information 2,678,000 2,440,610 2,613,016
19 Department of Archives 1,729,000 1,589,385 1,506,166

23,571,000 22,045,125 21,308,102
Ministry of Tourism & Transport
33 Tourism 38,149,000 34,785,263 31,851,942
31 Airport Operations 20,833,000 23,851,661 24,029,902
35 Public Transportation 19,775,000 23,266,513 22,977,183
30 Marine & Ports Services 22,510,000 22,393,151 21,405,714
57 Civil Aviation 7,901,000 7,682,316 6,952,887
34 Transport Control Department 7,548,000 6,533,528 6,644,214
48 Ministry of Tourism & Transport HQ 2,657,000 2,589,954 1,324,832
73 Maritime Administration 1,732,000 1,605,678 1,643,061

121,105,000 122,708,064 116,829,735

Ministry of Justice
03 Judicial Department 8,452,000 9,111,153 8,212,012
87 Ministry of Justice HQ 3,399,000 8,310,563 4,430,723
04 Attorney-General's Chambers 4,924,000 4,081,156 4,313,791
75 Department of Public Prosecutions 2,917,000 2,374,099 2,186,258

19,692,000 23,876,971 19,142,784

Ministry of Finance

Retirement Benefit Expenses - 110,880,113 106,695,970
11 Accountant-General 82,455,000 86,436,679 84,039,558
58 Interest on Debt 38,400,000 55,297,892 29,978,210
12 Customs 21,740,000 20,000,981 18,648,270
38 Office of the Tax Commissioner 3,680,000 13,334,160 5,009,071
10 Ministry of Finance HQ 12,983,000 12,634,572 11,982,769
28 Department of Social Insurance 4,424,000 9,695,046 8,046,591
39 Registrar of Companies 3,875,000 3,020,548 4,076,891
59 Sinking Fund Contribution 28,625,000 - -
196,182,000 311,299,991 268,477,330

Ministry of Education
17 Department of Education 120,138,000 125,978,285 133,919,495
41 Bermuda College 19,869,000 19,869,313 20,702,204
16 Ministry of Education HQ 3,127,000 2,575,119 -
143,134,000 148,422,717 154,621,699

Ministry of Health

24 Hospitals 125,199,000 150,184,153 132,239,483
22 Health Department 32,460,000 30,507,599 29,134,608
91 Health Insurance 5,489,000 20,273,623 10,263,994
21 Ministry of Health HQ 18,098,000 15,291,715 18,473,155
181,246,000 216,257,090 190,111,240
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 11: Current Expense By Ministry / Department (cont'd)

For the year ended March 31 2011 2011 2010

Original

Estimates Actual Restated
(Note 17)
$ $ $

Ministry of the Environment & Sports
20 Youth, Sport & Recreation 12,475,000 11,800,910 12,390,391
68 Parks 11,146,000 11,067,157 10,804,712
69 Conservations Services 5,538,000 5,113,670 5,064,698
32 Department of Planning 4,336,000 3,909,764 3,788,824
72 Environmental Protection 3,845,000 3,827,780 3,730,335
50 Ministry of the Environment & Sports HQ 908,000 782,056 1,133,689
49 Land Valuation 812,000 641,902 621,702

39,060,000 37,143,239 37,534,351
Ministry of Culture & Social Rehabilitation
55 Financial Assistance 28,662,000 37,375,262 33,079,127
23 Child & Family Services 17,680,000 19,697,021 19,495,400
88 National Drug Control 6,109,000 5,955,074 3,789,847
52 Community & Cultural Affairs 4,599,000 4,532,386 4,950,232
74 Court Services 5,293,000 4,481,303 4,233,937
71 Ministry of Culture and Social Rehabilitation HQ 4,871,000 4,289,232 3,659,957
56 Human Affairs 3,231,000 2,947,721 3,125,995
18 Libraries 2,369,000 2,351,345 2,659,614

72,814,000 81,629,344 74,994,109
Ministry of Labour, Home Affairs & Housing
07 Police 65,705,000 71,816,859 70,563,276
25 Corrections 30,163,000 30,482,512 29,492,975
45 Fire Services 15,497,000 13,977,270 12,970,241
06 Defence 8,310,000 7,997,556 8,917,032
60 Labour & Training 8,613,000 7,047,234 7,131,510
53 Bermuda Housing Corporation 7,750,000 7,000,000 7,250,000
27 Immigration 5,659,000 5,746,988 5,447,535
83 Ministry of Labour, Home Affairs & Housing HQ 1,738,000 1,848,098 1,993,517
54 Security Services & Delegated Affairs 74,000 15,529 412,185

143,509,000 145,932,046 144,178,271

Ministry of Energy, Telecommunications & E-Commerce
13 Post Office 15,142,000 14,921,680 14,967,726
43 Information Technology Office 8,593,000 8,467,015 8,276,712
46 Telecommunications 2,170,000 3,236,371 2,885,534
29 Registry General 2,179,000 1,789,691 1,696,455
84 E-Government 1,380,000 1,042,179 1,190,941
67 E-Commerce 1,263,000 998,673 1,083,406
89 Energy 888,000 696,945 588,621
90 Ministry of Energy, Telecommunications and E-Commerce HQ 618,000 531,907 611,353
42 Rent Commissioner 657,000 525,360 567,539

32,890,000 32,209,821 31,868,287

Ministry of Works & Engineering

82 Operations & Engineering 36,541,000 41,970,884 37,644,495
81 Lands, Buildings & Surveys 26,415,000 24,639,914 24,401,224
36 Works & Engineering HQ 7,052,000 7,255,901 6,224,949
80 Architectural Design & Construction 1,513,000 1,156,068 1,052,947
Amortization - 43,156,723 37,330,814
71,521,000 118,179,490 106,654,429

TOTAL CURRENT EXPENSE 1,058,317,000 1,272,650,610 1,177,203,384
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 11(a): Interdepartmental Current Expense By Ministry/Department

For the year ended March 31 2011 2011 2011
Interdepartmental Actual Gross Net
Expense Expense Expense
$ $ $
Non-Ministry Departments
02 Legislature 20,026 5,010,289 4,990,263
05 Office of the Auditor General 26,325 3,275,930 3,249,605
01 Governor & Staff 165 1,625,140 1,624,975
92 Internal Audit 12,075 1,426,496 1,414,421
63 Parliamentary Registrar - 820,028 820,028
85 Ombudsman's Office 1,644 703,911 702,267
08 Public Service Commission - 84,918 84,918
60,235 12,946,712 12,886,477
Cabinet Office Departments
09 Cabinet Office 25,133 8,425,922 8,400,789
14 Department of Statistics 38,517 4,876,199 4,837,682
26 Department of Human Resources 19,343 4,713,009 4,693,666
51 Department of Communication & Information 2,874 2,440,610 2,437,736
19 Department of Archives 496 1,589,385 1,588,889
86,363 22,045,125 21,958,762
Ministry of Tourism & Transport
33 Tourism 32,620 34,785,263 34,752,643
31 Airport Operations 1,141 23,851,661 23,850,520
35 Public Transportation 191,874 23,266,513 23,074,639
30 Marine & Ports Services 41,059 22,393,151 22,352,092
57 Civil Aviation 90 7,682,316 7,682,226
34 Transport Control Department 4,106 6,533,528 6,529,422
48 Ministry of Tourism & Transport HQ 791 2,589,954 2,589,163
73 Maritime Administration 15,895 1,605,678 1,589,783
287,576 122,708,064 122,420,488
Ministry of Justice
03 Judicial Department - 9,111,153 9,111,153
87 Ministry of Justice HQ 24,057 8,310,563 8,286,506
04 Attorney-General's Chambers - 4,081,156 4,081,156
75 Department of Public Prosecutions 330 2,374,099 2,373,769
24,387 23,876,971 23,852,584
Ministry of Finance
11 Accountant-General 8,024 86,436,679 86,428,655
58 Interest on Debt - 55,297,892 55,297,892
12 Customs 79,585 20,000,981 19,921,396
38 Office of the Tax Commissioner 7,680 13,334,160 13,326,480
10 Ministry of Finance HQ - 12,634,572 12,634,572
28 Department of Social Insurance 51,047 9,695,046 9,643,999
39 Registrar of Companies 50 3,020,548 3,020,498
Retirement Benefit Expenses - 110,880,113 110,880,113
146,386 311,299,991 311,153,605
Ministry of Education
17 Department of Education 93,171 125,978,285 125,885,114
41 Bermuda College - 19,869,313 19,869,313
16 Ministry of Education HQ - 2,575,119 2,575,119
93,171 148,422,717 148,329,546
Ministry of Health
24 Hospitals - 150,184,153 150,184,153
22 Health Department 155,601 30,507,599 30,351,998
91 Health Insurance 96 20,273,623 20,273,527
21 Ministry of Health HQ 30,898 15,291,715 15,260,817
186,595 216,257,090 216,070,495
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 11(a): Interdepartmental Current Expense By Ministry/Department

For the year ended March 31 2011 2011 2011
Interdepartmental Actual Gross Net
Expense Expense Expense
$ $ $
Ministry of the Environment & Sports
20 Youth, Sport & Recreation 149,178 11,800,910 11,651,732
68 Parks 193,654 11,067,157 10,873,503
69 Conservations Services 8,659 5,113,670 5,105,011
32 Department of Planning - 3,909,764 3,909,764
72 Environmental Protection 1,950 3,827,780 3,825,830
50 Ministry of the Environment & Sports 3,015 782,056 779,041
49 Land Valuation 90 641,902 641,812
358,_546 37,143,239 36,786,693
Ministry of Culture & Social Rehabilitation Appen x4
55 Financial Assistance 37,375,262 37,361,558
23 Child & Family Services 25,368 19,697,021 19,671,653
88 National Drug Control 616 5,955,074 5,954,458
52 Community & Cultural Affairs 11,148 4,532,386 4,521,238
74 Department of Court Services 6,098 4,481,303 4,475,205
71 Ministry of Culture and Social Rehabilitation HQ 4,520 4,289,232 4,284,712
56 Human Affairs 1,627 2,947,721 2,946,094
18 Libraries 467 2,351,345 2,350,878
63,548 81,629,344 81,565,796
Ministry of Labour, Home Affairs & Housing
07 Police 296,113 71,816,859 71,520,746
25 Corrections 227,472 30,482,512 30,255,040
45 Fire Services 34,530 13,977,270 13,942,740
06 Defence 14,926 7,997,556 7,982,630
60 Labour & Training 29,804 7,047,234 7,017,430
53 Bermuda Housing Corporation - 7,000,000 7,000,000
27 Immigration 1,181 5,746,988 5,745,807
83 Ministry of Labour, Home Affairs & Housing HQ - 1,848,098 1,848,098
54 Security Services & Delegated Affairs - 15,529 15,529
604,026 145,932,046 145,328,020
Ministry of Energy Telecommunications & E-Commerce
13 Post Office 10,338 14,921,680 14,911,342
43 Information Technology Office 249 8,467,015 8,466,766
46 Telecommunications 6,822 3,236,371 3,229,549
29 Registry General - 1,789,691 1,789,691
84 E-Government 29 1,042,179 1,042,150
67 E-Commerce 29 998,673 998,644
89 Energy 58 696,945 696,887
90 Ministry of Energy, Telecommunications and E-Commerce - 531,907 531,907
42 Rent Commissioner - 525,360 525,360
17,525 32,209,821 32,192,296
Ministry of Works & Engineering
82 Operations & Engineering 29 41,970,884 41,970,855
81 Lands, Buildings & Surveys 1,433 24,639,914 24,638,481
36 Works & Engineering 712,955 7,255,901 6,542,946
80 Architectural Design & Construction - 1,156,068 1,156,068
Amortization - 43,156,723 43,156,723
714,417 118,179,490 117,465,073
TOTAL CURRENT EXPENSE 2,640,775 1,272,650,610 1,270,009,835
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Appendix 4
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Government of Bermuda - Consolidated Fund
Schedule 13: Capital Development Expense By Ministry / Department

Appendix 4

For the year ended March 31 2011 2010
Actual Restated
(Note 17)
$ $
Non Ministry Departments
02 Legislature 8,914 112,604
8,914 112,604
Cabinet Office Departments
51 Department of Communication & Information (2,654) -
(2,654) -
Ministry of Justice
03 Judicial Department - 2,975
- 2,975
Ministry of Finance
10 Ministry of Finance HQ - 906
- 906
Ministry of Education
17 Department of Education 1,002,271 633,762
1,002,271 633,762
Ministry of the Environment & Sports
68 Parks 279,656 239,968
69 Conservations Services 151,623 204,601
72 Environmental Protection 94,684 26,533
50 Ministry of the Environment & Sports 14,153 46,527
20 Youth, Sport & Recreation 1,281 17,642
541,397 535,271
Ministry of Tourism & Transport
33 Tourism 4,502,930 3,000,000
48 Ministry of Tourism & Transport HQ 1,559,911 58,014,803
31 Airport Operations 839,925 897,898
6,902,766 61,912,701
Ministry of Health
24 Hospitals 10,743,129 120,000
22 Health Department 149,294 1,032,120
10,892,423 1,152,120
Ministry of Labour, Home Affairs & Housing
83 Ministry of Labour, Home Affairs & Housing HQ 3,846,277 25,326,236
25 Corrections 137,139 154,378
07 Police 82,018 148,698
45 Fire Services 58,585 69,585
54 Security Services & Delegated Affairs 180 28,738
06 Defence - 63,053
4,124,199 25,790,688
Ministry of Energy, Telecommunications & E-Commerce
46 Telecommunications 183,615 350,870
183,615 350,870
Ministry of Works & Engineering
82 Operations & Engineering 4,655,396 10,137,141
81 Lands, Buildings & Surveys 3,060,198 -
80 Architectural Design & Construction 141,540 -
36 Works & Engineering 137,218 7,235,904
7,994,352 17,373,045
TOTAL CAPITAL DEVELOPMENT 31,647,283 107,864,942
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 14: Capital Acquisition Expense By Ministry / Department

For the year ended March 31 2011 2010
Actual Actual
$ $
Non-Ministry Departments
92 Internal Audit 2,670 -
63 Parliamentary Registrar - 11,837
85 Ombudsman's Office - 9,000
05 Office of the Auditor General (4,285) 14,418
02 Legislature (44,488) 37,097
(46,103) 72,352
Cabinet Office Departments
26 Department of Human Resources 10,488 49,861
51 Department of Communication & Information 8,028 -
14 Department of Statistics 7,308 20,581
19 Department of Archives 6,110 10,199
09 Cabinet Office 1,603 182,191
33,537 262,832
Ministry of Justice
04 Attorney-General's Chambers 116,169 40,809
03 Judicial Department 21,715 178,098
87 Ministry of Justice HQ 6,198 -
144,082 218,907
Ministry of Finance
12 Customs 63,275 62,753
39 Registrar of Companies 47,993 4,124
10 Ministry of Finance HQ 25,163 29,713
11 Accountant-General 20,571 -
38 Office of the Tax Commissioner 13,700 22,705
170,702 119,295
Ministry of Education, Sports & Recreation
17 Department of Education 686,936 1,682,934
686,936 1,682,934
Ministry of Health
22 Health Department 226,714 (450,039)
226,714 (450,039)
Ministry of Tourism & Transport
30 Marine & Ports Services 111,451 45,829
57 Civil Aviation 40,282 72,010
34 Transport Control Department 13,588 16,660
31 Airport Operations 3,263 542,398
35 Public Transportation - 274,331
168,584 951,228
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 14: Capital Acquisition Expense By Ministry / Department
(cont'd)

For the year ended March 31 2011 2010
Actual Actual
$ $
Ministry of the Environment & Sports
69 Conservations Services 12,194 3,875
72 Environmental Protection 5,750 8,000
68 Parks 819 16,199
20 Youth, Sport & Recreation 424 5,759
49 Land Valuation - 9,375
50 Ministry of the Environment & Sports HQ - 2,679
19,187 45,887

Ministry of Culture & Social Rehabilitation

55 Financial Assistance 26,969 29,141
18 Libraries 4,556 16,936
56 Human Affairs 262 2,300
23 Child & Family Services - 10,400
88 National Drug Control - 45,038

31,787 103,815

Ministry of Labour, Home Affairs & Housing

07 Police 744,193 439,666
27 Immigration 86,515 4,018
45 Fire Services 44,014 508,108
25 Department of Corrections 21,311 (4,900)
06 Defence 9,923 140,931

905,956 1,087,823

Ministry of Energy, Telecommunications & E-Commerce

43 Information Technology Office 1,329,296 3,409,859
13 Post Office 203,010 61,097
84 E-Government 193,615 188,070

1,725,921 3,659,026

Ministry of Works & Engineering

36 Works & Engineering 142,987 41,467
81 Lands, Buildings & Surveys 5,583 29,843

148,570 71,310
TOTAL CAPITAL ACQUISITION 4,215,873 7,825,370
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Appendix 4

Government of Bermuda - Consolidated Fund

Schedule 15: Current Expenditure - Estimates Compared to Expenses

For the year ended March 31, 2011

Adjusted Under (Over)
Expenses Expenditure * Estimates ** Spent
$ $ $ $
Non-Ministry Departments
02 Legislature 5,010,289 5,010,289 4,923,756 (86,533)
05 Office of the Auditor General 3,275,930 3,275,930 3,184,518 (91,412)
01  Govenor & Staff 1,625,140 1,625,140 1,704,617 79,477
92 Internal Audit 1,426,496 1,426,496 1,390,533 (35,963)
63  Parliamentary Registrar 820,028 820,028 1,074,067 254,039
85 Ombudsman's Office 703,911 703,911 712,692 8,781
08  Public Service Commission 84,918 84,918 81,077 (3,841)
12,946,712 12,946,712 13,071,260 124,548
Cabinet Office Departments
09 Cabinet Office 8,425,922 8,425,922 7,695,143 (730,779)
14  Department of Statistics 4,876,199 4,876,199 5,348,454 472,255
26  Department of Human Resources 4,713,009 4,713,009 5,151,698 438,689
51  Dept. of Communication & Information 2,440,610 2,440,610 2,486,874 46,264
19  Department of Archives 1,589,385 1,589,385 1,679,498 90,113
22,045,125 22,045,125 22,361,667 316,542
Ministry of Tourism & Transport
33  Tourism 34,785,263 34,785,263 35,488,800 703,537
31  Airport Operations 23,851,661 23,833,980 22,785,233 (1,048,747)
35 Public Transportation 23,266,513 23,114,070 20,325,000 (2,789,070)
30 Marine & Ports 22,393,151 22,333,631 23,855,313 1,521,682
57  Civil Aviation 7,682,316 7,657,649 7,663,827 6,178
34  Transport Control Department 6,533,528 6,533,528 6,598,032 64,504
48  Ministry of Tourism & Transport HQ 2,589,954 2,589,954 2,657,148 67,194
73 Maritime Administration 1,605,678 1,606,053 1,732,100 126,047
122,708,064 122,454,128 121,105,453 (1,348,675)
Ministry of Justice
03  Judicial Department 9,111,153 8,285,859 8,261,598 (24,261)
87  Ministry of Justice HQ 8,310,563 5,864,690 4,268,775 (1,595,915)
04  Attorney-General's Chambers 4,081,156 4,081,156 4,324,246 243,090
75 Department of Public Prosecutions 2,374,099 2,374,099 2,836,591 462,492
23,876,971 20,605,804 19,691,210 (914,594)
Ministry of Finance
Retirement Benefit Expenses 110,880,113 - - -
11 Accountant-General 86,436,679 86,422,236 82,454,767 (3,967,469)
58 Interest on Debt 55,297,892 55,297,892 56,300,000 1,002,108
12 Customs 20,000,981 20,000,981 21,738,494 1,737,513
38 Office of the Tax Commissioner 13,334,160 3,315,234 3,679,922 364,688
10  Ministry of Finance HQ 12,634,572 12,634,572 13,382,747 748,175
28 Department of Social Insurance 9,695,046 9,695,046 9,220,031 (475,015)
39 Registrar of Companies 3,020,548 2,704,553 3,429,553 725,000
59  Sinking Fund Contribution - 28,760,000 28,625,000 (135,000)
311,299,991 218,830,514 218,830,514 -
Ministry of Education
17  Department of Education 125,978,285 125,840,820 120,138,383 (5,702,437)
41  Bermuda College 19,869,313 19,869,313 19,869,313 -
16 Ministry of Education HQ 2,575,119 2,575,119 3,127,123 552,004
148,422,717 148,285,252 143,134,819 (5,150,433)
Ministry of Health
24 Hospitals 150,184,153 150,184,153 140,221,645 (9,962,508)
22  Health Department 30,507,599 30,507,599 32,685,430 2,177,831
91  Health Insurance 20,273,623 13,037,099 7,743,925 (5,293,174)
21 Ministry of Health HQ 15,291,715 15,291,715 17,872,962 2,581,247
216,257,090 209,020,566 198,523,962 (10,496,604)

* Adjusted for Non-Budgeted, Non-Cash Items

** Includes all Approved Supplementary amounts during the year
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Government of Bermuda - Consolidated Fund

Schedule 15: Current Expenditure - Estimates Compared to Expenses (cont'd)

Appendix 4

For the year ended March 31, 2011

Adjusted Under (Over)
Expenses Expenditure* Estimates ** Spent
$ $ $ $
Ministry of the Environment & Sports
20 Youth, Sport & Recreation 11,800,910 11,800,910 12,280,948 480,038
68 Parks 11,067,157 11,067,157 10,826,738 (240,419)
69 Conservations Services 5,113,670 5,113,670 5,255,343 141,673
32 Department of Planning 3,909,764 3,909,764 4,082,855 173,091
72 Environmental Protection 3,827,780 3,699,541 3,728,117 28,576
50 Ministry of the Environment HQ 782,056 782,056 813,758 31,702
49 Land Valuation 641,902 641,902 712,691 70,789
37,143,239 37,015,000 37,700,450 685,450
Ministry of Culture & Social Rehabilitation
55 Financial Assistance 37,375,262 37,375,262 38,656,610 1,281,348
23 Child & Family Services 19,697,021 19,697,021 18,014,231 (1,682,790)
88 National Drug Control 5,955,074 5,330,074 5,953,513 623,439
52 Community & Cultural Affairs 4,532,386 4,532,386 4,599,011 66,625
74 Court Services 4,481,303 4,481,303 5,293,210 811,907
71 Ministry of Social Rehabilitation 4,289,232 4,289,232 4,690,923 401,691
56 Human Affairs 2,947,721 2,947,721 3,205,801 258,080
18 Libraries 2,351,345 2,351,179 2,393,981 42,802
81,629,344 81,004,178 82,807,280 1,803,102
Ministry of Labour, Home Affairs & Housing
07 Police 71,816,859 71,738,797 65,704,834 (6,033,963)
25 Corrections 30,482,512 30,482,512 31,362,790 880,278
45 Fire Services 13,977,270 13,977,270 15,126,997 1,149,727
06 Defence 7,997,556 7,997,556 8,310,364 312,808
60 Labour & Training 7,047,234 7,047,234 7,412,910 365,676
53 Bermuda Housing Corporation 7,000,000 7,000,000 7,750,000 750,000
27 Immigration 5,746,988 5,746,988 5,784,742 37,754
83 Ministry of Labour, Home Affairs & Housing HQ 1,848,098 1,848,098 1,982,872 134,774
54 Security Services & Delegated Affairs 15,529 15,529 73,880 58,351
145,932,046 145,853,984 143,509,389 (2,344,595)
Ministry of Energy, Telecommunications & E-Commerce
13 Post Office 14,921,680 14,921,680 15,142,209 220,529
43 Information Technology Office 8,467,015 8,467,015 8,762,796 295,781
46 Telecommunications 3,236,371 3,236,371 2,299,718 (936,653)
29 Registry General 1,789,691 1,789,691 2,129,114 339,423
84 E-Government 1,042,179 1,042,179 1,260,263 218,084
67 E-Commerce 998,673 998,673 1,203,174 204,501
89 Ministry of Energy, Telecommunications and E-Commerce HQ 696,945 696,945 818,213 121,268
90 Ministry of Energy, Telecommunications and E-Commerce 531,907 531,907 617,574 85,667
42 Rent Commissioner 525,360 525,360 657,218 131,858
32,209,821 32,209,821 32,890,279 680,458
Ministry of Works & Engineering
82 Operations & Engineering 41,970,884 41,451,434 36,541,118 (4,910,316)
81 Lands, Buildings & Surveys 24,639,914 24,524,711 26,415,369 1,890,658
36 Works & Engineering 7,255,901 6,769,134 7,052,090 282,956
80 Architectural Design & Construction 1,156,068 1,156,068 1,513,221 357,153
Amortization 43,156,723 - - -
118,179,490 73,901,347 71,521,798 (2,379,549)

TOTAL CURRENT EXPENDITURE

1,272,650,610

1,124,172,431

1,105,148,081

(19,024,350)

* Adjusted for Non-Budgeted, Non-Cash Items

** Includes all Approved Supplementary amounts during the year
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 16: Commitments - Legislated

For the year ended March 31 2011 2010
Actual Actual
$ $
Unspent Capital Appropriations
In accordance with Section 6 of the Appropriations Act 2010, unspent capital
appropriations for incomplete capital projects to be carried forward to future years
are as follows:
Capital Development 9,402,418 12,928,068
Capital Acquisition 8,210,178 5,265,875
17,612,596 18,193,943

Total Authorized Funding

Total Authorized Funding represents the estimated total cost of capital development
projects and is subject to the voting of supply by the Legislature. Estimated future
expenditure for continuing capital development projects is as follows:

1,029,096,754
(58,750,601)
Approved Supplementary Estimate -

Total Authorized Funding
Projects Completed during the year

1,113,698,911
(225,744,688)
966,600

970,346,153
(529,369,862)

Revised Total Authorized Funding
Appropriated Capital Development

888,920,823
(446,756,520)

Unappropriated Capital Development Commitments 440,976,291

442,164,303
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Appendix 4

Government of Bermuda - Consolidated Fund
Schedule 17: Public Debt - Legislated Limit

As at March 31 2011 2010
Actual Actual
$ $

The Government Loans Act 1978, as amended (2011), defines public debt as debt owed or
guaranteed by the Consolidated Fund but only if and when, and to the extent that, the
guarantee obligation becomes due and payable by the Government.

Section 2A(1) of the Act limits public debt (net of sinking fund assets) to $1.25 billion
(2010 - $1 billion) as amended as at April 1, 2010.

Debt (Schedule 7) 1,030,000,000 71%;),000,000
Overdraft Facility Drawdown (Note 16) 57,490,260 93,409,973
Bank of NT Butterfield Guarantee * - 200,000,000
WEDCO Loan Guarantee * - 10,000,000
National Education Guarantee * - 542,367

1,087,490,260

1,033,952,340

Less:
Sinking Fund (Schedule 7) 85,508,498 64,487,481
Public Debt 1,001,981,762 969,464,859

Legislated Limit

1,250,000,000

1,000,000,000

Available Limit

248,018,238

30,535,141

* Removed from Public Debt as a result of the change in legislation definition in 2011. They are no longer

considered Public Debt but are disclosed as Contingent Liabilities in Note 10(a).
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]

The Cabinet Office

Department of Communication and Information

FORIMMEDIATE RELEASE

17 February ~2.00 pm

CONTACT

~ Consolidated Fund Financial Statements 2011 ~

Premier and Minister of Finance, the Hon. Paula A. Cox, JP, MP today tabled audited
financial statements relating to the Consolidated Fund for the year-ended March 31,
2011.

The Consolidated Fund is the general operating fund of the Bermuda Government
through which Government conducts the majority of its financial transactions.

The Consolidated Fund financial statements report the operations, financial position and
changes in financial position that result from the activities of the Government. This
includes the accounts of the Senate, the House of Assembly, all Government departments
and officesand all courts.

For the fourth consecutive year, the annual accounts of the Consolidated Fund of the
Government of Bermuda were given a qualified audit opinion. The qualification in this
and the prior year was based on the Auditor General’s opinion that there were serious
deficiencies in internal controls in the management of certain capital development
projects.

The general public should note that the detailed reasons for the qualification on the
accounts will be included in the Auditor-General’s Annua Report for 2011 when it is
tabled.

Subsequent to the tabling of the Auditor-General’s Annual Report for 2011 normal
Parliamentary procedures would be followed:
e Thereport referred to the Public Accounts Committee for review;

e The Committee tabling its report with recommendations;

e The Minister of Finance issuing a formal response, in writing, on behalf of the
Government.
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Appendix 5

Where individual Ministry practices are queried, the relevant Ministers will separately
provide information by way of Ministeria Statements and other documentation.

Premier Cox said, “The Government recognizes that the Auditor Genera’s
recommendations provide the opportunity to refine and enhance Government processes.
The Government will work with the Auditor General and take the required steps to ensure
that this qualification is removed in the future, in the same manner we did when actions
were taken on qualified accountsin 2000 and on other previous occasions’.

The Auditor General has, for the first time, included an explanatory paragraph as an
‘other matter’ which discusses the increased incidents of non-compliance with the
Government of Bermuda's Financial Instructions. This ‘other matter’ does not form the
basis of the qualification of the Auditor General’ s opinion.

Premier Cox stated “That as Minister of Finance, | have spent a considerable amount of
my time fighting for Bermuda's credibility around the world, and we have made good
progress. The introduction of the Good Governance Bill in July 2111 underscores our
commitment to enact measures geared to strengthen financial accountability in
Government and to enhance our governance framework. We wish to communicate a
strong and clear message to the public that Government has zero tolerance for behavior
and practices that do not accord with the highest standards of good governance. Also the
establishment of the Office of Project Management and Procurement will facilitate the
adoption of consistent practice for the procurement of goods and services, and the
management of major projects for all areas of the Government of Bermuda. The benefits
include developing consistent policies and processes and obtaining the best value for
money for the Government of Bermuda.”

The Government understands the importance of timely financial information. As the
Minister of Finance | consider it essential that all Government entities have their annua
financia statements prepared and audited within six months of year-end. The delay in
issuing the Consolidated Fund Financial Statements for 2011 is not an ideal situation and
the Accountant General and her staff will work intensely with the Office of the Auditor
General to provide the audited Accounts of the Consolidated Fund in atimelier basis.

It is important to note that when the 2010/11 budget estimates were made in February
2010, it was against the background of an array of very challenging economic and
financial circumstances. Following the financia crisis that swept the world beginning in
2008, the broad consensus of economists and policymakers was that the global economy
was again expanding. However at this juncture, the National Economy of Bermuda was
still struggling to overcome the adverse effects of the recession.

In 2010, the Bermuda economy contracted by 0.7 per cent measured in current market
prices, when adjusted for inflation, the level of economic activity or real GDP decreased
by 1.9 per cent. Employment fell by 3.6 per cent and the official unemployment rate was
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6.0 per cent in accordance with the 2010 Census. Total employment continued to shrink
at a decelerating pace in 2011. Several of the maor economic indicators such as air
visitor arrivals, construction activity and retail sales declined in 2010.

Going into fiscal year 2010_11 the Government’s fiscal position had been significantly
weaken by the ongoing recession.

e The revenue out-turn for 2010 was projected to be below 2009 and without tax
increases the revenue for 2010-11 was expected to contract further.

e Additional current account expenditures had to be absorbed by the Consolidated
Fund in 2010-11 which represented - interest on long-term debt (which was paid
from the Sinking Fund in 2009 _10) and additional expenses for drug treatment
(which had been paid from the Confiscated Assets Fund)

In the Government’ s view, with the fundamentally weak fiscal position, it was important
to support public sector spending in support of the long-term health of the economy and
in order to pay for the increased public services desired by the public; accordingly the
Government strengthened its tax base by increasing various taxes.

The Government increased payroll tax, foreign currency purchase tax, stamp duty on
estates, vehicle licensing fees and the biennia review of government fees. The result of
these actions was a $78.6 million increase in revenues when compared to 2010. But
equally important is that the tax increases helped Government maintain critical services
for the poor and vulnerable of our society whose reliance on the Government increasesin
times of crisis. The welfare of our people must never be neglected.

When scrutinizing the Consolidated Fund Financial Statements for 2011 it is important
that the above-mentioned circumstances be considered.

Financial highlights of the Consolidated Fund Financial Statements 2011 are as follows:

The total revenue raised by the Consolidated Fund for fiscal 2010/11 was approximately
$996.7 million, representing an increase of $78.7 million (8.6%) from fiscal 2009/10 for
which balances have been restated. The primary reason for the increase was due to
increases in rates for payroll tax, foreign currency purchase tax, stamp duty on estates,
vehicle licensing fees and the biennial review of government fees. This was lower than
origina budget estimates by approximately $62.1 million (5.9%). The most significant
generators of revenues for fiscal 2010/11 were Payroll Taxes accounting for $423.0
million or 42.4% (2010 - $349.0 million or 38.1%) and Customs Duty accounting for
$195.8 million or 18.5% (2010 - $219.0 million or 19.6%). Revenues were below budget
in 2010-2011 mainly due to shortfals in Customs Duty ($36.7 million below), Stamp
Duty ($10.0 million below), Immigration Receipts ($6.7 million below), International
Companies Fees ($6.4 million below) and Payroll Tax and Foreign Currency Purchase
tax that were both ($4 million below).
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Current expenses for fiscal 2010/11 were $1.273 billion (2009 - $1.177 billion). The three
largest components of current expenses were: employee costs; grants and contributions;
and professional services. Total employee costs were $599.7 million or 47.1% of total
expenses (2010 - $577.4 million or 49.0%). Included in this amount is $151.6 million
(2010 - $143.7 million) of non-cash retirement benefit expenses. Grants and contributions
were $277.1 million or 21.8% (2010 - $261.1 million or 22.2%) and professional services
were $119.1 million or 9.4% (2010 - $111.9 million or 9.5%). Interest on long term debt
was $58.7 million or 4.6% (2010 - $35.1 or 3.0%). Total current expenditure on a
modified cash basis, which are shown on Schedule 15, were $1.124 hillion, which was
$65.8 (6.2%) million higher than original budget estimates of $1.058 million.

Expenditures were above budget in 2010-2011 primarily due to the following items:

> above budget expenditure on substitute and para-professional’s salaries - $5
million;

> increased expenditure on Government’s health subsidy programme for the
youth, aged and indigent - $35 million;

> Interest on long-term debt - $18;

» Increase expenditure for Financial Assistance and Child Day Care Allowance
- $9 million;

» Additional expenditure on the War Veterans Programme - $5 million.

Premier Cox stated that financial payments for professional services are often confused

with payments to overseas consultants. For clarity, she explained this expenditure of
$119.1 covered all government contracts including cleaning, security, legal aid, Works
and Engineering maintenance, contracted services for the Department of Airport
Operations, health insurance portability claims, war pensioner medical claims and other
‘locally’ contracted services.

Total capital account cash expenditure was $120.5 million, which was $23 million lower
than the original budget estimates. Capital development expenditure was $17 million
below original budget while capital acquisitions were $7 million below original budget.

A further look reveals the closing closing Net Book Value of Tangible Capital Assets for
the year was $727.7 million, an increase of $127 million over the 2010 value of $600.4
million. Included in the net additions of $169.6 million (2010 - $36 million) was a net
transfer of $113.9 million from Assets under Construction for 2010/11. This was
primarily due to the completion of the Magistrates Court Building.

Net Public Debt, which excludes guarantees and is net of the Sinking Fund, increased by
$243.0 million (2010 - $276.8 million) during fiscal 2010/11 standing at $1.0 billion at
the end of the year. This represents a 32% increase from fiscal 2009/2010.The escalation
was mainly due to the Government issuing a public bond offering in the international
debt capital markets authorizing the issue and sale of a very successful $500 million 10-
year, fixed rate bonds priced at par. The coupon and yield of the bonds are 5.60% per
annum. The proceeds of this issue was used to repay the amounts outstanding a maturing
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$200 million credit facility, repay short-term indebtedness with local banks which totaled
approximately $140 million and to fund capital expenditure programs and for other
budgeted governmental purposes.

While many countries saw their ability to raise funds curtailed in 2010, Bermuda had the
opposite experience, finding a receptive audience for its first offering in the public bond
market.

The actual net debt to GDP ratio at March 31, 2010 was about 17.4 %.

It is relevant to note that despite recent increases in debt levels the level of public debt as
a percentage of GDP is still moderate when compared to other countries and remains one
of the lowest, debt policy ratios amongst developed modern economies.

During 2010/11 $25,750,000 was contributed to the Sinking Fund.

The fiscal 2010/11 actuarial valuations resulted in a net liability for pensions and
retirement benefits of $1.05 billion, representing a 11.7% increase from fiscal 2009/10.
The majority of thisliability relates to the Public Service Superannuation Fund (PSSF).

The public may be aware that the Government has already started to address the inherited
problems associated with the PSSF. Based on actuarial advice, commencing in 2006,
PSSF contribution rates were increased from 5% to 8% and 9.5% for regular members
and uniformed officers respectively. This was part of a funding strategy to place the
PSSF on a more stable financial footing and to attend to some longstanding PSSF specific
issues that have had a significant impact on the financial position of the PSSF.

The increase in pension contributions was only the first step in fixing this inherited
problem and Government must still address the unfunded liability incurred from prior
non-contributory service and prior inadequate contributions. This Government’s policy
has been to reduce the inherited unfunded liability through a series of special
contributions and a sound investment strategy that best meets the PSSF's financial
objectives. Going forward we will continue this policy in a manner which is responsible,
transparent and fair.

| wish to assure current and future pensioners and the general Bermuda population that
the Government is sensitive to the challenges facing pension plans of this nature and will
continue to monitor the financial position of the Fund to ensure that the Fund remains
viable in the long-term.

The statements of the Consolidated Fund provide valuable information on the financial
position of the Government and the public is encouraged to examine them.

There is no doubt that the global recession is having a negative impact on Government
finances worldwide and Bermuda is not unique in facing the economic challenges that are
being faced globally.
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“1 wish to assure the public that the Government is sensitive to the challenges which may
arise when deficits reach short term peaks, however the Government is moving ahead
with a credible plan for medium-term fiscal consolidation in order to reduce public debt
and to keep the country on a sustainable fiscal path,” Premier Cox concluded.
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Office of the Auditor General
Reid Hall, Penthouse

3 Reid Street

Hamilton HM 11, Bermuda

Tel: (441) 296-3148

Fax: (441) 295-3849

Email: oag(@oaghermuda.bm
Website: www.oagbermuda.gov.bm

INDEPENDENT AUDITOR'S REPORT
To the House of Assembly, the Governor and the Senate

[ have audited the accompanying financial statements of the Consolidated Fund of the
Government of Bermuda, which comprise the statement of financial position as at March 31,
2012, and the statements of operations and accumulated deficit, change in net debt and cash flow
for the year then ended, and a summary of significant accounting policies and other explanatory
information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with public sector accounting standards generally accepted in Bermuda and
Canada, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are {ree from material misstatement, whether due to fraud
Or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. |
conducted my audit in accordance with auditing standards generally accepted in Bermuda and
Canada. Those standards require that I comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

I believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis
for my qualified audit opinion.
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Basis for Qualified Opinion

I qualitied my auditor’s opinion on the financial statements of the Consolidated Fund for the year
ended March 31, 2011, on the basis of serious deficiencies in internal control over the
management of various capital development projects. These deficiencies led me to question the
appropriateness of certain transactions and the underlying value of tangible capital assets as at
March 31, 2011. As a consequence of last year’s qualification, and without the benefit of an
independent professional valuation, | am still unable to determine whether adjustments might be
necessary to tangible capital assets and accumulated deficit as at March 31, 2012,

Qualified Opinion

[n my opinion, except for the effect of adjustments which I might have determined necessary had
[ been able to satisfy myself with respect to the balances of tangible capital assets and
accumulated deficit referred to in the preceding paragraph, the financial statements present fairly,
in all material respects, the financial position of the Consolidated Fund of the Government of
Bermuda as at March 31, 2012, and the results of its operations, the changes in its net debt, and
its cash flows for the year then ended in accordance with public sector accounting standards
generally accepted in Bermuda and Canada.

Other matters

As permitted by Section 6 of the Audit Act 1990, I may include in my auditor’s report any other
comments arising out of the accounts that [ consider appropriate.

Increasing Net Debt

Without qualifying my opinion, I wish to draw attention to the level of net debt which increased
by $347 million to $2.4 billion as of March 31, 2012. Government needs to take concerted action
to address this fiscal challenge.

Incidences of non-compliance with the Government of Bermuda's Financial Instructions

Also, without qualifying my opinion, | wish to draw attention to several incidences of non-
compliance with the Government of Bermuda’s Financial Instructions which form the standard
for financial controls for the Government. Although these incidences of non-compliance did not
lead me to quah[y my audit opinion for the current year, it is important that the Government
adhere to its internal control framework.

Usefulness of these Financial Statements is Limited

As described in Note 2, these financial statements represent the financial transactions of the
Consolidated Fund and have been prepared primarily to provide accountability for the financial
resources appropriated by the Legislature of Bermuda. These financial statements are not
summary financial statements of the Government of Bermuda. Significant financial activities of
the Government occur outside the Consolidated Fund. As such, the financial statements of the
Consolidated Fund for the year ended March 31, 2012 do not represent the full nature and extent
of the overall financial affairs and resources of the Government of Bermuda.

_— -

Hamilton, Bermuda Heather A. Jacobs Matthews, IP, FCA, CFE
November 7, 2012 Auditor General
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VERMMEMNT OF BERMUIDA

Ministry of Finance

Government of Bermuda
Consolidated Fund
Statement of Responsibility for the Financial Statements
March 31, 2012

The Accountant General, subject to the general direction and control of the Minister of
Finance, is responsible for the preparation of the financial statements of the
Consolidated Fund.

The financial statements of the Consolidated Fund are prepared by the Accountant
General in accordance with the requirements of governing legislation. The financial
statements are based upon information provided by Government departments and,
where necessary, information is based upon best estimates and judgement.

In order to fulfill accounting and reporting responsibilities, the Accountant General
maintains systems of financial management and internal control to provide reasonable
assurance that transactions are properly authorised by the Legislature, executed in
accordance with prescribed regulations and properly recorded to maintain accountability
of public money and safeguard the assets and properties under Government
administration.

The audited financial statements are tabled before the Legislature annually and are
referred to the Public Accounts Committee, which reports to the Legislature on the
results of its examination together with any recommendations it may have with respect
to the financial statements and accompanying audit opinion.

On behalf of the Government of Bermuda.

gt

Anthony Manders, CGA Joe Haywhrd, CA
Acting Financial Secretary ccountant-General
Ministry of Finance Ministry of Finance

Hamilton, Bermuda
November 7, 2012
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Government of Bermuda - Consolidated Fund

Statement of Financial Position

As at March 31 2012 2011
Actual Restated
(Note 20)
$ $
Liabilities Schedule
Bank Overdraft (Note 16) 120,720,014 57,490,260
Accounts Payable and Accrued Liabilities 154,068,571 146,366,433
Deferred Revenue 34,045,465 34,142,751
308,834,050 237,999,444
Interest Bearing Debt - Net of Sinking Fund 7 1,115,252,919 944,491,502
Pensions and Other Employee Future Benefits
- Pensions and Retirement Benefits (Note 9(g)) 1,126,225,368 1,015,453,966
- Compensated Absences (Note 8) 24,321,023 21,995,987
1,150,546,391 1,037,449,953
Other Liabilities
Due to Government Funds and Agencies 3(a) 40,751,629 50,942,015
Total Liabilities 2,615,384,989 2,270,882,914
Financial Assets
Cash and Cash Equivalents 24,018,677 10,993,022
Accounts Receivable 1 138,971,513 166,636,860
Due from Government Funds and Agencies 3 30,722,901 18,113,855
Long-Term Receivables 4 1,522,619 1,904,335
Investment in Quango (Notes 3(e) & 14(b)) 5,000,000 5,000,000
Total Financial Assets 200,235,710 202,648,072
Net Debt 2,415,149,279 2,068,234,842
Non-Financial Assets
Tangible Capital Assets (Notes 3(f) & 15) 11 751,450,187 727,752,452
Assets under Construction (Note 3(f)) 11 40,101,565 59,272,927
Inventories for Consumption 2 13,573,803 14,976,960
Prepaid Expenses 4,035,002 3,473,625
Total Non-Financial Assets 809,160,557 805,475,964

Accumulated Deficit

1,605,988,722

1,262,758,878

Contingent Liabilities, Non-Contractual Operational Commitments and Contractual

Commitments (Notes 10, 11, 12 and Schedule 13)

The accompanying notes and schedules are an integral part of these financial statements.
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Government of Bermuda - Consolidated Fund
Statement of Operations and Accumulated Deficit

Appendix 6

For the year ended March 31 2012 2011
Actual* Restated
(Note 20)
$ $
Schedule
Revenue 8,9
Taxes & Duties
Payroll Tax 344,702,370 423,049,799
Customs Duties 180,696,578 195,807,157
Other Taxes and Duties 76,557,477 87,220,853
Land Tax 52,312,877 49,131,169
Passenger Tax 35,068,899 32,345,082
Total Taxes & Duties 689,338,201 787,554,060
Fees, Permits & Licenses 195,733,293 180,713,466
Other Revenue 25,644,452 25,750,919
Investment Income 3,465,694 2,709,960
Total Revenue 914,181,640 996,728,405
Expenses 10
Economic Development 414,270,904 433,116,776
Health 207,131,607 237,071,273
National Security 168,963,434 165,417,323
Education 149,415,777 157,159,158
Pensions and Retirement Benefits Expenses 113,096,438 110,880,113
Social Services & Assistance 72,662,704 79,401,304
Interest on Debt 67,592,428 55,297,892
Other General Government Services 64,278,192 70,169,927

Total Expenses

1,257,411,484

1,308,513,766

Annual Deficit

Accumulated Deficit, Beginning of Year

Recognition of Tangible Capital Assets (Note 15)
Correction of Estimate (Note 20)

Correction of Error (Note 20)

(343,229,844)

(1,262,758,878)

(311,785,361)

(1,028,061,278)

44,120,315
34,121,628
(1,154,182)

Accumulated Deficit, End of Year

(1,605,988,722)

(1,262,758,878)

*

Estimates against these actuals are provided for revenue in Schedules 8 and 9 and for

current expenses in Schedules 10(a) and 10(b) for appropriation purposes.

The accompanying notes and schedules are an integral part of these financial statements.
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Government of Bermuda - Consolidated Fund
Statement of Chang_je in Net Debt

For the year ended March 31 2012 2011
Actual Restated
(Note 20)
$ $

Annual Deficit

(343,229,844)

(311,785,361)

Change Due to Tangible Capital Assets:
Net Additions to Tangible Capital Assets

(70,242,398)

(126,306,791)

Net Reductions in Assets under Construction 19,171,362 39,346,434

Amortization of Tangible Capital Assets 46,544,662 43,156,723

Total Change Due to Tangible Capital Assets (4,526,374) (43,803,634)
Net Reductions in Inventories for Consumption 1,403,157 1,443,142

Net (Additions to) Reductions in Prepaid Expenses (561,376) 1,278,129

Total Change Due to Inventories for Consumption

and Prepaid Expenses 841,781 2,721,271

Increase in Net Debt (346,914,437) (352,867,724)

Net Debt, Beginning of Year
Correction of Estimate (Note 20)

Correction of Error (Note 20)

(2,068,234,842)

(1,748,334,564)
34,121,628

(1,154,182)

Net Debt, End of Year

(2,415,149,279)

(2,068,234,842)

The accompanying notes and schedules are an integral part of these financial statements.

178 2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda


rgilbert
Text Box

rgilbert
Text Box
Appendix 6

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text
____________________________________________________________________________________________
178                                                    2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda                                               

rgilbert
Typewritten Text


Government of Bermuda - Consolidated Fund
Statement of Cash Flow

Appendix 6

For the year ended March 31 2012 2011

Actual Restated

(Note 20)
$ $

Operating Activities
Annual Deficit (343,229,844) (311,785,361)
Iltems not affecting cash:
Amortization of Tangible Capital Assets 46,544,662 43,156,723
Increase in Pension and Retirement Benefits Liability (Note 20(b)) 110,771,402 110,220,728
Increase in Compensated Absences Liability 2,325,036 659,385
Increase (Decrease) in Non-Cash Working Capital 13,694,264 (6,888,484)
Cash Applied to Operating Activities (169,894,480) (164,637,009)
Capital Activities
Net Additions to Tangible Capital Assets (70,242,398) (126,306,791)
Net Reductions in Assets under Construction 19,171,362 39,346,434

Cash Applied to Capital Activities

(51,071,036)

(86,960,357)

Financing Activities

Debt issues 200,000,000 500,000,000
Increase in Sinking Fund (29,238,583) (21,021,017)
Debt retirement - (200,000,000)
Cash Provided By Financing Activities 170,761,417 278,978,983
Net (Decrease) Increase in Cash and Cash Equivalents (50,204,099) 27,381,617
Cash and Cash Equivalents, Beginning of Year (46,497,238) (73,878,855)
Cash and Cash Equivalents, End of Year (96,701,337) (46,497,238)
Cash and Cash Equivalents, End of Year

Cash and Cash Equivalents 24,018,677 10,993,022

Bank Overdraft

(120,720,014)

(57,490,260)

Cash and Cash Equivalents, End of Year (96,701,337) (46,497,238)
The accompanying notes and schedules are an integral part of these financial statements.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

1. Authority

The Consolidated Fund (the “Fund”) operates under the authority of the Bermuda
Constitution Order 1968 and amendments, and the Public Treasury (Administration and
Payments) Act 1969 and amendments.

All public money is paid into the Fund and legislative authority must be obtained for any
expenditure out of the Fund.

The Legislature provides authority to make payments out of the Fund in annual
Appropriation Acts, Supplementary Estimates and other statutes. Unused spending
authority for current account appropriations lapses at the end of the fiscal year. Unused
spending authority for uncompleted capital projects is carried forward to subsequent
fiscal years, subject to the approval of the Minister of Finance.

2. Reporting Entity

The Fund’s financial statements report the financial position, results of operations,
change in net debt and cash flow resulting from the activities of the Fund only, which
comprise the accounts of the Senate, the House of Assembly, all Government
departments and offices (including the Public Service Commission) and all courts. The
Fund is established and defined pursuant to section 94 of the Bermuda Constitution
Order 1968.

These financial statements are not summary consolidated financial statements of the
Bermuda Government. Separate audited financial statements are prepared for all other
Government organizations.

These financial statements are prepared in accordance with the legislative requirements
as outlined in sections 5 and 32A of the Public Treasury (Administration and Payments)
Act 1969 and amendments.

The Government adheres to the general practice of using a Consolidated Fund as its
general operating fund. Schedules 8 to 11 provide information concerning the
operations, tangible capital assets and capital expenses of individual Government
departments and funds and agencies comprising the Fund.

3. Summary of Significant Accounting Policies

The recommendations of the Public Sector Accounting Board and the Accounting
Standards Board of the Canadian Institute of Chartered Accountants (which are
promoted by the Institute of Chartered Accountants of Bermuda by signed agreement
and therefore generally accepted in Bermuda) are the source for the disclosure basis of
accounting.

The preparation of financial statements in accordance with the disclosed basis of
accounting requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues
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Appendix 6
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

3. Summary of Significant Accounting Policies (cont’d)

and expenses during the year. Actual results could differ from these estimates.
The significant accounting policies are as follows:

(a) Method

The financial statements are prepared on the accrual basis of accounting.

(b) Revenue

Revenues are accounted for in the fiscal year in which the transactions or events
occurred that gave rise to the revenues.

Revenues not practicably measurable until cash is received are accounted for upon
receipt.

Amounts received or receivable prior to the end of the year, which relate to revenues
that will be earned in a subsequent fiscal year, are reported as deferred revenue.
(c) Expenses

Expenses are accounted for in the fiscal year that goods and services are acquired, a
liability is incurred or grant payments are due.

Contributions to Government funds and agencies are expensed in the year the
expenditure is made.

Classification of expenses between current account items and capital account items
follows the classification in the Approved Estimates.

(d) Interdepartmental Revenues and Expenses

Interdepartmental revenues and expenses are not eliminated but have been identified as
explained in Note 14(c).

(e) Financial Assets

Financial assets are resources that can be used to discharge existing liabilities or
finance future operations. They include cash and cash equivalents, accounts receivable,
amounts due from Government funds and agencies, long-term receivables and
investment in QUANGO.

Accounts receivable are recorded at cost. A valuation allowance is recorded when
collection of the receivable is considered doubtful.

Long-term receivables are recorded at unamortized cost.

Investment in QUANGO is recorded at cost.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

3. Summary of Significant Accounting Policies (cont’d)

(f) Non-Financial Assets

Non-Financial assets are resources that are employed for future services. They include
tangible capital assets, assets under construction, inventories for consumption and
prepaid expenses. The costs of acquiring land, buildings, equipment and other capital
property are capitalized as tangible capital assets and are amortized over the estimated
useful lives of the assets. Where original acquisition documents were difficult to retrieve,
the Book Value Calculator (“BVC”), developed by the Chief Appraiser of Public Works
and Government Services Canada (as modified by them to address the Bermuda
Government situation), was used to establish reasonable estimates of the Net Book
Values in order to develop opening balances.

Other tangible capital assets that do not meet the minimum threshold requirements for
their respective asset class have continued to be charged to capital expenses in the year
of purchase, which is consistent with prior years. These expenses are currently
classified as capital development and capital acquisition expenses on Schedule 10,
Expenses by Program. Included in the capital development and capital acquisition
expenses are other significant items: capital grants, repairs and maintenance,
professional fees and other items which are expensed as they are incurred. Tangible
capital assets that have not yet been disclosed include historical treasures.

Amortization is recorded on a straight-line basis for all assets, according to the following:

Buildings 40 years

Leasehold Improvements Remaining life or lease period of the related
asset

Betterments Remaining life or lease period of the related
asset

Heavy Equipment

$10,000 to $99,999 5 years
$100,000 and above 7 years
Vehicles

2 — 3 Wheeled Vehicles

$3,000 5 years
4 or More Wheeled Vehicles

$0 - 99,999 5 years
$100,000 and above 7 years
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Appendix 6

Government of Bermuda — Consolidated Fund

Notes to the Financial Statements

March 31, 2012

3. Summary of Significant Accounting Policies (cont’d)

Boats & Vessels

$10,000 to $99,999 5 years

$100,000 and above 10 years
Leased Equipment

$3,000 and above 3 years
Computer Hardware

$3,000 to $99,999 3 years

$100,000 and above 7 years

All laptops and desktop computers are capitalized

Computer Software

$20,000 and above 10 years
Furniture & Fixtures

$3,000 and above 7 years
Office Equipment

$3,000 and above 5 years
Plant, Machinery & Equipment

$50,000 and above 10 — 30 years
Infrastructure

$50,000 to $199,999 10 years

$200,000 and above 40 years

The Ministry of Government Estates and Information Services is primarily responsible for
Government’s tangible capital assets. In prior years, amortization was reported as a
single expense item of this Ministry. Amortization expense is now reported under the
respective Ministries. Since amortization is a non-cash expense, it is removed for
appropriation reporting purposes.

Assets under construction relate to the development of buildings, betterments, vehicles,
computer hardware, computer software, infrastructure, office equipment and vessels.
Upon completion, the balance of assets under construction will be transferred to tangible
capital assets and amortized based on the appropriate useful life.

Tangible capital assets that have historical or cultural value, including works of art,
historical documents, and historical and cultural artifacts, are not recognised as tangible
capital assets in these financial statements because a reasonable estimate of the future
benefits associated with such property cannot be made.

Inventories for consumption are comprised of spare parts and supplies that are held for
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

3. Summary of Significant Accounting Policies (cont’d)

future program delivery and are not intended for resale. They are valued at cost.
Inventories for consumption that no longer have service potential are valued at the lower
of cost or net realizable value. Items for which the costs are not readily available have
been valued using management’s best estimates of original cost based on available
information.

(g) Liabilities

Liabilities are recorded for financial obligations to organizations and individuals occurring
as a result of transactions and events arising on or before the year-end. They occur as a
result of contracts, agreements and legislation in force at year-end that require the
Government to repay borrowings or to pay for goods and services acquired or provided
on or before the year-end. Liabilities also include grant payments due where no direct
value is received in return.

(h) Translation of Foreign Currencies

The financial statements are reported in Bermuda dollars. The Bermuda dollar is valued
at par with the United States dollar. Assets and liabilities denominated in foreign
currencies are translated at the exchange rate prevailing at the year-end date.
Revenues and expenses originating in foreign currencies are translated at the exchange
rate in effect on the date the specific transactions occurred. Translation gains and losses
are included in the Statement of Operations and Accumulated Deficit.

(i) Measurement Uncertainty

Estimates are used to accrue revenues and expenses in circumstances where the actual
accrued revenues and expenses are unknown at the time the financial statements are
prepared. Uncertainty in the determination of the amount at which an item is recognized
in the financial statements is known as measurement uncertainty. Such uncertainty
exists when there is a variance between the recognized amount and another reasonable
amount, as there is whenever estimates are used.

Measurement uncertainty in these financial statements exists in the accrual of individual
and corporate payroll and land taxes, accruals for pension obligations, accruals for
environmental obligations, allowances for doubtful receivables and accruals for liabilities
through actuarial valuations.

The nature of the uncertainty related to the accruals for pension obligations arise
because actual results may differ significantly from the Government’s best estimates of
expected results based on variables such as earnings on the pension investments,
salary increases and the life expectancy of the participants. The uncertainty related to
the accrual of environmental obligations is based upon the identification of all sites
where environmental damages have occurred that are the Government’s responsibilities
to mitigate and the quantification of what the actual liability will be based upon impact
studies. Uncertainty concerning the allowance for doubtful revenue is based upon actual
collectability and changes in economic conditions.
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Appendix 6
Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

3. Summary of Significant Accounting Policies (cont’d)

While management’s best estimates have been used for reporting items subject to
measurement uncertainty, it is possible that changes in future condition in the near term
could require a material change in the valuation of the reported amounts. Near term is
defined as a period of time not to exceed one year from the date of the financial
statements.

(i) Risk Management of Public Debt

Funds are borrowed in both domestic and foreign capital markets by issuing Bermuda
Government senior notes and using bank loans and other credit facilities. This borrowing
activity is used to fund government capital expenditure programs and other budgeted
governmental operations. These transactions result in exposure to four types of risk:
interest rate risk, foreign exchange rate risk, credit risk and liquidity risk.

Interest rate risk is the risk that debt servicing costs will increase due to changes in
interest rates. This risk is managed by issuing debt securities as predominately fixed
rates of interest rather than floating rates of interest for fixed terms.

Foreign exchange rate risk is the risk that debt servicing costs will increase due to a
decline of the Bermuda dollar relative to other currencies. This risk is managed by
maintaining a preference for debt that is issued predominately in United States (“‘US”)
dollars. The Bermuda dollar is pegged to the US dollar to eliminate the impact of any
fluctuations in the exchange rates between the two.

Credit risk is the risk that a loss might occur from the failure of another party to meet its
obligations under a derivative financial instrument contract. The risk is managed by
issuing debt securities that have no derivatives as the underlying securities. The debt
instruments are senior notes of the Bermuda Government and loan facilities with a
domestic lender.

Liquidity risk is the risk that financial commitments will not be met over the short term.
This risk is managed through the establishment of the Government Borrowing Sinking
Fund as a separate legal entity for the repayment of government debt and to pay interest
charged on long-term public debt under the provisions of the Government Loans Act
1978.

4. Approved Estimates of the Government of Bermuda

(a) Budget Process

Annually, the Government presents a Budget (“Estimates”) of expected revenues and
expenditures for the following fiscal year.

The Government’s spending Estimates for the fiscal year commencing April 1, 2011
were presented to the Members of the Legislature by the Minister of Finance.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

4. Approved Estimates of the Government of Bermuda (cont’d)

The Estimates outline the spending plans of each Ministry/Department submitted for
approval to the Legislature in the Appropriations Act.

The Estimates referred to in the financial statement schedules are from the original
Approved Estimates of Revenue and Expenditure for the fiscal year 2011/12 and do not
reflect changes arising from the tabling of Supplementary Estimates, except for the
Adjusted Estimates referred to in Schedule 12 which include the original Approved
Estimates and any tabled Supplementary Estimates.

(b) Comparison of Expenses to Estimates for Expenditure

The Ministry of Finance prepares annual Estimates on the modified cash basis. These
financial statements are prepared on an accrual basis. Due to the difference in
accounting, Schedule 12 restates actual expenses to the modified cash basis for
comparative and analytical purposes against the adjusted estimates. The most
significant differences are as follows:

(i) Bad Debts — For financial statement purposes, a provision is established and
expensed for accounts receivable where collection is doubtful. For budget purposes,
no such provision is made.

(i) Pension — The financial statement pension-related expense is explained in Note 9.
For budget purposes, pension expense is equal to its funding requirements.

(iii) Government Borrowing Sinking Fund (Note 5) — Transfers to the Sinking Fund are
recorded as cash transfers against long-term debt. For budget purposes, the Sinking
Fund contribution is considered expenditure.

(iv) Compensated Absences — Certain Government employees are entitled to paid
retirement leave, as explained in Note 8. For budget purposes, retirement pay is
estimated based on anticipated salary spending for the current year.

(v) Amortization — For financial statement purposes, annual amortization of tangible
capital assets is expensed based on the respective assets as explained in Note 3(f).
For budget purposes, amortization is not considered expenditure.

(vi) Environment Liability — As explained in Note 10(c), the Government has recognized
a cost of restoration of land. For budget purposes, the liability established is not
considered expenditure.

5. Government Borrowing Sinking Fund

Effective March 31, 1993, the Government Borrowing Sinking Fund (“GBSF”) was
established as a separate legal entity for the repayment of government borrowing under
the provisions of the Government Loans Act 1978, as amended.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

5. Government Borrowing Sinking Fund (cont’d)

During each financial year, the Fund must pay to the GBSF 2.5% of the public debt
outstanding in the Fund at the end of the preceding year. Under section 12AA of the
Government Loans Act 1978 as amended, the Minister may, by Order, suspend the
annual contribution for a period of twelve months.

2011 2012
$ $
Sinking Fund Contributions Earnings Sinking Fund
85,508,499 25,781,041 3,457,541 114,747,081

The GBSF assets may only be applied to reduce, cancel or pay interest on public debt.
The assets are invested in accordance with the Public Funds Act 1954 and are shown
as a reduction of debt issued on the Fund’s Statement of Financial Position.

The assets of the GBSF are comprised of the following:

2012 2011
$ $
Fixed Term Deposits 121,267,293 92,083,718

The following is a schedule of projected contributions to the GBSF by the Fund up to
March 31, 2017, based on estimated debt levels to March 31, 2013:

2012
$
2013 30,750,000
2014 37,625,000
2015 37,625,000
2016 37,625,000
2017 37,625,000

Separate audited financial statements are prepared for the GBSF to which readers
should refer for further information.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

6. Contingencies Fund

On March 14, 1979 the House of Assembly passed a resolution to withdraw $1 million
from the Fund to set up a Contingencies Fund under the provisions of Section 10(1) of
the Public Treasury (Administration and Payments) Act 1969, as amended.

The purpose of the Contingencies Fund is to allow the Minister of Finance to authorize
urgent and unforeseen expenditures up to $1 million prior to the approval of the
Legislature by supplementary estimate. The Contingencies Fund balance is not
segregated from general operating cash and cash equivalents and accumulated deficit.

7. Unemployment Insurance Fund

The Unemployment Insurance Fund (“Insurance Fund”) was established March 18, 2002
by amendment to the Public Treasury (Administration and Payments) Act 1969 under
the provisions of Section 10B. The Legislature authorized $1 million to be set aside
within the Fund to set up the Insurance Fund.

The Minister of Finance will pay amounts approved by the Legislature as Government’s
contribution to the Insurance Fund. Monies paid into the Insurance Fund will be invested
in accordance with the Public Funds Act 1954 and the interest earned on such
investments will be paid into the Insurance Fund.

On August 10, 2011 the Government amended the Public Treasury (Administration and
Payments) Act 1969 in order to make further provision about the Unemployment
Insurance Fund. The Act has been amended to provide for payments out of the Fund to
be made at the direction of the Minister of Finance for the purpose of assisting
unemployed persons.

8. Compensated Absences

Certain Government employees are entitled to paid retirement leave under the various
union agreements that exist with the Government. Paid retirement leave is available to
those eligible employees with a minimum of ten years credited service, who are retiring
on the basis of age. The leave is paid at the salary level immediately preceding the date
of retirement, to a maximum eligibility of twelve weeks.

An actuarial valuation of the Government’s obligation for retirement leave was performed
to March 31, 2012, using similar various long-term assumptions as the Public Service
Superannuation Fund pension plan (Note 9). The valuation determined that the accrued
benefit obligation for retirement leave is currently $24,321,023 (2011- $21,995,987), as
defined in the table below.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

8. Compensated Absences (cont’d)

2012 2011
$ $
Accrued benefit obligation, beginning of year 21,995,987 21,336,602
Amortization of experience loss 60,754 60,754
Current period benefit cost 1,197,259 1,148,450
Interest accrued 1,487,885 1,397,769
Benefit payments (420,862) (1,947,588)
Accrued benefit obligation, end of year 24,321,023 21,995,987

9. Pensions and Other Retirement Benefits

(a) Contributory Defined Benefit Pension Plans

The Government administers contributory defined benefit pension plans for substantially
all of its employees, quasi-autonomous non-governmental organization (“QUANGQO”)
employees and all ministers and members of the Legislature. There are two plans
currently in operation — the Public Service Superannuation Fund (“PSSF”) and the
Ministers and Members of the Legislature Pensions Fund (“MMLPF”).

For the PSSF, a service pension is available with a minimum of eight years credited
service. Subject to exceptions as outlined in the Public Service Superannuation Act
1981, it is based on the number of years of service times 1.5% of the salary payable
immediately preceding the date of retirement. Additional benefits are provided to special
groups such as police, prison wardens, fire service and regiment employees.

For the MMLPF, a service pension is generally available to contributors who have
reached age 60 and have served for at least 8 years, or to contributors who have
reached age 55 and have served for at least 20 years. The rate of pension is 3/1000™ of
the monthly salary payable to a minister, member or officer, on the date on which the
contributor becomes entitled to receive a pension, for each month of service rendered up
to a maximum of 25 years. Cost of living increases are calculated by reference to the
Consumer Price Index on a biennial basis.

Employees contribute 8.0% of their basic salary for PSSF and Ministers and Members
contribute 12.5% of their salary for MMLPF. The Government matches the participant’s
contribution in each plan. The amount of Government contributions made during the
year for each plan was as follows: PSSF - $33,338,006 (2011 - $32,588,714), MMLPF -
$526,528 (2011 - $485,071). The Public Service Superannuation Act 1981 and the
Ministers and Members of the Legislature (Salaries and Pensions) Act 1981, as
amended, provide that, if at any time the funds are insufficient to meet the payments
chargeable against them, the deficiency shall be made up out of the Consolidated Fund.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

(b) Pension Liability

Normally, the pension liability is calculated on an actuarial basis. Actuarial valuations are
performed triennially using the projected benefit method, pro-rated on services. An
actuarial valuation was performed on both the PSSF and the MMLPF as at March 31,
2012 using the same assumptions, to produce the estimates included in the financial
statements.

Actuarial valuations are based on a number of assumptions about future events, such as
inflation rates, interest rates, wage and salary increases, employee turnover and
mortality. The assumptions used reflect Government’s best estimates of expected long-
term rates and short-term forecasts.

The most significant assumptions are that the average investment return will be greater
than the average rate of salary increase by approximately 2.25% (prior valuation —
2.25%) and the cost of living increase will average 3.0% (prior valuation - 3.0%) per
annum.

The 1994 Group Annuity Mortality Table was used for the mortality assumption.

For the PSSF, pension fund assets consist primarily of listed stocks and bonds, short-
term investment funds, hedge funds and private equity investments. Market-related
asset values, which recognize the differences between the actual return on assets and
the expected return on assets over a period of five years, have been used to determine
the pension liability and pension-related expenses for the PSSF.

The market-related value of assets for the PSSF was $492,045,167 as at March 31,
2012 (2011 - $468,985,435) compared to a real market value of $502,261,171 (2011 -
$486,693,676).

For the MMLPF, there is no difference between the market value of plan assets and the
market-related value. As at March 31, 2012, the value was $10,990,884 (2011 —
$10,242,303). The actual return on plan assets during the year was 3.65% (2011 —
14.67%) for the PSSF and 7.17% (2011 - 7.25%) for the MMLPF.

As at March 31, 2012, $2,563,962 (2011 — $4,366,587) was due to the PSSF in respect
of contributions received in excess of benefits paid by the Fund (Schedule 3(a)). As at
March 31, 2012, $10,789,460 (2011 — $10,472,058) was due to the MMLPF in respect of
contributions received in excess of benefits paid by the Fund (Schedule 3(a)).

(c) Pension-Related Expenses

Pension-related expenses recognized by the Consolidated Fund comprise the cost of
pension benefits earned by employees during the year, interest on the pension benefit
liability (net of interest on pension plan assets) and amortization of the Government’s
share of any experience gains or losses, less contributions made by the employees. The
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

estimated total cost of the Government's share of plan amendments related to past
service is expensed in the year the plan is amended. The pension-related expense is
disclosed in Note 9(g) and included in Schedule 10(a) as a component of retirement
benefit expenses.

A net unamortized experience loss of $119,885,000 (2011 - $146,266,000) is reported in
the schedule below. The amount comprises a total unamortized experience loss on the
pension liability of $100,356,000 (2011 - $130,183,000) and a total unamortized
experience loss on the asset valuation of $19,529,000 (2011 - $16,083,000). The period

of amortization is ten years.

Aggregate information about the PSSF and MMLPF is in the following tables.

(d) Funded Status of Plans

For the year ended March 31

Pension Liability
Accrued Benefit Obligation
PSSF
MMLPF

Net Fund Assets
PSSF
MMLPF

Net Unamortized Experience Loss

2012 2011
Actual Actual
$ $

1,475,141,000
33,539,000

1,393,994,000
31,526,000

1,508,680,000

1,425,520,000

(492,045,000)
(10,991,000)

(468,985,000)
(10,298,000)

(503,036,000)

(479,283,000)

PSSF (119,885,000) (146,266,000)
Pension Liability
PSSF 863,211,000 778,743,000
MMLPF 22,548,000 21,228,000
Carried Forward to Note 9 (g) 885,759,000 799,971,000
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Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

For the year ended March 31

Cost of Pension Benefits
Employee Contributions

Interest on Pension Liability

Amortization of Experience Gains & Losses
2003 Experience Loss
2004 Experience Loss
2005 Experience Loss
2006 Experience Loss
2007 Experience Gain
2008 Experience Loss
2009 Experience Loss
2010 Experience Gain
2011 Experience Loss

Carried forward to Note 9 (g)

2012 2011
Actual Actual
$ $
56,588,100 54,379,221
(33,864,500) (33,073,785)
62,950,921 59,570,564
- 3,418,847
21,908,086 21,908,086
2,048,199 2,048,199
595,574 595,574
(351,626) (351,626)
5,243,035 5,243,035
7,608,893 7,608,893
(2,547,908) (2,547,908)
442,686 -
120,621,460 118,799,100

Value of Obligations Relating to Benefits for the Pension Plans

The value of obligations relating to benefits for the pensions plan at a given date is
determined using the actuarial projections prorated on service, taking into account,
among other things, the most probable long-term economic assumption made by the

Government.
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Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

Main economic assumptions used:

PSSF MMLPF
(%) (%)
Inflation Rate 3.00 3.00
Discount Rate for Obligations 6.50 6.50
Salary Escalation Rate 4.25 3.50

Changes in these assumptions may lead to a material increase or decrease in the value
of the obligations relating to vested benefits. The following tables, which take the main
assumptions into account, show the potential impact of a difference of 1.00% in the
value of the obligations for the two pension plans, PSSF and MMLPF. The tables also
show the impact of a one-year difference in life expectancy, considering that, according
to current assumptions, the life expectancy of beneficiaries aged 60 is 21.8 years for
men and 25.6 years for women.

Impact of changes on the main assumptions on the value of obligations relating to PSSF
benefits as at March 31, 2012:

Assumption Change Impact on ABO Impact on ABO
($) (%)

Discount rate 1.0% increase (172,563,100) (11.7)
10% decrease 216,032,000 14.6

Salary increase rate 1.0% increase 58,753,100 4.0
1.0% decrease (52,745,900) (3.6)

Inflation 1.0% increase 143,768,700 9.7
1.0% decrease (122,630,200) (8.3)

Life expectancy 1 year increase 38,146,600 2.6
(35,856,800) (2.4)

1 year decrease

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements

March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

Impact of changes on the main assumptions on the value of obligations relating to
MMLPF benefits as at March 31, 2012:

. Impact on ABO Impact on ABO
Assumption Change ($) (%)
Discount rate 1.0% increase (3,544,600) (10.6)
1.0% decrease 4,281,300 12.8
Salary increase rate 1.0% increase 932,700 2.8
1.0% decrease (877,900) (2.6)
Inflation 1.0% increase 3,346,400 10.0
1.0% decrease (2,888,500) (8.6)
Life expectancy 1 year increase 1,397,500 4.2
1year decrease  (1,231,100) (3.7)

(e) Contributory Pension Fund

The Contributory Pension Fund (“CPF”) was established under the Contributory
Pensions Act 1970 and subsequent amendments.

The purpose of the CPF is to provide old age pension, disability and death benefits for
persons satisfying certain contribution, citizenship and residency requirements.

Contributions to the CPF are compulsory for persons employed in Bermuda, the self-
employed and employers.

There is no legislative provision for the Fund to provide for any shortfall if, at any time,
the CPF has insufficient funds to meet its current legislated obligations.

(f) Retirement Benefits Other than Pensions — Employee Health Insurance
Plan

The Government administers a health care plan, the Government Employees Health
Insurance Fund (“GEHI”), for substantially all of its employees, QUANGO employees, all
ministers and members of the Legislature and retirees. The GEHI Fund provides medical
insurance for retirees and eligible dependents with the Government matching the
participants’ contribution to the plan. In 2002 the Government adopted accrual
accounting for the GEHI plan.

An actuarial calculation of the Government’s obligations for retirement benefits other
than pensions was performed for accounting purposes at March 31, 2012, using various
long-term assumptions.
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Government of Bermuda — Consolidated Fund

Notes to the Financial Statements
March 31, 2012

Appendix 6

9. Pensions and Other Retirement Benefits (cont’d)

The discount rate used in determining the accumulated post-retirement benefit obligation
was 6.5%. The assumed health-care cost trend rate used was 9.0% (2011 - 9.0%). This
will be reducing by 0.5% per annum (from 2014) to 5.0% per annum (to 2022). The
1994 Group Annuity Mortality Table was used for the mortality assumption. The value
accrues a liability in respect of the matching premium paid by government under the
insurance arrangement in respect of retired employees. The calculation is based on the

projected benefit method pro-rated on service.

Aggregate information about the health care plan is in the table below.

Accrued benefit obligation at beginning of year
Curtailment of Pension Benefit (Note 20(b))

Valuation adjustment

Adjusted accrued benefit obligation at beginning of year
Current period benefit cost
Interest accrued

Benefit payments

Accrued benefit obligation at end of year

Expected accrued benefit obligation at end of year

Actual accrued benefit obligation at end of year

Experience gain

2012 2011
$ $
254,254,613 266,040,563
- (37,882,936)
- 7,840,911
254,254613 235,998,538
10,165,588 9,545,153
16,647,332 15,431,697
(6,449,217)  (6,720,775)
274,618,316 254,254,613
274,618,316 254,254,613
249,883,817 254,254,613
24,734,499 -
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

9. Pensions and Other Retirement Benefits (cont’d)

2012 2011
Expected average remaining service life 12 years 12 years
Annual amortization 4,619,699 $4,619,699

Liability for retirement benefits recorded in the statement of financial position

2012 2011
$ $
Accrued benefit obligation, end of year 249,883,817 254,254,613
Unamortized experience losses (9,417,449)  (38,771,647)
Liability for retirement benefits (Note 9(g)) 240,466,368 215,482,966

Expenses recorded in statement of operations and accumulated deficit

2012 2011
$ $
Current period benefit cost 10,165,588 9,545,143
Amortization of experience losses 4,619,699 4,619,699
Retirement benefit expense 14,785,287 14,164,842
Retirement benefit interest expense 16,647,332 15,431,697
Total expenses related to retirement benefits (Note 9(g)) 31,432,619 29,596,539

(g) Accrued Pensions and Retirement Benefits Liability and Expense Summary

2012 2011
$ $

Pensions (Note 9(d)) 885,759,000 799,971,000
Retirement Benefits other than

Pensions — Health Insurance Plan (Note 9(f)) 240,466,368 215,482,966
Total Pensions and Retirement Benefits Liability 1,126,225,368 1,015,453,966
Pensions (Note 9(d)) 120,621,460 118,799,100
Retirement Benefits other than

Pensions — Health Insurance Plan (Note 9(f)) 31,432,619 29,596,539
Total Pensions and Retirement Benefits Expense 152,054,079 148,395,639
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

10. Contingent Liabilities

(a) Guarantees

(i) National Education Guarantee Scheme

In August 1994, the Government introduced the National Education Guarantee
Scheme to provide qualifying students with financial guarantees on bank loans
for post-secondary education. The repayment of principal and accrued interest is
guaranteed by the Government. In the event of default by the student, the banks
will call on the guarantee contract. At March 31, 2012, $179,760 (2011 -
$356,895) is outstanding on guaranteed student loans with local banks.

(ii) West End Development Corporation (“WEDCO”) Guarantee

On April 1, 2009, the Minister of Finance consented to the borrowing of $10
million by WEDCO from the Capital G Bank to facilitate the completion of the new
Sewage Treatment Plant at Dockyard.

The Minister of Finance further approved the guarantee given by the Ministry of
Public Works to repay the indebtedness by way of annual payments to WEDCO
until all indebtedness to the Capital G Bank has been fully discharged.

The Ministry of Public Works further guarantees and will make good any default
on the part of WEDCO in the payment of the loan to Capital G Bank and all
related interest fees and charges due as a result of default by WEDCO until all
indebtedness to the Capital G Bank has been fully discharged. At March 31,
2012, $7,142,858 (2011 - $8,571,429) is outstanding on WEDCOQ's indebtedness
to Capital G (Schedule 5).

(iii) Bank of N.T. Butterfield Guarantee Agreement

On June 12, 2009, the Government assisted The Bank of N.T. Butterfield & Son
Limited (“BNTB”) in raising qualifying Tier 1 capital via a perpetual preference
share offering of US$200 million.

Accordingly the Government provided the commitment that if the full $200 million
Preference Share Offering was not achieved on or prior to June 30, 2009, the
Government would purchase no later than June 30, 2009 such number of
Preference Shares as was sufficient to ensure that the Bank realized aggregate
proceeds equal to and not less than US$200 million. As the offering was fully
subscribed, no such Government purchase was necessary.

On June 22, 2009, the Government entered into a Preference Shares Guarantee
Agreement with the BNTB and others. The Government has guaranteed payment
of 100% of the liquidation value of the outstanding Preferred Shares in the event
of any voluntary or involuntary liquidation, dissolution or winding up of the affairs
of BNTB during the term of the Guarantee. Also, the Government will act as a
guarantor for the dividend payments relating to the Preferred Shares issuance.
Should the BNTB fail to declare and pay dividends in any quarterly dividend
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10. Contingent Liabilities (cont’d)

period during the term of the Guarantee, the Government will pay such dividends
at 8% per annum.

Pursuant to the Preference Share Offering, the BNTB pays to the Government a
fee of 1% per annum on the liquidation value of then outstanding Preference
Shares issued to third party investors. The Government was in receipt of
4,279,601 warrants issued by the Bank to purchase a number of non-voting
common shares of BNTB having an aggregate market price equal to US$30
million. The initial exercise price for the warrants and the price for determining
the number of common shares of BNTB subject to the warrants was $7.01 per
common share. The quantity of warrants remained at 4,150,773.72 with an
exercise price of $3.614. Per the valuation model run for March 31, 2012, the
value of the warrants is $0.08 (2011 - $0.157) per warrant which represents a
total value of $332,062 (2011 - $651,671).

(iv) Bermuda Hospitals Board (“BHB”) Guarantee

On December 1, 2010, the Minister of Finance provided an irrevocable
Guarantee Agreement to Paget Health Services Limited on behalf of the BHB to
facilitate the completion of the New Hospital Project of the King Edward VIl
Memorial Hospital in Paget.

The design and construction related costs of the new facility are approximately
$247 million. Once construction is completed in 2014, annual service payments
will commence for a period of thirty years, consisting of principal, interest,
construction, lifecycle and hard facilities maintenance. A portion of the annual
service payment is indexed over the thirty year period to allow for changes in the
cost of living and other related facility costs.

The Guarantee Agreement guarantees the payment obligations of the BHB to
Paget Health Services Limited by the Government as required by the lenders.

(b) Claims and Potential Claims

The Government is subject to claims and potential claims related to breach of contract,
damages to persons and property and like items. The effect of legal claims cannot be
determined until they are settled or dismissed. No liability has been admitted and no
provision for claims is included in the financial statements. Any resulting losses will be
recorded and charged to operations in the year an amount can reasonably be
determined.

The total of specific amounts claimed or potential settlements which are under litigation
or possible litigation as at March 31, 2012 is $11,703,246 (2011 - $12,502,395).
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10. Contingent Liabilities (cont’d)

(c) Base Lands Clean Up

The Government recognizes that there will be a cost for restoration of the land at the
bases formerly occupied by the US military. It is anticipated that such costs would
include removal of hazardous materials and clean-up.

A liability of $40,250,000 (2011 - $26,250,000) has been accrued, which is an estimate
of the costs of the clean-up and remediation at the three former major base land sites.
The estimated range is $37.5 million to $56.5 million.

The cost for Southside (estimated at $10.5 million, with a range of $10.5 million to $20
million; $6.5 million for work already performed has been deducted from the lower end of
the estimated range) involves demolition of buildings beyond refurbishment and removal
of asbestos.

The cost for clean-up of Tudor Hill (estimated at $1 million with a range of $1 million to
$2 million) is for removal of asbestos and demolition of buildings on the site.

Clean-up of Morgan’s Point is estimated at $28.75 million (with a range of $26 million to
$34.5 million) to remove environmental hazards and fuel storage tanks, removal and
remediation of asbestos, as well as demolition of derelict buildings. This accrual was
increased by $14 million in the current year.

The prior year's estimate was originally developed in 2003, based on orders of cost
which were developed from unit rates used for clean-up at Southside and budget
estimates from consultants hired by potential developers at the Morgan’s Point site. The
Government had a registered professional engineer conduct an independent review of
the estimates in 2008, 2010 and 2012.

A request for proposal was issued by the Government in July 2009 with proposed
cleanup standards for Morgan’s Point. The registered professional engineer
independently estimated in 2010 that if this proposal was to be contracted, it would cost
the Government $14 million to $25 million in addition to the amounts already accrued.

The Government signed the Morgan’s Point Exchange Agreement with Southlands
Limited and Morgan’s Point Limited. The agreement exchanged 12.454 hectares of land
owned by Southlands Ltd., located in Warwick, for 66.82 acres of freehold land at
Morgan’s Point in Southampton. Furthermore, the agreement provides Morgan’s Point
Limited, as the Developer, the ability to develop an additional 128.46 acres of Leasehold
property at Morgan’s Point, as further detailed in the Morgan’s Point Land Development
Agreement, also signed and dated April 8, 2011, amongst the same parties.

Article 6 of the Morgan’s Point Land Development Agreement, states the Bermuda
Government is still responsible for the remediation of the Morgan’s Point property to
international standards deemed reasonably acceptable to the Developer. These
standards are met in the RFP issued in 2009. Therefore, an additional $14 million has
been accrued in the current year to ensure the liability is within the range of the
estimates developed. The registered professional engineer independently currently
estimates that if this proposal was to be contracted, it would cost the Government $34.5
million, which is the maximum of the range disclosed above.
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10. Contingent Liabilities (cont’d)

(d) Hotels Concession Act 2000 and the Memorandum of Understanding
between the Minister of Finance and the Bermuda Hotel Association

On February 21, 2009, the Government entered into a Memorandum of Understanding
(“MoU”) with the Bermuda Hotel Association to provide exemptions for applicable hotels
from the payment of payroll tax. The assessment of the exemption was to be done
quarterly and, if applicable, would allow for the full exemption of the quarterly payroll tax.
This MoU has been extended to March 31, 2013.

The Hotels Concession Act 2000 allows for the full or partial exemption from or deferral
of payroll tax, land tax and hotel occupancy tax for hotels which undergo development
deemed to be in the national economic interest of Bermuda as if it is determinable that
the development will, among other considerations:

e benefit the tourism industry and the economy;

o create employment and entrepreneurial opportunities for Bermudians;
e encourage local development, or;

e employ and train Bermudians.

The concessions are granted at the discretion of the Minister of Tourism with the written
agreement of the Minister of Finance for those hotels that apply for the concessions. The
Hotels Concession Act 2000 permits an exemption from, either in part or in full, or
deferral of the payroll tax, land tax and hotel occupancy tax for a period not exceeding
five years from the hotel's opening date.

The concession afforded to the hotels is non-refundable and in instances where the
payroll tax is deemed null and void due to the MoU, the concession remains as a contra-
revenue amount to be applied against any future payroll tax incurred by those hotels.

The Government is obligated to recognize the effect of the concessions when payroll tax
is actually incurred unless they are dismissed by the Minister of Finance. No liability has
been admitted and no provision for collectibility is included in the financial statements.
Any resulting losses of payroll tax will be recorded and charged to operations in the year
the payroll tax is effective.

The total of the hotel concessions as at March 31, 2012 is $3,069,262 (2011 -
$1,201,500) which may be applied against any future payroll tax incurred ($2,252,510)
and future hotel occupancy tax incurred ($816,752) by the applicable hotels.

(e) Air Service Agreements
(i) WestJet

On November 1, 2011, the Government renewed a Revenue Guaranty
Agreement with WestJet. In consideration of the revenue guaranty provided by
the Guarantor, WestJet agrees to operate scheduled daily service between
Toronto and Bermuda for the period November 1, 2011 to April 30, 2012
(“Guaranty Period”).
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10. Contingent Liabilities (cont’d)

The Government has guaranteed that WestJet will receive the minimum 10%
operating margin for the scheduled service during the Guaranty Period. Upon the
completion of the Guaranty Period, WestJet shall calculate the fully allocated
profit margin consistent with the reporting process historically utilized by WestJet
in determining route profitability (the “Profit Margin”). Additionally, WestJet shall
deliver an operational report summarizing route specific traffic statistics,
revenues, fully operating costs, profit margins, and funds required to achieve
10% profit margin to Guarantor (the “Report”). If the Profit Margin exceeds 10%
during the Guaranty Period, no payment is due to WestJet. If the Profit Margin
fails to reach 10% in the Guaranty Period, the Government shall pay to WestJet
the difference between the actual Profit Margin and the amount of additional
earnings that would hence result in a 10% Profit Margin within thirty (30) days of
receipt of the Report to a maximum of $1,450,000 USD.

The Government has established and delivered to WestJet an irrevocable Letter
of Credit (“LOC”) which came into effect April 14, 2010 issued by Bank of
Bermuda, HSBC (“HSBC”) in the amount of US$500,000.

On August 28, 2011, the Government paid $1,266,559 to WestJet for the
revenue guarantee period of November 1, 2010 to April 30, 2011. On February
15, 2012, the Government paid $1,000,000 to WestJet for the revenue guarantee
period of May 1, 2011 to October 31, 2011.

(ii) American Airlines Inc.

On November 18, 2011, the Government entered into an Air Service Agreement
with American Airlines Inc. In consideration of the Air Service Agreement
provided by the Government, American Airlines shall provide regular scheduled
passenger Air Service between Miami International Airport and Bermuda
International Airport in both directions effective November 18, 2011 through
November 17, 2012. The Government has guaranteed payment to American of
any revenue shortfall during the Air Service Period, if the Total Revenue as
defined in the contract, from the provision of the Air Service is less than the
Minimum Revenue Requirement as set forth in the contract.

In consideration of the Air Service provided by American Airlines the Government
has established and delivered an irrevocable LOC issued by HSBC in the
amount of US$1,500,000 which came into effect February 25, 2011.

On February 15, 2012, the Government paid $361,536 to American Airlines for
the fiscal year end November 2011 revenue shortfall.
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10. Contingent Liabilities (cont’d)

(f) Operating Agreement — Pembroke Hamilton Club

On September 18, 2008, the Government entered into an operating agreement with the
Pembroke Hamilton Club for the use of its planned multi-purpose community complex.
The Government agrees to pay a minimum of $391,000 per year, for a twenty year
period, for the use of the facilities. However, this agreement is only operational upon the
issuance of the Completion Certificate issued by the Department of Planning. We are
unable to determine when, or if, the Completion Certificate will be issued.

11. Non-Contractual Operational Commitments

The Government has ongoing commitments to fund a variety of programs for public
welfare including health, education, social services, protection of persons and properties,
and management of natural resources. The following is an analysis of the future, non-
contractual, operational commitments:

2012
$
2013 5,354,805
2014 16,608,666
2015 300,000
2016 300,000
2017 300,000
2018 and subsequent 1,230,000
Total Future Operational Commitments 24,093,471
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12. Contractual Commitments

(a) Capital Leases

The average period of capitalized leased office machines is 3 years. Leases are
capitalized based on the discounted rate of 6.04% and amortized on a straight-line basis

over the period of the lease.

The following is an analysis of the leases:

2012 2011
$ $
Present value of lease cost 4,602,292 4,351,940
Less: Accumulated amortization (3,903,506) (3,560,100)
Present value of leases payable 698,786 791,840

The following is a schedule of discounted future minimum lease payments under leases
expiring up to March 31, 2016:

2012
$
2013 283,395
2014 202,573
2015 81,772
2016 )
Add: Discounted Amount 131,046
Present value of lease obligation 698,786

(b) Contractual Obligation

The nature of government activity results in some large multi-year contracts and
agreements of various sizes and importance. Any financial obligations resulting from
these are recorded as a liability when the terms of these contracts and agreements for
the acquisition of goods and services or the provision of transfer payments are met.
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12. Contractual Commitments (cont’d)

The following is an analysis of estimated future expenditures related to these contractual
obligations:

2012
$
2013 26,602,369
2014 3,682,879
2015 2,855,847
2016 1,657,860
2017 758,240
2018 and subsequent 2,217,270
Total Contractual Obligations 37,774,465

(c) Operating Leases
The Government rents premises under operating leases which expire at certain dates.

The following is an analysis of the future minimum operating lease payments:

2012
$
2013 12,741,533
2014 11,956,448
2015 10,152,280
2016 7,507,632
2017 4,748,934
2018 and subsequent 20,731,298
Total Future Minimum Operating Lease Payments 67,838,125
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13. Supplementary Estimates and Virements (Transfers)

Section 96(3) of the Bermuda Constitution Order 1968 allows for Supplementary
Estimates in respect of any fiscal year it is found that (a) the amount appropriated by the
appropriation law for any purpose is insufficient or that a need has arisen for expenditure
for a purpose for which no amount has been appropriated by that law; or (b) moneys
have been expended for any purpose in excess of the amount appropriated for that
purpose by the appropriation law or for a purpose to which no amount has been
appropriated by that law, a supplementary estimate, showing the sum required or spent,
shall be laid before the House of Assembly. Section 96(4) of the Bermuda Constitution
Order 1968 requires that a Supplementary Appropriation Bill be introduced into the
Legislature as soon as practical after year end of the year that supplementary estimates
have been necessary.

The Public Treasury (Administration and Payments) Amendment Act 2004 allows a
Permanent Secretary or a Head of Department to transfer a part of a Department’s
approved budget to another Department within the same Ministry, subject to the consent
of the Minister of Finance. Virements do not increase the overall appropriation amount
but facilitate the redeployment of approved budget resources after the start of a financial
year.

During the year $70,376,000 (2011 - $49,969,000) in Supplementary Estimates were
approved and spent which consisted of $70,376,000 (2011 - $49,969,000) for current
expenditure and $0 (2011 - $0) for capital expenditure.

During the year $18,668,147 (2011 - $12,352,977) in virements were approved and
transferred which consisted of $5,867,896 (2011 - $8,570,017) for current expenditure
and $12,800,251 (2011 - $3,782,960) for capital expenditure.

Additional expenditures of $33,774,412 (2011 - $23,517,956) were incurred in excess of
amounts appropriated by the Ministry and will require final approval, which consisted of
$25,330,112 (2011 - $22,634,452) for current expenditure and $8,444,300 (2011 -
$883,504) for capital expenditure.

Additional virements of $11,484,831 (2011 - $30,086,119) require final approval and
transfer, which consisted of $9,056,035 (2011 - $23,111,814) for current expenditure
and $2,428,796 (2011 - $6,974,305) for capital expenditure.

14. Related Party Transactions
(a) Funds

The Fund is related to the GEHI Fund, the CPF, the MMLPF, the Bermuda Department
of Tourism North America Retirement Plan (“BDTRP”), the PSSF, the Confiscated
Assets Fund, the GBSF, the Health Insurance Fund, the Mutual Re-insurance Fund, the
FutureCare Fund and the Government Reserves Fund.
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14. Related Party Transactions (cont’d)

The financial activities of these funds are reported separately in each fund's financial
statements. The Fund provides accounting and certain administrative services to these
funds. These transactions are in the normal course of operations and are measured at
the appropriate exchange amount. The other activities represent the net position of
contributions payable to the funds and expenses paid out of the Fund on behalf of the
funds. Schedules 3 and 3(a) display details of unpaid balances due from and due to the
funds which have arisen from normal operating activities. The rate of interest accruing
on the balances is 7% per annum.

(b) QUANGOSs and Other Related Organizations

The Fund is related to certain quasi-autonomous non-governmental organizations
(“QUANGOS”) and other government controlled organizations. QUANGOs are
government businesses which have been established under their respective legislative
incorporation acts. Other government-related organizations are organizations that are
controlled by government either by the possession of shares or voting rights or by some
other means.

The Fund enters into transactions with the QUANGOs and other related organizations in
the normal course of business which are measured at the exchange amount, which is
the amount of consideration established and agreed upon by the related parties.

Schedules 3 and 3(a) include details of balances due from and due to these entities
which have arisen from normal operating activities. During the year, no interest was
charged and/or incurred from or to the Fund and the various QUANGOs and other
related organizations.

(i) Bermuda Monetary Authority (“BMA”)

In accordance with Section 8 (3) of the Bermuda Monetary Authority Act 1969,
the BMA pays a portion of its net profit (historically 50%) to the Consolidated
Fund of the Government.

The BMA did not report a net profit for the year ended December 31, 2011, thus
no transfer was required to be made to the Consolidated Fund.

(ii) Bermuda Land Development Company Limited (“BLDC”)

On November 12, 1996 (date of inception), the Government purchased
2,500,000 common shares of BLDC. The shares are valued at par $1 each and
are held in trust by the Minister of Finance.
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14. Related Party Transactions (cont’d)

On November 12, 1996 (date of inception), the Government purchased
2,500,000 common shares of BLDC. The shares are valued at par $1 each and
are held in trust by the Minister of Public Works.

(iii) Bermuda Housing Corporation (“BHC”)

On July 12, 2011, the Government provided a letter of comfort to the Bank of NT
Butterfield (“BNTB”) on behalf of the Bermuda Housing Corporation (“BHC”)
which states, “To the extent that the BHC operates programmes which do not
break even, the Government appropriates annual grants which enable BHC to
comply with its legislation.”

(c) Interdepartmental Transactions

Interdepartmental transactions are those transactions in which revenues and expenses
are generated between Government departments and/or Ministries. These revenues and
the related expenses should be eliminated from the Fund’s figures. As per Note 3(d),
interdepartmental revenues and expenses are not eliminated. However, all
interdepartmental revenues and expenses have been identified and are shown in
Schedules 9(a) and 10(c), respectively.

15. Tangible Capital Asset Recognition

As disclosed in the Statement of Operations and Accumulated Deficit as a restatement
of the 2011 financial statements, sidewalks have now been recognized as a part of
infrastructure in the financial statements as at April 1, 2010. The assets in these classes
purchased prior to April 1, 2010 have been recognized at amortized value. The
recognition of the amortized value of these capital assets has been offset by an
adjustment to the accumulated deficit, as disclosed in the Statement of Operations and
Accumulated Deficit, excluded from the purchase of assets in the Statement of Cash
Flow, and included at gross values in Schedule 11.

16. Bank Overdraft

As at March 28, 2012 the Government has an overdraft facility agreement at the Bank of
NT Butterfield (‘BNTB”) of $50 million which expires on June 30, 2012. The facility bears
interest at 1.20% per annum above the BNTB’s Bermuda Dollar base rate.

As at March 27, 2012, the Government has an overdraft facility agreement at the Bank
of Bermuda, HSBC (“HSBC”) of $90 million which expires on September 30, 2012. The
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16. Bank Overdraft (cont’d)

daily charges applied to overdrawn balances is 1% above HSBC’s base rate.
Unauthorized overdraft balances are charged at 7.50% over the bank’s base rate.

17. Temporary Loans Act (1973)

During the current fiscal year the Government had to meet some of its borrowing
requirements by increasing overdraft facilities with local financial institutions. These
amounts were raised under the Government Loans Act 1978 which provides the Minister
of Finance with the authority to borrow in such manner and on such terms and
conditions as may be agreed with the lenders; provided overall borrowing does not
exceed $1.45 billion.

This provision is in conflict with the Temporary Loans Act 1973 which restricts the
Minister of Finance to certain forms of borrowing classified as temporary loans. The
definition of a temporary loan is one in which principal and interest is to be repaid to the
lender not later than fifteen months after the funds are raised. The limit for temporary
loans established under this Act is 10% of annual budget estimates of expenditure
approved by the House of Assembly for the financial year in which the borrowing takes
place.

As the overdraft facilities described in Note 16 were for terms of less than fifteen months,
these facilities could be classified as temporary loans, in which case the Government
would not be in compliance with Section 2 of the Temporary Loans Act 1973.

The overdraft facilities were paid off on July 3, 2012.

18. Increase in Borrowing Limit

Effective March 27, 2012, the Government increased the legislated borrowing limit from
$1.25 billion to $1.45 billion.

19. Increase in Borrowing

On May 20 2011, the Government entered into a Term Loan Facility Agreement with
Butterfield Bank of BDA$ 200 million. The purpose of the loan facility was to replace
existing overdraft facilities, with the balance used to fund capital expenditure programs
and for other budgeted governmental purposes. Interest charged on the loan is 4.95%
per annum. The facility has been fully utilized.
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20. Restatement of Prior Period

(a) Correction of Error

As disclosed in note 7, the establishment of the Unemployment Insurance Fund (the
“Fund”) in March 2002 should have been recorded and disclosed as a grant from the
Government. Additionally, all ancillary transactions (bank deposits, interest and bank
charges) relating to the Fund since its inception should be recorded as grants to the
Fund from the Government increasing the offsetting liability account of the Fund. As a
result of this correction, the prior years’ Unemployment Insurance Fund liability account
has been increased by $1,154,180.

The prior years’ Unemployment Insurance Fund liability and Accumulated Deficit have
been restated accordingly.

Due To Unemployment Insurance Fund (Correction of Error)

As previously stated (March 31, 2011) $0
As restated: $1,154,180

(b) Correction of Estimate

Prior to the commencement of the fiscal year, April 1, 2010, Government employees,
who had vested in the PSSF, but had left Government employment prior to being eligible
to receive the pension earned ("deferred pensioners"), were allowed, when they became
eligible to receive their pension, to receive the benefit of GEHI coverage.

However, after review, it was determined that under the law, deferred pensioners are not
eligible for the benefit of GEHI coverage when they reach pension eligibility.

Therefore, commencing in the fiscal year April 1, 2010, the policy was adopted that
deferred pensioners would no longer automatically be entitled to GEHI coverage and this
benefit would be curtailed. All pensioners receiving this benefit, after previously being a
deferred pensioner, will continue to receive this benefit. This policy will not be applied
retroactively.

As a result of this curtailment, all deferred pensioners have been removed from the prior
year's estimate of the Retirement Benefits Other than Pensions, (note 9(f)), and the
obligation has been decreased by $34,121,628.

The prior years’ Pensions and Retirement Benefits and Accumulated Deficit have been
restated accordingly.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

20. Restatement of Prior Period (cont’d)

Pensions and Retirement Benefits (Correction of Estimate)

As previously stated (March 31, 2011) $1,049,575,594
As restated $1,015,453,966

Accumulated Deficit (Correction of Error and Estimate)

As previously stated (March 31, 2011) $1,295,726,324
As restated $1,262,758,878

21. Subsequent Events

(a) WEDCO Guarantee

On April 24, 2012, the Minister of Finance consented to the borrowing of $36 million by
WEDCO from BNTB to facilitate the completion of the Infrastructure and Housing Project
in Dockyard.

The Ministry of Finance further guarantees and will make good any default on the part of
WEDCO in the payment of the loan to BNTB and all related interest fees and charges
due as a result of default by WEDCO until all indebtedness to BNTB has been fully
discharged.

(b) Air Service Agreement — WestJet

On June 22, 2012, the Government paid $1,450,000 to WestJet for the winter 2011
revenue guarantee.

(c) Increase in Borrowing

On June 26, 2012, the Government entered into a public bond offering in the
international debt capital markets authorizing the issue and sale of $475 million of 10-
year, fixed rate bonds priced at par. The coupon and yield of the bonds are 4.138% per
annum. The bonds are due in January 2023 and interest is payable semi-annually. The
proceeds of these bonds were used to repay all of our outstanding short-term
indebtedness with local banks and a BD$200 million credit facility with a local bank that
would have matured in 2014, with the balance to be used to fund capital expenditure
programs and for other budgeted governmental purposes.
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Appendix 6

Government of Bermuda — Consolidated Fund
Notes to the Financial Statements
March 31, 2012

21. Subsequent Events (cont’d)

(d) Overdraft Facilities

On June 26, 2012 the overdraft facility of $90 million (see Note 16) with HSBC was
increased to $170 million. On July 6, 2012 it reverted back to $25 million, to expire on
September 30, 2012. The daily charges applied to overdrawn balances remained at 1%
above HSBC'’s base rate.

(e) Bermuda Housing Corporation (“BHC”) Guarantee

On October 30, 2012, the Minister of Finance granted approval to the borrowing of $36
million by BHC from BNTB to finance the purchase of the units of phase three of the
Grand Atlantic Housing Development (“Grand Atlantic”) and to repay the loans advanced
by the bank for Grand Atlantic phases one and two. This loan facility is for a two year
duration.

The Ministry of Finance further guaranteed to make good any default on the part of BHC

in the payment of the loan to BNTB and all related interest fees and charges due as a
result of default by BHC until all indebtedness to BNTB has been fully discharged.

22. Comparative Figures

Certain comparative figures have been restated and reclassified to conform to the
current year’s presentation.
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Appendix 6

Government of Bermuda - Consolidated Fund

Schedule 1: Accounts Receivable

As at March 31 2012 2011

Actual Actual

$ $

Office of the Tax Commissioner 164,879,657 182,218,897
Works & Engineering 5,220,326 3,642,490
Airport Operations 4,507,169 3,556,516
Registrar of Companies 3,996,988 3,761,285
Judicial Department 3,711,821 3,176,345
Telecommunications 3,290,392 2,975,324
Fire Services 2,993,334 2,437,573
Accountant General 2,888,778 631,573
Post Office 2,307,912 2,456,497
Customs 2,176,578 2,681,816
Department of Education 1,490,174 1,478,712
Department of Health 1,389,906 1,191,239
Ministry of Public Works HQ 967,680 1,063,450
Civil Aviation 829,928 167,456
Public Lands & Buildings 809,149 640,979
Public Transportation 639,581 191,751
Conservation Services 341,422 280,056
Maritime Administration 319,264 224,288
Office of the Auditor General 233,000 -
Marine & Ports Services 210,671 179,724
Human Resources 165,657 183,852
Police 165,060 119,776
Ministry of National Security HQ 154,092 -
Environmental Protection 97,627 207,900
Financial Assistance 58,410 59,810
Registry General 56,954 61,720
Information Technology Office 44,527 -
Planning 38,711 -
Transport Control Department 35,187 49,282
Ministry of Health HQ 31,708 -
Project Management & Procurement 13,773 -
Ministry of Environment, Planning & Infrastructure Str. HQ 10,500 16,500
Tourism 8,996 1,404
Parks 6,027 6,027
Child & Family Services 3,425 22,403
Land, Surveys and Registration 3,360 -
Libraries 979 1,723
Ministry of Government Estates & Information Services HQ 964 -
Attorney General's Chambers 877 1,177
Parlimentary Registrar 50 50
Youth, Sport & Recreation - 330

204,100,614 213,687,925
Less: Provision for Doubtful Accounts 65,129,101 47,051,065

138,971,513 166,636,860
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Government of Bermuda - Consolidated Fund

Schedule 2: Inventories for Consumption

Appendix 6

As at March 31 2012 2011
Actual Actual
$ $

Public Transportation 3,832,110 4,105,916
Ministry of Public Works HQ 3,332,232 5,814,378
Marine & Ports Services 2,350,197 2,491,369
Works & Engineering 2,097,020 -
Police 1,424,446 1,434,700
Department of Education 1,013,486 903,481
Department of Corrections 415,396 408,590
Health 307,525 473,097
Defence 249,457 751,113
Public Lands & Buildings 173,337 -
Conservation Services 75,818 84,512
Post Office 29,373 28,195
Border Control - 141,422
Transport Control Department - 53,409

15,300,397 16,690,182
Less: Provision for Obsolescence 1,726,594 1,713,222

13,573,803 14,976,960
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 3: Due From Gov't Funds and Agencies

As at March 31 2012 2011
Actual Actual
$ $

Contributory Pension Fund 13,616,130 -
Health Insurance Fund 8,969,970 7,236,525
Government Borrowing Sinking Fund 6,520,212 6,575,219
Bermuda Hospitals Board 3,013,277 3,649,982
Confiscated Assets Fund 2,783,446 4,476,320
Government Reserves Fund 1,129,106 -
Bermuda Monetary Authority 1,063,479 1,119,846
Golf Courses 897,379 824,711
CedarBridge Academy 374,976 92,836
West End Development Corporation 299,994 382,019
Bermuda Housing Corporation 279,499 288,724
Bermuda College 274,679 307,128
Bermuda Land Development Company 183,417 91,508
Pembroke Parish Council 98,408 96,899
Bermuda Health Council 55,434 9,959
Bermuda Economic Development Corporation 30,193 30,199
Financial Intelligence Agency 28,274 32,186
Pension Commission 21,145 40,137
Parish Councils 20,865 18,846
Berkeley Institute 14,397 23,490
Bermuda Housing Trust 11,368 11,423
Whitney Institute 5,111 6,270
National Sports Centre 1,298 14,445
St. George's Preparatory School 814 2,032
Department of Tourism North American Retirement Plan - 10,000
Sandys Secondary Middle School - 8,238
Bermuda Educators Council - 1,438

39,692,871 25,350,380
Less: Provision for Doubtful Accounts 8,969,970 7,236,525

30,722,901 18,113,855
Government of Bermuda - Consolidated Fund
Schedule 3(a): Due to Gov't Funds and Agencies
As at March 31 2012 2011

Actual Restated
(Note 20)
$ $

Bermuda Hospitals Board 24,984,362 22,121,357
Ministers and Members Pensions Fund 10,789,460 10,472,058
Public Service Superannuation Fund 2,563,962 4,366,587
Health Insurance Fund 1,476,397 640,970
Department of Tourism North American Retirement Plan 701,256 701,256
Bermuda Health Council 100,000 -
Sandys Secondary Middle School 65,841 -
West End Development Corporation 57,394 6,981
Bermuda Land Development Company 5,142 5,142
Bermuda Economic Development Corporation 3,800 3,800
Golf Courses 1,943 1,943
Bermuda College 1,672 1,672
Bermuda Housing Corporation 400 400
Contributory Pension Fund - 9,359,040
Unemployment Insurance Fund - 1,154,182
Government Reserves Fund - 1,144,857
Government Employees Health Insurance Fund - 961,770

40,751,629 50,942,015

214 2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda


rgilbert
Text Box

rgilbert
Text Box
Appendix 6

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text

rgilbert
Typewritten Text
_______________________________________________________________________________________________
214                                                          2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 

rgilbert
Typewritten Text


Government of Bermuda - Consolidated Fund
Schedule 4: Long-Term Receivables

Appendix 6

As at March 31 2012 2011

Actual Actual

$ $

Student Loans and Teacher Training Awards 1,090,461 1,060,508
Customs Duty 432,158 843,827

1,522,619 1,904,335
Government of Bermuda - Consolidated Fund
Schedule 5: Accounts Payable and Accrued Liabilities
As at March 31 2012 2011

Actual Actual

$ $
Base Lands Clean Up 40,250,000 26,250,000
Department Trade Accounts 39,705,206 43,720,679
Deposits Held 18,224,385 15,564,893
Employees' Leave Entitlements 17,879,671 18,788,777
Interest on Debt 17,320,437 17,174,018
Teachers' Salaries & Leave Entitlements 9,749,741 9,089,152
Guarantee Payable to WEDCO (Note 10(a)) 7,142,858 8,571,429
Salaries, Wages and Benefits 3,228,533 6,476,471
Leases Payable 567,740 731,014
154,068,571 146,366,433
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Appendix 6

Government of Bermuda - Consolidated Fund

Schedule 6: Deferred Revenue

As at March 31 2012 2011

Actual Actual

$ $

Transport Control Department 17,076,161 17,706,189
Civil Aviation 11,534,493 10,681,720
Economy, Trade & Industry HQ 4,507,641 -
Post Office 419,367 423,994
Police 160,030 145,727
Environmental Protection 109,836 109,836
Public Lands & Buildings 90,812 90,812
Health Department 62,874 44,818
Parks 27,927 46,278
Youth, Sport & Recreation 27,688 27,837
Tourism 24,661 18,845
Marine & Ports Services 3,975 942,532
Border Control - 3,904,163

34,045,465 34,142,751
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Government of Bermuda - Consolidated Fund

Schedule 7: Interest Bearing Debt - Net of Sinking Fund

As at March 31

2012

Actual

2011

Actual

Loan Facility - US$
Issue Date: May 18, 2011
Interest: 4.95% payable annually

Facility Fee: 0.5% per annum payable quarterly

Loan Due: April 30, 2014

Senior Notes Due 2020 - US$
Issue Date: July 13, 2010
Interest: 5.60% payable semi-annually
January 20 and July 20
Notes Due: July 20, 2020

Senior Notes Due 2019 - US$
Issue Date: November 10, 2009
Interest: 5.93% payable semi-annually
November 10 and May 10
Notes Due: November 10, 2019

Senior Notes Due 2016- US$
Issue Date: November 10, 2009
Interest: 5.27% payable semi-annually
November 10 and May 10
Notes Due: November 10, 2016

Senior Notes Due 2019 - US$
Issue Date: May 21, 2009
Interest: 7.38% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2019

Senior Notes Due 2016 - US$
Issue Date: May 21, 2009
Interest: 6.98% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2016

Senior Notes Due 2014 - US$
Issue Date: May 21, 2009
Interest: 6.55% payable semi-annually
May 21 and November 21
Notes Due: May 21, 2014

Senior Notes Due 2022 - US$
Issue Date: December 4, 2007
Interest: 5.73% payable semi-annually
June 4 and December 4
Notes Due: December 4, 2022

Senior Notes Due 2014 - US$
Issue Date: June 10, 2004
Interest: 5.39% payable semi-annually
June 10 and December 10
Notes Due: June 10, 2014

$

200,000,000

500,000,000

80,000,000

60,000,000

100,000,000

30,000,000

45,000,000

140,000,000

75,000,000

$

500,000,000

80,000,000

60,000,000

100,000,000

30,000,000

45,000,000

140,000,000

75,000,000

Less: Sinking Fund (Note 5)

1,230,000,000
114,747,081

1,030,000,000
85,508,498

1,115,252,919

944,491,502

Appendix 6
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Appendix 6

Government of Bermuda - Consolidated Fund

Schedule 8: Revenue By Type

For the year ended March 31 2012 2012 2011
Original
Estimates Actual Actual
$ $ $
Taxes & Duties
Payroll Tax 350,000,000 344,702,370 423,049,799
Customs Duty 200,000,000 180,696,578 195,807,157
Land Tax 52,000,000 52,312,877 49,131,169
Passenger Tax 34,370,000 35,068,899 32,345,082
636,370,000 612,780,724 700,333,207
Other Taxes & Duties
Stamp Duty 26,292,000 25,112,718 35,362,265
Foreign Currency Purchase Tax 27,000,000 23,106,834 24,712,350
Non-Bermudian Land Acquisition Tax 11,351,000 12,121,040 15,397,432
Hotel Occupancy Tax 9,500,000 10,906,607 7,028,453
Corporate Services Tax 3,600,000 3,244,309 3,298,216
Betting Tax 850,000 1,487,450 1,365,234
Timesharing Tax 200,000 578,519 56,903
78,793,000 76,557,477 87,220,853
Total Taxes & Duties 715,163,000 689,338,201 787,554,060
Fees, Permits & Licences
International Companies 68,515,000 60,479,284 61,455,783
Vehicle Licences & Registration 25,207,000 26,671,933 26,582,795
Registration of Aircraft 20,634,000 23,196,885 17,393,790
Telecommunications 15,300,000 13,661,343 12,498,062
Air Terminal & Aviation 10,748,000 10,809,825 9,985,287
Wharfage 7,750,000 8,968,804 1,637,275
Immigration 16,605,000 8,730,480 10,212,606
Bus Transportation 7,900,000 7,989,490 8,345,834
Postal Services 5,424,000 5,369,529 5,455,532
Water 4,738,000 5,180,296 5,081,512
Registration of Shipping 3,126,000 4,208,866 3,545,808
Solid Waste Services 3,520,000 4,111,317 3,481,115
Services to Seaborne Shipping 2,547,000 3,036,162 2,708,111
Local Companies 3,149,000 2,778,498 3,320,615
Rentals 2,261,000 2,493,836 2,014,078
Other Customs Fees & Charges 745,000 2,265,187 1,911,627
Ferry Services 1,314,000 1,854,422 1,123,546
Trade and Service Mark 1,381,000 1,788,790 1,689,651
Planning Fees and Searches 937,000 828,304 1,355,786
Companies Licences 475,000 595,049 347,487
Liquor Licences 351,000 326,345 319,125
Plant Production and Marketing Centre 425,000 280,906 126,441
Insurance Fees - 107,742 121,600
203,052,000 195,733,293 180,713,466
Other Revenue
Other 14,343,000 22,821,646 21,599,480
Fines & Forfeitures 3,983,000 2,822,806 4,151,439
18,326,000 25,644,452 25,750,919
Investment Income 3,500,000 3,465,694 2,709,960
21,826,000 29,110,146 28,460,879
TOTAL REVENUE 940,041,000 914,181,640 996,728,405
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Government of Bermuda - Consolidated Fund
Schedule 9: Revenue By Ministry / Department

Appendix 6

For the year ended March 31 2012 2012 2011
Original
Estimates Actual Actual
$ $ $
Non-Ministry Departments
05 Office of the Auditor General 807,000 798,777 577,061
63 Parliamentary Registrar 252,000 177,278 262,740
01 Governor & Staff - 7,260 9,526
92 Internal Audit - 1,493 1,456
02 Legislature 2,000 - -
85 Ombudsman's Office - (486) -
1,061,000 984,322 850,783
Cabinet Office Departments
09 Cabinet Office - 9,298 2,520
26 Department of Human Resources - 60 -
14 Department of Statistics - (9,471) -
- (113) 2,520
Ministry of Transport
34 Transport Control Department 25,208,000 27,029,093 26,574,443
57 Civil Aviation 20,664,000 23,305,390 17,434,950
31 Airport Operations 11,798,000 11,971,054 11,127,278
35 Public Transportation 7,900,000 8,008,415 8,360,301
30 Marine & Ports Services 4,552,000 6,172,528 4,977,227
73 Maritime Administration 3,125,000 4,230,376 3,561,986
48 Ministry of Transport HQ - 33,098 -
73,247,000 80,749,954 72,036,185
Ministry of Justice
03 Judicial Department 8,567,000 6,932,883 12,009,231
88 National Drug Control 64,000 48,203 699,712
87 Ministry of Justice HQ - 32,074 2,643,590
74 Court Services - 2,949 (2,564)
25 Department of Corrections - 1,954 -
75 Department of Public Prosecutions - 838 95,974
04 Attorney General's Chambers - 113 1,065
8,631,000 7,019,014 15,447,008
Ministry of Finance
38 Office of the Tax Commissioner 499,560,000 492,874,678 568,719,993
12 Customs 209,264,000 196,995,020 202,640,880
11 Accountant General 3,500,000 3,987,122 3,956,259
10 Ministry of Finance HQ 2,000,000 2,022,465 2,002,267
28 Department of Social Insurance - 9,225 -
714,324,000 695,888,510 777,319,399
Ministry of Education
17 Department of Education 220,000 195,366 189,689
220,000 195,366 189,689
Ministry of Health
22 Health Department 2,246,000 2,997,293 2,445,376
91 Health Insurance - 4,500 137,717
21 Ministry of Health HQ - 348 -
2,246,000 3,002,141 2,583,093
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Appendix 6

Government of Bermuda - Consolidated Fund

Schedule 9: Revenue By Ministry / Department (cont'd)

For the year ended March 31 2012 2012 2011

Original

Estimates Actual Actual
$ $ $

Ministry of the Environment, Planning & Infrastructure Strategy
46 Telecommunications 15,299,000 13,661,343 12,450,556
32 Department of Planning 1,047,000 1,002,073 1,460,863
72 Environmental Protection 737,000 596,664 782,179
50 Ministry of the Environment, Planning & Infr. Str. HQ 18,000 17,551 17,513
49 Land Valuation - 530 15
97 Land, Surveys & Registration - 455 -
42 Rent Commissioner 1,000 245 170

17,102,000 15,278,861 14,711,296
Ministry of Youth, Families, Sports & Community Development
20 Youth, Sport & Recreation 779,000 902,794 876,053
52 Community and Cultural Affairs 210,000 155,384 211,073
23 Child & Family Services 90,000 109,981 93,371
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ - 7,093 720
56 Human Affairs - 26 5,616
55 Financial Assistance - - 139,135

1,079,000 1,175,278 1,325,968

Ministry of National Security
27 Border Control 12,406,000 12,895,181 25,606,754
45 Fire Services 712,000 559,197 (280,281)
07 Police 477,000 501,517 470,554
06 Defence - 23,515 90,748
83 Ministry of National Security HQ - 12,144 -

13,595,000 13,991,554 25,887,775
Ministry of Economy, Trade & Industry
94 Ministry Economy, Trade & Industry HQ 15,550,000 7,953,214 -
13 Post Office 5,453,000 5,399,814 5,608,905
60 Labour & Training 242,000 4,640 24,994

21,245,000 13,357,668 5,633,899
Ministry of Public Works
82 Works & Engineering 9,968,000 11,468,254 10,137,810
69 Conservation Services 825,000 900,512 591,201
36 Min. of Public Works HQ 122,000 750,040 96,225
68 Parks 254,000 258,456 210,301

11,169,000 13,377,262 11,035,537
Ministry of Government Estates & Information Services
81 Public Lands & Buildings 1,750,000 2,086,073 1,589,582
29 Registry General 852,000 1,115,207 1,942,960
18 Libraries 14,000 17,879 16,330
19 Department of Archives 4,000 2,902 4,546
43 Information Technology Office - - 2,706

2,620,000 3,222,061 3,556,124

Ministry of Business Development & Tourism
39 Registrar of Companies 72,738,000 64,935,135 65,834,010
95 Min. of Business Dev. & Tourism HQ 732,000 956,898 -
33 Tourism 32,000 35,929 315,119
67 E- Commerce - 11,800 -

73,502,000 65,939,762 66,149,129
TOTAL REVENUE 940,041,000 914,181,640 996,728,405
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Government of Bermuda - Consolidated Fund

Appendix 6

Schedule 9(a): Interdepartmental Revenue By Ministry / Department

For the year ended March 31 2012 2012 2012
Interdepartmental Gross Revenue Net
Revenue Actual Revenue
$ $ $
Non-Ministry Departments
05 Office of the Auditor General - 798,777 798,777
63 Parliamentary Registrar 50 177,278 177,228
01 Governor & Staff - 7,260 7,260
92 Internal Audit - 1,493 1,493
02 Legislature - - -
85 Ombudsman's Office - (486) (486)
50 984,322 984,272
Cabinet Office Departments
09 Cabinet Office - 9,298 9,298
26 Department of Human Resources 144 60 (84)
14 Department of Statistics - (9,471) (9,471)
144 (113) (257)
Ministry of Transport
34 Transport Control Department - 27,029,093 27,029,093
57 Civil Aviation - 23,305,390 23,305,390
31 Airport Operations 43,498 11,971,054 11,927,556
35 Public Transportation 22,714 8,008,415 7,985,701
30 Marine & Ports Services 84 6,172,528 6,172,444
73 Maritime Administration 16,200 4,230,376 4,214,176
48 Ministry of Transport HQ - 33,098 33,098
82,496 80,749,954 80,667,458
Ministry of Justice
03 Judicial Department 10,643 6,932,883 6,922,240
88 National Drug Control - 48,203 48,203
87 Ministry of Justice HQ - 32,074 32,074
74 Court Services - 2,949 2,949
25 Department of Corrections 5,288 1,954 (3,334)
75 Department of Public Prosecutions - 838 838
04 Attorney General's Chambers 113 113
15,931 7,019,014 7,003,083
Ministry of Finance
38 Office of the Tax Commissioner 35,559 492,874,678 492,839,119
12 Customs 586,876 196,995,020 196,408,144
11 Accountant General 275 3,987,122 3,986,847
10 Ministry of Finance HQ - 2,022,465 2,022,465
28 Department of Social Insurance 85 9,225 9,140
622,795 695,888,510 695,265,715
Ministry of Education
17 Department of Education 240 195,366 195,126
240 195,366 195,126
Ministry of Health
22 Health Department 65 2,997,293 2,997,228
91 Health Insurance - 4,500 4,500
21 Ministry of Health HQ - 348 348
65 3,002,141 3,002,076
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 9(a): Interdepartmental Revenue By Ministry / Department

For the year ended March 31 2012 2012 2012
Interdepartmental Gross Revenue Net
Revenue Actual Revenue
$ $ $
Ministry of the Environment, Planning & Infrastructure Strategy
46 Telecommunications 1,330 13,661,343 13,660,013
32 Department of Planning 4,070 1,002,073 998,003
72 Environmental Protection 1,351 596,664 595,313
50 Ministry of the Environment, Planning & Infr. Str. HQ 500 17,551 17,051
49 Land Valuation - 530 530
97 Land, Surveys & Registration 65 455 390
42 Rent Commissioner - 245 245
7,316 15,278,861 15,271,545
Ministry of Youth, Families, Sports & Community Development
20 Youth, Sport & Recreation 78,198 902,794 824,596
52 Community and Cultural Affairs 130 155,384 155,254
23 Child & Family Services - 109,981 109,981
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ - 7,093 7,093
56 Human Affairs - 26 26
55 Financial Assistance - - -
78,328 1,175,278 1,096,950
Ministry of National Security
27 Border Control 4,438 12,895,181 12,890,743
45 Fire Services 3,282 559,197 555,915
07 Police 970 501,517 500,547
06 Defence - 23,515 23,515
83 Ministry of National Security HQ - 12,144 12,144
8,690 13,991,554 13,982,864
Ministry of Economy, Trade & Industry
94 Ministry Economy, Trade & Industry HQ - 7,953,214 7,953,214
13 Post Office 9,201 5,399,814 5,390,613
60 Labour & Training - 4,640 4,640
9,201 13,357,668 13,348,467
Ministry of Public Works
82 Works & Engineering 706,897 11,468,254 10,761,357
69 Conservation Services 156 900,512 900,356
36 Min. of Public Works HQ 618 750,040 749,422
68 Parks - 258,456 258,456
707,671 13,377,262 12,669,591
Ministry of Government Estates & Information Services
81 Public Lands & Buildings 3,500 2,086,073 2,082,573
29 Registry General 1,170 1,115,207 1,114,037
18 Libraries - 17,879 17,879
19 Department of Archives - 2,902 2,902
43 Information Technology Office 94 - (94)
4,764 3,222,061 3,217,297
Ministry of Business Development & Tourism
39 Registrar of Companies - 64,935,135 64,935,135
95 Min. of Business Dev. & Tourism HQ - 956,898 956,898
33 Tourism - 35,929 35,929
67 E- Commerce - 11,800 11,800
- 65,939,762 65,939,762
TOTAL REVENUE 1,537,691 914,181,640 912,643,949
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Government of Bermuda - Consolidated Fund
Schedule 10: Expenses By Program

Appendix 6

For the year ended March 31 2012 2012 2012 2012 2011
Capital Capital Current Total Total
Development Acquisition Expenses Actual Actual
$ $ $ $ $
Economic Development
11 Accountant General - 26,799 85,189,099 85,215,898 86,457,250
82 Works & Engineering 3,423,050 - 52,244,936 55,667,986 46,626,280
81 Public Lands & Buildings 1,739,736 - 41,096,293 42,836,029 27,705,695
33  Tourism - - 30,207,319 30,207,319 39,288,193
31  Airport Operations 397,581 4,037 25,194,093 25,595,711 24,694,849
36 Ministry of Public Works HQ 763,149 177,844 24,270,491 25,211,484 7,536,106
35 Public Transportation 1,754 24,450 23,598,008 23,624,212 23,266,513
30 Marine & Ports Services - 19,705 23,094,307 23,114,012 22,504,602
13  Post Office 48 124,836 14,181,396 14,306,280 15,124,690
38 Office of the Tax Commissioner - - 12,436,940 12,436,940 13,347,860
10  Ministry of Finance HQ - 30,000 10,955,162 10,985,162 12,659,735
43  Information Technology Office - 1,439,454 9,292,626 10,732,080 9,796,311
57  Civil Aviation - 75,730 8,413,697 8,489,427 7,722,598
12 Customs - (88,791) 8,092,349 8,003,558 20,064,256
34  Transport Control Department - - 6,698,711 6,698,711 6,547,116
95 Ministry of Business Development & Tourism HQ - - 4,667,279 4,667,279 -
05 Office of the Auditor General - 57,522 3,863,399 3,920,921 3,271,645
32 Department of Planning - - 3,634,469 3,634,469 3,909,764
39 Registrar of Companies - 2,421 3,129,882 3,132,303 3,068,541
94  Ministry of Economy, Trade & Industry HQ - 486 2,334,111 2,334,597 -
73 Maritime Administration - 4,100 2,053,489 2,057,589 1,605,678
80 Project Management & Procurement 308,753 - 1,477,815 1,786,568 1,297,608
46 Telecommunications 98,200 - 1,620,102 1,718,302 3,419,986
97 Land, Surveys & Registration - 8,535 1,343,314 1,351,849 -
29 Registry General - - 1,331,958 1,331,958 1,789,691
49 Land Valuation - 11,900 1,081,219 1,093,119 641,902
48  Ministry of Transport HQ 23,838 - 1,037,046 1,060,884 4,149,865
84 E-Government - 65,059 990,488 1,055,547 1,235,794
67 E-Commerce - - 548,186 548,186 998,673
96 Sustainable Development - - 517,396 517,396 -
93 Ministry of Government Estates & Inform. Services HQ - - 515,946 515,946 -
89 Energy - - 436,728 436,728 696,945
90 Energy, Telecommunications and E-Commerce HQ - - (17,546) (17,546) 531,907
Amortization (Note 3(f)) - - - 43,156,723
6,756,109 1,984,087 405,530,708 414,270,904 433,116,776
Health
24  Hospitals - 120,000 142,698,074 142,818,074 160,927,282
22 Health Department 56,086 112,184 30,325,520 30,493,790 30,883,607
91 Health Insurance - - 13,600,483 13,600,483 20,273,623
21 Ministry of Health HQ - - 11,915,339 11,915,339 15,291,715
28 Department of Social Insurance - - 8,303,921 8,303,921 9,695,046
56,086 232,184 206,843,337 207,131,607 237,071,273
National Security
07 Police 108,343 268,167 69,451,897 69,828,407 72,643,070
25 Corrections 80,260 3,814 29,272,748 29,356,822 30,640,962
45  Fire Services 36,088 56,057 17,542,550 17,634,695 14,079,869
27 Border Control - 31,195 17,379,601 17,410,796 5,833,503
03  Judicial Department - 27,629 8,924,865 8,952,494 9,132,868
06 Defence 25,324 1,776 7,442,831 7,469,931 8,007,479
87 Ministry of Justice HQ - (370) 6,998,254 6,997,884 8,316,761
04 Attorney General's Chambers - - 3,875,574 3,875,574 4,197,325
74  Court Services - 8,905 3,540,614 3,549,519 4,481,303
75 Department of Public Prosecutions - - 2,550,290 2,550,290 2,374,099
83 Ministry of National Security HQ - - 1,345,028 1,345,028 5,709,904
54  Security Services & Delegated Affairs - - (8,006) (8,006) 180
250,015 397,173 168,316,246 168,963,434 165,417,323
Education
17 Department of Education 794,856 350,291 120,855,654 122,000,801 127,667,492
41 Bermuda College - - 18,119,000 18,119,000 19,869,313
60 Labour & Training - - 5,485,283 5,485,283 7,047,234
16 Ministry of Education HQ - - 3,810,693 3,810,693 2,575,119
794,856 350,291 148,270,630 149,415,777 157,159,158
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 10: Expenses By Program (cont'd)

For the year ended March 31 2012 2012 2012 2012 2011
Capital Capital Current Total Total
Development Acquisition Expenses Actual Actual
$ $ $ $ $
Social Services & Assistance
55 Financial Assistance - - 38,674,696 38,674,696 37,402,231
23  Child & Family Services - 28,899 16,017,687 16,046,586 19,697,021
53 Bermuda Housing Corporation - - 6,587,000 6,587,000 7,000,000
88 National Drug Control - - 4,132,149 4,132,149 5,955,074
52 Community & Cultural Affairs - - 3,817,738 3,817,738 4,532,386
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ - 215 2,849,528 2,849,743 4,289,232
42 Rent Commissioner - - 554,792 554,792 525,360
- 29,114 72,633,590 72,662,704 79,401,304
Other General Government Services
20 Youth, Sport & Recreation - 37,869 10,865,421 10,903,290 11,802,615
68 Parks 327,707 (8,209) 10,484,198 10,803,696 11,347,632
09 Cabinet Office - 19,124 6,891,178 6,910,302 8,427,525
02 Legislature 6,544 82,772 5,520,620 5,609,936 4,974,715
69 Conservation Services 189,498 8,307 5,235,580 5,433,385 5,277,487
26 Department of Human Resources - (14,764) 4,013,108 3,998,344 4,723,497
72 Environmental Protection 24,589 - 3,233,074 3,257,663 3,928,214
14  Department of Statistics - 9,865 2,765,598 2,775,463 4,883,507
51 Department of Communication & Information - 56,904 2,661,882 2,718,786 2,445,984
18 Libraries - 2,394 2,390,042 2,392,436 2,355,901
56 Human Affairs - - 2,251,731 2,251,731 2,947,983
01 Governor & Staff - - 1,782,323 1,782,323 1,625,140
19 Department of Archives - 2,871 1,399,631 1,402,502 1,595,495
92 Internal Audit - - 1,372,206 1,372,206 1,429,166
63 Parliamentary Registrar - 58,745 920,191 978,936 820,028
50 Ministry of the Environment, Planning & Infra. Strategy HQ 9,140 - 871,818 880,958 796,209
85 Ombudsman's Office - 7,207 802,883 810,090 703,911
08 Public Service Commission - - (45) (45) 84,918
15 Department of Management Services - - (3,810) (3,810) -
557,478 263,085 63,457,629 64,278,192 70,169,927
Interest on Debt
58 Interest on Debt - - 67,592,428 67,592,428 55,297,892
- - 67,592,428 67,592,428 55,297,892
Pensions and Other Employee Future Benefits
Retirement Benefit Expenses - - 113,096,438 113,096,438 110,880,113
- - 113,096,438 113,096,438 110,880,113
TOTAL EXPENSES 8,414,544 3,255,934 1,245,741,006 1,257,411,484 1,308,513,766
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 10(a): Current Expenses By Type

For the year ended March 31 2012 2012 2011
Original
Estimates Actual Actual
$ $ $
Employees
Salaries 301,276,000 306,594,789 302,299,743
Retirement Benefit Expenses (Note 4(b)(ii)) 31,531,815 152,054,080 148,395,639
Wages 70,593,000 85,288,493 99,274,093
Employer Overhead 36,129,185 31,976,564 32,743,105
Training 6,520,000 3,824,956 5,665,893
Compensated Absences - 2,325,036 659,385
Other Personnel Costs 9,250,000 1,552,274 10,707,145
455,300,000 583,616,192 599,745,003
Operations
Grants & Contributions 227,387,000 274,257,810 277,155,948
Professional Services 79,376,000 99,198,233 119,069,697
Interest on Debt 70,700,000 71,067,016 58,728,649
Amortization (Note 3(f)) - 46,544,663 43,156,723
Materials & Supplies 27,692,000 27,167,645 32,857,391
Energy 20,050,000 20,656,630 20,120,149
Bad Debts - 18,852,186 19,614,898
Repairs & Maintenance 20,796,000 18,343,514 21,886,848
Rentals 18,383,000 17,766,475 18,125,043
Other 3,675,000 16,014,812 2,940,435
Advertising & Promotion 16,146,000 15,663,553 19,224,464
Insurance 12,895,000 13,028,695 12,977,250
Communications 9,074,000 10,038,866 10,636,735
Transport 6,576,000 5,610,817 6,829,739
Travel 5,360,000 3,618,687 5,016,775
Clothing & Uniforms 2,161,000 2,001,481 2,165,129
Bank Charges & Commissions - 1,513,402 968,508
Equipment 1,128,000 780,329 1,431,226
Transfer to Other Funds (Note 4(b)(iii)) 25,750,000 - -
547,149,000 662,124,814 672,905,607

TOTAL CURRENT EXPENSES

1,002,449,000

1,245,741,006

1,272,650,610
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 10(b): Current Expenses By Ministry / Department

For the year ended March 31 2012 2012 2011
Original
Estimates Actual Actual
$ $ $
Non-Ministry Departments
02 Legislature 5,367,000 5,520,620 5,010,289
05 Office of the Auditor General 4,049,000 3,863,399 3,275,930
01 Governor & Staff 1,685,000 1,782,323 1,625,140
92 Internal Audit 1,703,000 1,372,206 1,426,496
63 Parliamentary Registrar 1,035,000 920,191 820,028
85 Ombudsman's Office 826,000 802,883 703,911
08 Public Service Commission - - 84,918
14,665,000 14,261,622 12,946,712
Cabinet Office Departments
09 Cabinet Office 6,774,000 6,891,178 8,425,922
26 Department of Human Resources 5,577,000 4,009,253 4,713,009
14 Department of Statistics 3,243,000 2,765,598 4,876,199
51 Department of Communication & Information 2,600,000 2,661,882 2,440,610
18,194,000 16,327,911 20,455,740
Ministry of Transport
31 Airport Operations 20,501,000 25,194,093 23,851,661
35 Public Transportation 18,388,000 23,598,008 23,266,513
30 Marine & Ports Services 18,897,000 23,094,307 22,393,151
57 Civil Aviation 9,141,000 8,413,697 7,682,316
34 Transport Control Department 6,659,000 6,698,711 6,533,528
73 Maritime Administration 1,640,000 2,053,489 1,605,678
48 Ministry of Transport HQ 1,000,000 1,037,046 2,589,954
76,226,000 90,089,351 87,922,801
Ministry of Justice
25 Corrections 27,389,000 29,272,748 30,482,512
03 Judicial Department 8,049,000 8,924,865 9,111,153
87 Ministry of Justice HQ 2,956,000 6,998,254 8,310,563
88 National Drug Control 3,946,000 4,132,149 5,955,074
04 Attorney General's Chambers 4,358,000 3,875,574 4,081,156
74 Court Services 4,511,000 3,540,614 4,481,303
75 Department of Public Prosecutions 2,992,000 2,550,290 2,374,099
54,201,000 59,294,494 64,795,860
Ministry of Finance
Retirement Benefit Expenses - 113,096,438 110,880,113
11 Accountant General 78,087,000 85,189,099 86,436,679
58 Interest on Debt 70,000,000 67,592,428 55,297,892
38 Office of the Tax Commissioner 3,515,000 12,436,940 13,334,160
10 Ministry of Finance HQ 10,581,000 10,955,162 12,634,572
28 Department of Social Insurance 5,150,000 8,303,921 9,695,046
12 Customs 7,650,000 8,092,349 20,000,981
80 Project Management & Procurement 1,300,000 1,477,815 1,156,068
59 Sinking Fund Contribution 25,750,000 - -
202,033,000 307,144,152 309,435,511
Ministry of Education
17 Department of Education 105,544,000 120,855,654 125,978,285
41 Bermuda College 18,119,000 18,119,000 19,869,313
16 Ministry of Education HQ 4,495,000 3,810,693 2,575,119
128,158,000 142,785,347 148,422,717
Ministry of Health
24 Hospitals 123,198,000 142,698,074 150,184,153
22 Health Department 31,396,000 30,325,520 30,507,599
91 Health Insurance 4,989,000 13,600,483 20,273,623
21 Ministry of Health HQ 12,598,000 11,915,339 15,291,715
172,181,000 198,539,416 216,257,090
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 10(b): Current Expenses By Ministry / Department (cont'd)

For the year ended March 31 2012 2012 2011
Original
Estimates Actual Actual
$ $ $
Ministry of the Environment Planning & Infrastructure Strategy
32 Department of Planning 3,933,000 3,634,469 3,909,764
72 Environmental Protection 3,515,000 3,233,074 3,827,780
46 Telecommunications 1,529,000 1,620,102 3,236,371
97 Land, Surveys & Registration 1,802,000 1,343,314 -
49 Land Valuation 787,000 1,081,219 641,902
50 Ministry of the Environment, Planning & Infra. Strategy HQ 822,000 871,818 782,056
42 Rent Commissioner 588,000 554,792 525,360
96 Sustainable Development 515,000 517,396 -
89 Energy 754,000 436,728 696,945
14,245,000 13,292,912 13,620,178
Ministry of Youth, Families, Sports & Community Development
55 Financial Assistance 27,467,000 38,674,696 37,375,262
23 Child & Family Services 17,413,000 16,017,687 19,697,021
20 Youth, Sport & Recreation 11,517,000 10,865,421 11,800,910
52 Community & Cultural Affairs 3,877,000 3,817,738 4,532,386
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ 3,703,000 2,849,528 4,289,232
56 Human Affairs 2,230,000 2,251,731 2,947,721
66,207,000 74,476,801 80,642,532
Ministry of National Security
07 Police 58,203,000 69,451,897 71,816,859
45 Fire Services 12,897,000 17,542,550 13,977,270
27 Border Control 14,797,000 17,379,601 5,746,988
06 Defence 6,913,000 7,442,831 7,997,556
53 Bermuda Housing Corporation 6,587,000 6,587,000 7,000,000
83 Ministry of National Security HQ 1,445,000 1,337,022 1,863,627
100,842,000 119,740,901 108,402,300
Ministry of Economy, Trade & Industry
13 Post Office 14,953,000 14,181,396 14,921,680
60 Labour & Training 6,235,000 5,485,283 7,047,234
94 Ministry of Economy, Trade & Industry HQ 2,425,000 2,334,111 -
23,613,000 22,000,790 21,968,914
Ministry of Public Works
82 Works & Engineering 33,658,000 52,244,936 41,970,884
36 Ministry of Public Works HQ 5,688,000 24,270,491 7,255,901
68 Parks 10,955,000 10,484,198 11,067,157
69 Conservation Services 5,698,000 5,235,580 5,113,670
Amortization (Note 3(f)) - - 43,156,723
55,999,000 92,235,205 108,564,335
Ministry of Government Estates & Information Services
81 Public Lands & Buildings 20,620,000 41,096,293 24,639,914
43 Information Technology Office 7,885,000 9,292,626 8,467,015
18 Libraries 2,348,000 2,390,042 2,351,345
19 Department of Archives 1,529,000 1,399,631 1,589,385
29 Registry General 1,464,000 1,331,958 1,789,691
84 E-Government 1,097,000 990,488 1,042,179
93 Ministry of Govt Estates & Information Services HQ 600,000 515,946 -
90 Energy, Telecommunications and E-Commerce HQ - (17,546) 531,907
35,543,000 56,999,438 40,411,436
Ministry of Business Development & Tourism
33 Tourism 30,245,000 30,207,319 34,785,263
95 Ministry of Business Dev. & Tourism HQ 5,383,000 4,667,279 -
39 Registrar of Companies 3,634,000 3,129,882 3,020,548
67 E-Commerce 1,080,000 548,186 998,673
40,342,000 38,552,666 38,804,484
TOTAL CURRENT EXPENSES 1,002,449,000 1,245,741,006 1,272,650,610

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 227


rgilbert
Text Box

rgilbert
Text Box
Appendix 6

rgilbert
Typewritten Text
___________________________________________________________________________________________________
2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda                                                                 227

rgilbert
Typewritten Text

rgilbert
Typewritten Text


Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 10(c): Interdepartmental Current Expenses By Ministry/Department

For the year ended March 31 2012 2012 2012
Interdepartmental Actual Gross Net
Expense Expense Expense
$ $ $
Non-Ministry Departments
02 Legislature - 5,520,620 5,520,620
05 Office of the Auditor General 3,245 3,863,399 3,860,154
01 Governor & Staff 9,674 1,782,323 1,772,649
92 Internal Audit - 1,372,206 1,372,206
63 Parliamentary Registrar 694 920,191 919,497
85 Ombudsman's Office - 802,883 802,883
13,613 14,261,622 14,248,009
Cabinet Office Departments
09 Cabinet Office 135 6,891,178 6,891,043
26 Department of Human Resources 1,412 4,009,253 4,007,841
14 Department of Statistics 260 2,765,598 2,765,338
51 Department of Communication & Information 8,526 2,661,882 2,653,356
10,333 16,327,911 16,317,578
Ministry of Transport
31 Airport Operations 1,545 25,194,093 25,192,548
35 Public Transportation 120,143 23,598,008 23,477,865
30 Marine & Ports Services 14,762 23,094,307 23,079,545
57 Civil Aviation 16,200 8,413,697 8,397,497
34 Transport Control Department 1,422 6,698,711 6,697,289
73 Maritime Administration 1,888 2,053,489 2,051,601
48 Ministry of Transport HQ 618 1,037,046 1,036,428
156,578 90,089,351 89,932,773
Ministry of Justice
25 Corrections 196,344 29,272,748 29,076,404
03 Judicial Department 1,899 8,924,865 8,922,966
87 Ministry of Justice HQ - 6,998,254 6,998,254
88 National Drug Control 4,800 4,132,149 4,127,349
04 Attorney General's Chambers - 3,875,574 3,875,574
74 Court Services 8,695 3,540,614 3,531,919
75 Department of Public Prosecutions 102 2,550,290 2,550,188
211,840 59,294,494 59,082,654
Ministry of Finance
Retirement Benefit Expenses - 113,096,438 113,096,438
11 Accountant General 2,911 85,189,099 85,186,188
58 Interest on Debt - 67,592,428 67,592,428
38 Office of the Tax Commissioner - 12,436,940 12,436,940
10 Ministry of Finance HQ 631 10,955,162 10,954,531
28 Department of Social Insurance 547 8,303,921 8,303,374
12 Customs 2,405 8,092,349 8,089,944
80 Project Management & Procurement 45 1,477,815 1,477,770
6,539 307,144,152 307,137,613
Ministry of Education
17 Department of Education 99,825 120,855,654 120,755,829
41 Bermuda College - 18,119,000 18,119,000
16 Ministry of Education HQ - 3,810,693 3,810,693
99,825 142,785,347 142,685,522
Ministry of Health
24 Hospitals - 142,698,074 142,698,074
22 Health Department 112,628 30,325,520 30,212,892
91 Health Insurance - 13,600,483 13,600,483
21 Ministry of Health HQ 1,609 11,915,339 11,913,730
114,237 198,539,416 198,425,179
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Government of Bermuda - Consolidated Fund

Schedule 10(c): Interdepartmental Current Expenses By Ministry/Department

Appendix 6

For the year ended March 31 2012 2012 2012
Interdepartmental Actual Gross Net
Expense Expense Expense
$ $ $
Ministry of the Environment Planning & Infrastructure Strategy
32 Department of Planning 675 3,634,469 3,633,794
72 Environmental Protection 2,124 3,233,074 3,230,950
46 Telecommunications 871 1,620,102 1,619,231
97 Land, Surveys & Registration 130 1,343,314 1,343,184
49 Land Valuation - 1,081,219 1,081,219
50 Ministry of the Environment, Planning & Infra. Strategy HQ 1,057 871,818 870,761
42 Rent Commissioner - 554,792 554,792
96 Sustainable Development - 517,396 517,396
89 Energy - 436,728 436,728
4,857 13,292,912 13,288,055
Ministry of Youth, Families, Sports & Community Development
55 Financial Assistance 3,265 38,674,696 38,671,431
23 Child & Family Services 7,944 16,017,687 16,009,743
20 Youth, Sport & Recreation 142,834 10,865,421 10,722,587
52 Community & Cultural Affairs 1,533 3,817,738 3,816,205
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ 185 2,849,528 2,849,343
56 Human Affairs 139 2,251,731 2,251,592
155,900 74,476,801 74,320,901
Ministry of National Security
07 Police 122,020 69,451,897 69,329,877
45 Fire Services 217 17,542,550 17,542,333
27 Border Control 140 17,379,601 17,379,461
06 Defence 1,695 7,442,831 7,441,136
53 Bermuda Housing Corporation - 6,587,000 6,587,000
83 Ministry of National Security HQ 53 1,337,022 1,336,969
124,125 119,740,901 119,616,776
Ministry of Economy, Trade & Industry
13 Post Office 4,257 14,181,396 14,177,139
60 Labour & Training - 5,485,283 5,485,283
94 Min. of Economy, Trade & Industry HQ 185 2,334,111 2,333,926
4,442 22,000,790 21,996,348
Ministry of Public Works
82 Works & Engineering 1,437 52,244,936 52,243,499
36 Min. of Public Works HQ 485,916 24,270,491 23,784,575
68 Parks 115,465 10,484,198 10,368,733
69 Conservation Services 20,741 5,235,580 5,214,839
623,559 92,235,205 91,611,646
Ministry of Government Estates & Information Services
81 Public Lands & Buildings 98 41,096,293 41,096,195
43 Information Technology Office 1,602 9,292,626 9,291,024
18 Libraries 226 2,390,042 2,389,816
19 Department of Archives - 1,399,631 1,399,631
29 Registry General 3,157 1,331,958 1,328,801
84 E-Government - 990,488 990,488
93 Min. of Govt Estates & Inform. Svecs HQ - 515,946 515,946
90 Energy, Telecommunications and E-Commerce HQ - (17,546) (17,546)
5,083 56,999,438 56,994,355
Ministry of Business Development & Tourism
33 Tourism 6,580 30,207,319 30,200,739
95 Min. of Business Dev. & Tourism HQ - 4,667,279 4,667,279
39 Registrar of Companies - 3,129,882 3,129,882
67 E-Commerce 180 548,186 548,006
6,760 38,552,666 38,545,906
TOTAL CURRENT EXPENSES 1,537,691 1,245,741,006 1,244,203,315
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Government of Bermuda - Consolidated Fund
Schedule 12: Current Expenditure - Estimates Compared to Expenditures

Appendix 6

For the year ended March 31, 2012

Adjusted Under (Over)
Expenses Expenditure * Estimates ** Spent
$ $ $ $
Non-Ministry Departments
02 Legislature 5,520,620 5,499,932 5,367,094 (132,838)
05 Office of the Auditor General 3,863,399 3,834,385 3,969,460 135,075
01  Governor & Staff 1,782,323 1,781,535 1,684,965 (96,570)
92 Internal Audit 1,372,206 1,370,325 1,703,243 332,918
63  Parliamentary Registrar 920,191 905,235 1,035,001 129,766
85 Ombudsman's Office 802,883 802,588 826,240 23,652
14,261,622 14,194,000 14,586,003 392,003
Cabinet Office Departments
09 Cabinet Office 6,891,178 6,855,803 7,401,275 545,472
14 Department of Statistics 2,765,598 2,754,331 3,243,455 489,124
26  Department of Human Resources 4,009,253 3,975,581 4,949,932 974,351
51  Department of Communication & Information 2,661,882 2,610,159 2,600,013 (10,146)
16,327,911 16,195,874 18,194,675 1,998,801
Ministry of Transport
31  Airport Operations 25,194,093 22,753,745 20,501,006 (2,252,739)
35 Public Transportation 23,598,008 21,527,505 20,865,253 (662,252)
30 Marine & Ports Services 23,094,307 20,695,003 18,897,284 (1,797,719)
57  Civil Aviation 8,413,697 8,335,673 9,069,026 733,353
34  Transport Control Department 6,698,711 6,053,917 6,658,838 604,921
48  Ministry of Transport HQ 1,037,046 1,031,845 999,639 (32,206)
73 Maritime Administration 2,053,489 2,044,137 1,712,527 (331,610)
90,089,351 82,441,825 78,703,573 (3,738,252)
Ministry of Justice
03  Judicial Department 8,924,865 8,269,647 8,299,051 29,404
25 Corrections 29,272,748 29,428,888 29,653,527 224,639
87  Ministry of Justice HQ 6,998,254 6,998,254 6,536,820 (461,434)
04  Attorney General's Chambers 3,875,574 3,758,051 4,146,253 388,202
88  National Drug Control 4,132,149 4,112,141 3,946,152 (165,989)
74 Court Services 3,540,614 3,514,210 4,510,716 996,506
75 Department of Public Prosecutions 2,550,290 2,538,083 2,992,031 453,948
59,294,494 58,619,274 60,084,550 1,465,276
Ministry of Finance
Retirement Benefit Expenses 113,096,438 - - -
11 Accountant General 85,189,099 85,019,310 81,787,291 (3,232,019)
58 Interest on Debt 67,592,428 67,592,428 67,600,000 7,572
12 Customs 8,092,349 6,794,368 7,200,001 405,633
38  Office of the Tax Commissioner 12,436,940 3,083,473 3,165,000 81,527
80 Project Management & Procurement 1,477,815 1,467,384 1,300,362 (167,022)
10  Ministry of Finance HQ 10,955,162 10,936,937 11,381,000 444,063
28 Department of Social Insurance 8,303,921 8,259,062 6,550,000 (1,709,062)
59 Sinking Fund Contribution - 25,726,034 25,750,000 23,966
307,144,152 208,878,996 204,733,654 (4,145,342)
Ministry of Education
17  Department of Education 120,855,654 120,063,257 116,543,600 (3,519,657)
41  Bermuda College 18,119,000 18,119,000 18,119,000 -
16 Ministry of Education HQ 3,810,693 3,810,693 4,494,693 684,000
142,785,347 141,992,950 139,157,293 (2,835,657)
Ministry of Health
24 Hospitals 13,600,483 142,698,074 141,198,050 (1,500,024)
22  Health Department 30,325,520 29,693,211 31,689,919 1,996,708
91  Health Insurance 11,915,339 11,867,037 7,988,925 (3,878,112)
21 Ministry of Health HQ 142,698,074 11,908,118 12,304,166 396,048
198,539,416 196,166,440 193,181,060 (2,985,380)
* Adjusted for Non-Budgeted, Non-Cash Items
** Includes all Approved Supplementary amounts during the year
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Appendix 6

Government of Bermuda - Consolidated Fund

Schedule 12: Current Expenditure - Estimates Compared to Expenditures (cont'd)

For the year ended March 31, 2012

Adjusted Under (Over)
Expenses Expenditure® Estimates ** Spent
$ $ $ $
Ministry of the Environment, Planning & Infrastructure Strategy
32 Department of Planning 3,634,469 3,609,535 3,932,605 323,070
72 Environmental Protection 3,233,074 3,315,991 3,515,451 199,460
50 Ministry of the Environment, Planning & Infra. Strategy HQ 871,818 868,719 887,057 18,338
97 Land, Surveys & Registration 1,343,314 1,340,561 1,584,449 243,888
96 Sustainable Development 517,396 517,396 525,777 8,381
49 Land Valuation 1,081,219 1,048,329 1,049,742 1,413
89 Energy 436,728 436,728 632,962 196,234
42 Rent Commissioner 554,792 554,792 587,918 33,126
46 Telecommunications 1,620,102 1,595,762 1,528,893 (66,869)
13,292,912 13,287,813 14,244,854 957,041
Ministry of Youth, Families, Sports & Community Development
20 Youth, Sport & Recreation 10,865,421 10,768,381 11,810,124 1,041,743
55 Financial Assistance 38,674,696 38,650,812 39,781,741 1,130,929
23 Child & Family Services 16,017,687 15,946,313 17,412,892 1,466,579
52 Community & Cultural Affairs 3,817,738 3,801,951 3,877,253 75,302
71 Ministry of Youth, Families, Sports & Comm. Dev. HQ 2,849,528 2,849,247 3,132,224 282,977
56 Human Affairs 2,251,731 2,169,826 2,507,463 337,637
74,476,801 74,186,530 78,521,697 4,335,167
Ministry of National Security
07 Police 69,451,897 69,060,159 66,402,978 (2,657,181)
45 Fire Services 17,542,550 13,450,681 13,897,087 446,406
06 Defence 7,442,831 6,842,386 7,213,164 370,778
53 Bermuda Housing Corporation 6,587,000 6,587,000 6,587,000 -
27 Border Control 17,379,601 16,593,935 16,832,211 238,276
83 Ministry of National Security HQ 1,337,022 1,337,022 1,410,234 73,212
119,740,901 113,871,183 112,342,674 (1,528,509)
Ministry of Economy, Trade & Industry
60 Labour & Training 5,485,283 5,463,851 6,085,400 621,549
94 Ministry of Economy, Trade & Industry HQ 2,334,111 2,334,111 2,424,911 90,800
13 Post Office 14,181,396 13,989,119 14,353,385 364,266
22,000,790 21,787,081 22,863,696 1,076,615
Ministry of Public Works
68 Parks 10,484,198 10,351,467 10,954,548 603,081
69 Conservation Services 5,235,580 5,207,483 5,697,517 490,034
82 Works & Engineering 52,244,936 38,777,373 33,652,672 (5,124,701)
36 Ministry of Public Works HQ 24,270,491 11,751,596 9,192,767 (2,558,829)
92,235,205 66,087,919 59,497,504 (6,590,415)
Ministry of Government Estates & Information Services
18 Libraries 2,390,042 2,362,435 2,371,321 8,886
43 Information Technology Office 9,292,626 8,147,628 7,884,515 (263,113)
29 Registry General 1,331,958 1,288,262 1,463,505 175,243
93 Ministry of Government Estates & Inform. Services HQ 515,946 515,879 624,691 108,812
84 E-Government 990,488 990,451 1,096,616 106,165
81 Public Lands & Buildings 41,096,293 24,386,012 20,619,956 (3,766,056)
90 Energy, Telecommunications and E-Commerce HQ (17,546) (19,869) - 19,869
19 Department of Archives 1,399,631 1,377,506 1,481,143 103,637
56,999,438 39,048,304 35,541,747 (3,506,557)
Ministry of Business Development & Tourism
33 Tourism 30,207,319 28,694,651 30,244,831 1,550,180
95 Ministry of Business Development & Tourism HQ 4,667,279 4,667,187 5,383,460 716,273
67 E-Commerce 548,186 543,576 1,080,400 536,824
39 Registrar of Companies 3,129,882 2,800,843 3,353,309 552,466
38,552,666 36,706,257 40,062,000 3,355,743

TOTAL CURRENT EXPENDITURE

1,245,741,006

1,083,464,446

1,071,714,980

(11,749,466)

* Adjusted for Non-Budgeted, Non-Cash Items
** Includes all Approved Supplementary amounts during the year
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Government of Bermuda - Consolidated Fund
Schedule 13: Commitments - Legislated

Appendix 6

For the year ended March 31 2012 2011
Actual Actual
$ $
Unspent Capital Appropriations
In accordance with Section 6 of the Appropriations Act 2011, unspent capital
appropriations for incomplete capital projects to be carried forward to future years
are as follows:
Capital Development 18,715,029 9,402,418
Capital Acquisition 7,037,781 8,210,178
25,752,810 17,612,596

Total Authorized Funding

Total Authorized Funding represents the estimated total cost of capital development
projects and is subject to the voting of supply by the Legislature. Estimated future
expenditure for continuing capital development projects is as follows:

962,730,796
(56,601,688)

Total Authorized Funding
Projects Completed during the year

1,029,096,754
(58,750,601)

906,129,108
(514,348,192)

Revised Total Authorized Funding
Appropriated Capital Development

970,346,153
(529,369,862)

Unappropriated Capital Development Commitments 391,780,916

440,976,291
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Appendix 6

Government of Bermuda - Consolidated Fund
Schedule 14: Public Debt - Legislated Limit

As at March 31 2012 2011
Actual Actual
$ $

The Government Loans Act 1978, as amended (2011), defines public debt as debt owed or
guaranteed by the Consolidated Fund, but only if and when, and to the extent that, the
guarantee obligation becomes due and payable by the Government.

Section 2A(1) of the Act limits public debt (net of sinking fund assets) to $1.45 billion
(2011 - $1.25 billion) as amended as at March 27, 2012.

Debt (Schedule 7)
Overdraft Facility Drawdown (Note 16)

1,230,000,000
120,720,014

1,030,000,000
57,490,260

Less:
Sinking Fund (Schedule 7)

1,350,720,014

114,747,081

1,087,490,260

85,508,498

Public Debt
Legislated Limit

1,235,972,933
1,450,000,000

1,001,981,762
1,250,000,000

Available Limit

214,027,067

248,018,238
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Appendix 7

REPORT OF THE PARLIAMENTARY
STANDING COMMITTEE ON THE PUBLIC ACCOUNTS
FOR THE FINANCIAL YEARS ENDED
MARCH 31st, 2007 and MARCH 31st, 2008.

TO HIS HONOUR THE SPEAKER AND THE MEMBERS OF THE HONOURABLE
HOUSE OF ASSEMBLY:

The Parliamentary Standing Committee on the Public Accounts has the honour
to submit the following Report:

1: INTRODUCTION

a. Your Committee is pleased to report to the Honourable House of
Assembly that we have reviewed the outstanding Annual Reports of the
Auditor General, as well as the Special Report of the Auditor dated
February 2009. Our deliberations have been directed to following up on
the previous findings and concerns of Your Committee, and to making
inquiries of Department Heads and Managers of various Government
Departments and organizations relevant to issues and problems
mentioned in the Auditor General's Reports for the Years 2007 and 2008.
Your Committee's work is not closed on these audit reports and there will
be further review of issues raised in them, particularly with respect to the
new cruise ship pier at Dockyard and the new TCD facility. Since our last
report, Your Committee has met on 15 occasions.

b. The Auditor General's Report for Fiscal 2008 was tabled in the Legislature
on February 12, 2010. The concerns raised in the Auditor General's
Report comprised the following main areas: contravention of financial
instructions: improper tendering of government contracts; and
unapproved expenditures. We have also investigated the discovery of
bogus cheques in Government files.

2. QUALIFICATIONS OF OPINIONS

a. When auditors qualify financial statements, for whatever reason, it is a
very serious matter. In the private sector such an event could easily cause
confidence in a company to disintegrate and subsequently collapse. In the
case of the Bermuda Government, the Auditor General has qualified both
the Consolidated Fund accounts as well as the accounts of some
government owned entities.
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Appendix 7

b.

a.

It is impossible to hold Bermuda out to the rest of the world as a well run
jurisdiction under these circumstances.

The audit qualification of somewhat peripheral government entities is an
important concern because, as we have seen in the case of the Bermuda
College, the inability of the Auditor General to verify expenses totaling
more than $6 million is a matter that is very material to the public purse.
Similarly, the inability to verify claims expense on the Government
Employees Health Insurance Fund, to the amount of $30 million, is proof
of very serious internal control problems in those entities.

However, an audit qualification within the Consolidated Fund, which is the
heart of Government finances, is both serious and alarming.

Your Committee recommends, once again, that an intense effort be
undertaken by the Accountant General's Department to ensure that audit
files are submitted on a timely and correct basis, and that other
government entities are held accountable for bringing their outstanding
audits up to date.

MINISTRY OF WORKS & ENGINEERING (New Police/Court Building Project)

Your Committee identified a number of unsatisfactory issues, as set out

below:

I The bidding procedure did not follow the standard protocols. The
winning bid was not complete when it was awarded.

. The advice of W&E Technical Officers was sought and given, but
apparently ignored. Notwithstanding this advice, Cabinet came to a
different decision, and while it is within their purview to do so,
concerns arise when there appears to have been no reason or
justification for the variance with the recommendations of
government’s own experts.

il. Advance payment of $600,000 “to assist LLC in maintaining
positive cash flow.”

Your Committee recommends that in future, in an effort to improve
transparency and remove lingering concerns, a notation should be added
to the file as to why decisions made by Cabinet differed from the
recommendations of technical officers.

Financial Instructions were contravened through the following:

) The Attorney-General did not vet the contract, as per Financial
Instructions. After Lisgar's departure, a new contract was signed
that was not as tight as the original, insofar as safeguards for the

236
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Appendix 7

owner against cost overruns were concerned. The Attorney-
General would probably have recommended a tighter contract.

. Government appeared to want to show tangible progress before the
December 2007 election and so the job commenced before the
contract was actually signed.

il. Payments inappropriately authorized by the Permanent Secretary
of Works & Engineering to Landmark Lisgar without architectural
approval.

d. Your Committee reviewed the episode of the appearance of the bogus
cheques payable to “E. Brown” and “D. Burgess” with regard to:

i How did they get into the file?

i, Who had access to the file?

. Were they were actually presented to a bank for cashing?
iv. Were the cheques paid?

V. Who was the likely culprit and who had a motive?

= We were concerned about the suspension of the Chief Architect and we
understand that upon completion of the investigation he was fully
reinstated to his position in the Ministry.

f. The withdrawal of Ministry cooperation was a sub-text of the bogus
cheques episode. It appeared that emotions were running high at this
time, and may have been exacerbated by incorrect legal advice provided
by the late Legal Consultant to the Ministry. It was clear that failure to
cooperate with the Auditor General was contrary to Section 14 of the Audit
Act. The Minister subsequently reversed his position. This standoff was
unfortunate and unprofessional, and should never have happened but
stands to highlight the negative impact of ministerial interference.

g. Your Committee concluded that the bogus cheques may have been
placed in the file by disgruntled former members of the construction team
to embarrass senior government officials.

h. Your Committee was satisfied that the matter was fully investigated, as
confirmed by Government House, and that no further action would be
taken.

4, SUPERVISION BY WORKS & ENGINEERING

a. Financial Instructions require that all capital projects over $50,000 be
supervised by the building professionals at Works and Engineering. Your
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Committee has noted that the resurfacing of the runway at the Bermuda
Airport, the new pier at Dockyard, the renovations at public golf courses
and the rebuilding of the TCD facilities all should have been under the
supervision of Works and Engineering, but instead this responsibility was
transferred to the Ministry of Tourism and Transport (T&T). This is the only
ministry where this practice has occurred.

It has been argued that T&T hired specialized expertise for the resurfacing
of the airport that was not available in W&E and therefore the supervision
by W&E was not appropriate. This point is valid. However, this argument
is not valid for any of the other projects.

Not only does W&E have the capability to supervise the other projects,
WS&E also provides a natural external check and counter balance to an
operative department in helping to protect against “irrational exuberance.”
Again, this action was contrary to Financial Instructions. Your Committee
concluded that a mere mention of this transfer of oversight responsibility
from W&E to T&T in the notes to the Budget Book was not proper
authorization for this action.

Your Committee took note of the coincidence of this transfer of
supervisory responsibility from W&E to T&T and the huge cost overruns
on the Dockyard, Port Royal and TCD projects. The Auditor General is still
investigating some of these matters and we will investigate further after
receiving her report.

5. DEPARTMENT OF TOURISM (BDOT)

Your Committee reviewed facts surrounding the contract awarded to
GlobalHue as BDOT's overall advertising agency.

Financial Instructions recommend that contracts to supply goods or
services in excess of $50,000 should be considered for open tender,
meaning that anybody can submit a bid. From a value for money
perspective, surely a $43 million contract would justify such an approach.
In this instance this was not done. Instead, a short list of agencies, which
the BDOT judged had the capability to carry out the contract's
responsibilities, was invited to make bids. This was not open tendering
and could have precluded a qualified bidder from offering better value for
money than the successful bidder.

At the end of the term of the original contract to GlobalHue, the contract
was renewed without any kind of ability for other agencies to bid for it.
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There was no tendering process whatsoever. The contract was in fact
“rolled over” in the name of “continuity.”

d. Your Committee recommends that Financial Instructions be amended
immediately to require that all contracts in excess of $50,000 be put out to
open tender. Your Committee also recommends that adhering to Financial
Instructions should not be optional or discretionary. Further, your
Committee recommends that there should be a series of educational
seminars for department/ministry accounting officers on Financial
Instructions.

e. Moreover, the contract was not vetted by the Attorney-General, a
procedure that is also required by Financial Instructions. There was an
indemnification clause in the contract that should have been reciprocal but
was not. This potential exposure of government to financial risks could
have been avoided if the contract had been vetted by the Attorney-
General's Chambers before signing.

f. Cornerstone Media was given a subcontract by GlobalHue to distribute
advertising in the media marketplace. This subcontract cost $33 million
over the period January 2006 to March 31, 2009. This contract was not
tendered, and was not approved by the Attorney-General.

g. From a value for money perspective, Cornerstone did not appear to add
any value for BDOT, as GlobalHue seamlessly took over its function after
the Auditor General raised the red flag about lack of documentation and
higher than average markups. The arrangement with Cornerstone was
indeed costly to the BDOT while adding no value.

h. It is not clear why Cornerstone was hired in the first place or who made
that decision, as GlobalHue was capable of doing that job internally at the
outset.

i Documentation for billings was not kept, contrary to Financial Instructions.
The action of the Auditor General in demanding documentation for billings
and repeatedly being refused until a denial of opinion was posed as a real
possibility, plus the unusually high markups that were discovered, cast a
pall of suspicion over that whole arrangement. All of this could have been
avoided if Financial Instructions were followed by the BDOT at the outset.

J- Tourism remains a critical industry for Bermuda and the handling of multi-
million dollar advertising budgets requires an approach that is professional
and compliant with Financial Instructions. The actions of the BDOT failed
to live up to these standards in these instances and failed to give Bermuda
its best value for money.

k. The Permanent Secretary for Tourism confirmed that she had not received
any pressure from anyone with respect to the decisions that were taken
within the Ministry regarding contract placements or roll-overs, and as
such, is fully responsible for the failure to follow Financial Instructions.
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6. MINISTRY OF FINANCE (Cost Overruns)

One of the functions of the Public Accounts Committee is to review any
matters that may help improve the efficiency of the public service,
particularly within the context of the issue of value for money.

The perennial cost overruns and “ex-post facto” budget Supplementaries
are evidence of a systemic problem with the budgeting process and the
discipline, or lack thereof, that follows the approval of the Estimates by
Parliament.

There appears to be a culture of casual regard for Parliamentary approved
budget parameters throughout the Service. This trend is both
unsatisfactory from a management control viewpoint as well as alarming
from the viewpoint of democratic authority over public funds.

Although the Ministry of Finance is supposed to exert budgetary
constraints on all other ministries, your Committee has observed a sense
of duality of purpose among senior staff: i.e. a concern for “delivery of
service” as well as adherence to targeted budget constraints.

This duality of purpose at the Finance Ministry is inappropriate and has
interfered with its primary purpose: i.e. ensuring that the various ministries
do not exceed their allocations.

If additional money is required to meet an objective which is deemed to be
a priority, surely money can be transferred from a project with a lower
level of priority — without the need for a supplementary estimate.

Moreover, up until recently the Financial Secretary has not had the ability
to bring sanctions to bear on offending Permanent Secretaries. The
resulting disregard for budgetary constraints has the same effect on costs,
just as the absence of the police service's power of arrest and the
absence of jails would have on the level of crime - both would be out of
control.

It is understood that an imminent procedure, allowing for a “Failure to
adhere to budgetary constraints” to be noted on a Permanent Secretary's
performance appraisal, will open up the ultimate possibility of dismissal for
repeat offenders. While a useful first step, it does not appear to be very
practical in bringing to bear any immediate pressure to control costs. Such
sanctions would clearly be long-term in nature.

Your Committee recommends that the Ministry of Finance develop more
effective tools to bring about more immediate sanctions on offending
ministries, as well as the will to use them.

Zero Based Budgeting has not brought about the kind of budgetary
discipline that was hoped for. While this procedure should allow each
ministry’s budget to be rebuilt from the bottom up each year, in many
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cases this does not appear to be so.

K. In defense of overruns, the Financial Secretary showed the Committee
that budget supplementaries have existed for many vyears. The
introduction of zero based budgeting, with its in-built new constraints and
controls to replace incremental budgeting, was designed to, among other
things, reduce or remove this problem. However, overruns continue and,
in fact, have become more chronic.

There also appears to be a “Silo” mentality that does not allow the bottom
up budgeting process to be appropriately molded by the overall strategy
set by Cabinet.

m. There does not seem to be sufficient concern in the Finance Ministry
about the increase in the size of Government and/or the civil service. The
prevailing notion that the size and cost of Government should grow in
proportion with GDP is a false concept. The size of Government can be
measured as a percentage of GDP, but that does not mean it should be
intrinsically dependent on GDP. The size of Government should be
dependent on the services it is required to provide. Such services would
more likely be tied to population size than to GDP. In any case, this
prevailing notion is a very poor background upon which to control
government spending. Such notions, particularly in the Ministry of
Finance, permit the swelling of budgets and lax enforcement of those
budgets.

n. Your Committee recommends that the Ministry of Finance initiate a high
level review of its policies and procedures as it relates to the efficacy of
the budget process and the policing of the budget limits approved by the
Legislature.

7. CONCLUSION

a. Your Committee wishes to record its appreciation of the advice and co-
operation of both the former Auditor General Mr. Larry T. Dennis and the
current Auditor General Mrs. Heather Jacobs Matthews, and their staff
throughout its deliberations; of the assistance of the various Heads of
Department and their staff who appeared before your Committee; and also
of the extensive work done on our behalf by the Deputy Clerk to the
Legislature, Mr. Clark W. Somner.

b. Your Committee would also like to acknowledge the contributions of
former member the Hon. Zane J.S. DeSilva who served on your
Committee and contributed to these deliberations.
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. Your Committee recommends that the Minister of Finance be requested to
inform the Honourable House of Assembly of the action to be taken on the
points raised in this report.

ALL OF WHICH IS RESPECTFULLY SUBMITTED,

"

Mr. Everard, I.Richards, J.P., M.P. — Chairman

Mr. Walter M. Lister, J.P., M.P.

Hon. Patrice K. Minors, J.P., M.P.

-
Ms. Lavitta F. Foggo, J/P., M.P.

Sessions House,
2" July, 2010.
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"s.
GOVERMMENT OF BERMUDA

The Cabinst Office

Department of Communication and Information

Minister of Finance Response
on the Report of the Parliamentary Standing Committee
on the Public Accounts for the Financial Years
Ended 31 March, 2007 and 2008

Introduction

fMr. Speaker, | am grateful for this opportunity to respond to the Public Accounts Committee
Report on the Public Accounts for the financial years ended 31 March, 2007 and 2008. This
Government appreciates that this process is an important component of the financial reporting
accountability cycle within Government and will fulfill its duty to ensure that Government's
financial reporting is ralsed to its optimal level.

Mr. Speaker, although to reply to the PAC Report on the same day it is tabled is unprecedented,
the strategic importance of information being in real time is so key that based on the Auditor
General's Report the Ministry prepared a template to respond to the PAC in short order and |
took the time to confirm with the Speaker that I could I at all permissible seek to respond
immediately so that the Report and its Response could be considered in tandem- it avoids
unnecessary misstatement and hysteria inducing misleading headliines, radio and television
news programmes. | am grateful for the direction and assistance of the House.

Mr. Speaker, before | go into my formal response | would fike to comment on the role of the
Public Accounts Committee (PAC) and parliamentary procedure In general.

When the Auditor General tables a report in the Houss It Is automatically referred to the PAC,
Parliament's Standing Audit Committee. The Committee then selects the portions of the report it
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wants to scrutinise and calls public servants from audited organisations to appear befors It to
respond to the Auditor General's findings. The PAC also reviews any other Special Auditor
Reports that have been tabled, and attempts to identify financial shortcomings of the
Government in light of issues raised in the Auditor General's reports. The Committee then
tables its report and makes recommendations to the Government for improvements in spending
practices and request that the Minister of Finance formally replies to the points raised in the
Report and it is debated including input from the relevant and accountable Ministries and
Ministers.

Mr. Speaker, this PAC report is an historical document. While media reporting of the PAC
Report conveys a sense of immediacy, nothing could be further from the truth, Yet, too often the
PAC Report is thought to represent the status quo when in fact it has been overtaken by events
and real progress has occurred.

In fact usually, by the time a PAC Repott is released more than two years has lapsed. Very
often Government officials or boards of public sector entiies — who have the fiduciary
responsibility for their own accounts — have taken action already to address weaknesses or to
make enhancements to financial systems and controls.

As Govemment we have expended considerable effort to address the outstanding
recommendations of the Auditor General. We have set a realistic timetable for action and
committed to effecting systemic improvements to Government's accounting and financial control
systems.

Mr. Speaker, before | go into my formal response | would like to highlight some of the progress
that the Government has made in improving the financial and accountability framework relating
to Public Financial Management. These will be detalled in the body of the Response. While
overall the progress is satisfactory though, as always, more remains to be done.

Some of the very positive measures Government has undertaken to enhance Public Financial
Management are as follows:

> The Accountant General has conciuded the implementation of a govemment accounting
infrastructure that involved placing qualified accountants throughout Govemment at the
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deparimental or Ministry level, to ensure financial controls are improved and accounting
neaeds are met;

> Co-ordination of Government's financial direction by bringing together key accounting
personnel within government and in the QUANGO's for quarterly strategy meetings;

> Providing additional resources within the Accountant General's Department to improve
operations, accounting systems and the intemal control environment across
Government;

» Re-establishment of the Internal Audit function;

> Executing a risk assessment of the entire Government of Bermuda to identify, categorise

and to prioritise the risks;

Updating of Financial Instructions;

Establishment of the Debt Enforcement Unit;

» Timely completion of the Consolidated Fund Financial Statements (the Fund through
which Government conducts the majority of its transactions);

» Focus on bringing various Public Funds and Government related entities’ financial
statements up to date in an auditable condition.

v V¥

For ease of reference, | have adopted the same order as the PAC Report, which | attach as
Annex |. Please note that the latest PAC Report relates to the years ending March 31, 2007 and
2008, clearly some of my comments may already be in the public domain.

Qualifications of Opinions

Mr. Speaker, the Ministry of Finance agrees with the Committee that the qualification of financial
statements is a very serious matter. The qualification on the 2008 accounts of the Consolidated
Fund of the Government of Bermuda represented the first time in eight years that these
accounts have been qualified. Mr. Speaker, even though the Government did not fully agree
with the qualification on the accounts, this Govemment will take the required staps to ensure
that this qualification is removed in the future; in the same manner that actions were taken when
the accounts were qualified in 2000 and on other previous occasions.

Mr. Speaker, the qualification on the accounts of the Consolidated Fund should in no way reflect
on Government's ability to manage the fiscal and economic affairs of the country. | would like to
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unequivocally state that the cument Government is capable of running the financial affairs of this
Country and continue to exhibit good stewardship of the public purse and has done so since
coming into office in November, 1998. In fact; Bermuda’s high credit ratings attest to this.

Mr. Speaker, you will be aware that the Auditor General has tabled his Special Report setting
out the reasons for the qualification in the audit report on the financial statements of the
Consolidated Fund for the year ended March 31, 2008. The PAC has reviewed this Special
Report and has identified issues raised in this Special Report. These ilems are addressed later
in this report and accordingly, these points will be addressed in the refevant section of the report
including input from the relevant and accountable Ministries and Ministers.

Mr. Speaker for the sake of good order and completeness | wish to note that the above
qualification was based on the Auditor General's opinion that there were deficiencies in internal
controls over certain expenditure, some of which related to subsequent events, after the
Government's financial year-end. in the Government's view the rationale for the qualification
was not persuasive, but this was an issue in the Auditor’s remit, not the Government's. However
| want to make it clear that the Government fully understands respects and values the role of the
post of Auditor General. As mentioned above the reasons for the qualification on the accounts
of the Consolidated Fund are addressed later in my response by the relevant Ministries.

Mr. Speaker, the Accountant General's Department has continually strived to bring forward the
financial statement preparation of the Consolidated Fund and the Funds for which they are
responsibie. Currently, the financial statements for the majority of Funds falling under the
responsibility of the Accountant General have been prepared up to fiscal year end 2008/09.

Government understands the importance of timely, accurate financial information across the
entire public sector and is pleased that relevant government entities, such as Pal:ish Councils,
school boards and countless others are also keen to address any backlog and to deliver
accurate accounts in an auditable state to the Office of the Auditor General. However, this does
not equate fo satisfaction or complacency. Much more needs to be done and Is required by all
of us who are accountabie for actions that need to be accelerated across the board. As the
Minister of Finance | consider i vital that all public sector entities use their best efforts to
prepare annual financial statements on a timely basis.
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Mr. Speaker, it is also significant to note that to assist with the actual auditing of outstanding
accounts the Government approved the Auditor General's request for additional budgeted funds
for fiscal 2007/08 and will continue to work with the Auditor General to ensure that she has
adequate resources to fulfill her Important mandate.

Mr. Speaker, the functions and responsibilities of the Accountant General's Department are
critically important in the role of governance. That Department is a key one In terms of helping to
undergird the existing long-standing fiscal controls and processes that are in place in terms of
the management of the public purse. To this end the Accountant General's Department has
placed accountant-comptrollers in key revenue-generating Departments and Ministries.
Generally these accountant comptrollers are pald for out of the Accountant General's budget as
consultants. However going forward it is anticipated that these posts, in most cases, will be
converted to permanent positions in the relevant Ministries.

Minlstry of Wo ineerin Police/Court Bull

Mr. Speaker, the Ministry of Works & Engineering has reviewed the Report of the Public
Accounts Committee and has submitted their replies to the Ministry of Finance.

The Ministry is pleased to include them In this formal response. For ease of reference, the
remarks follow the sequence of items in the Committee’s Report on the Ministry.

W&E response point a (ili): The advance payment of $600,000 made under the new contract is
within, not without, the gross contract sum and is being amortized at the fixed rate of $30,000
per month back to the Ministry for ultimately no net effect on the new contract sum. it is a
contractually compliant solution and one based on proven means to move a project forward.
Had the Ministry not advanced the payment of $600,000 as requested, there was the likelihood
that LLC Bermuda would have coliapsed financially, leaving Govemment with the prospect of
unbudgeted expenses far in excess of $600,000 in order to re-start the project. It is to be noted
that upon completion of the processing of Payment Certificate No. 26, the general contractor will
have repaid a total of $570,000 of the $600,000 advance payment.

WSEE response point ¢ (i) It is true that the contact between the Ministry of Works and
Engineering and LLC Bermuda Ltd., drawn up by Mr. Julian E. S. Hall, LLB, was not vetted by
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the Attorney-General's Chambers. However, it is incorrect to suggest that the “new contract was
not as tight as the original contract, in so far as safeguards for the owner against cost overruns
was concerned.” In fact, both the old contract [AIA Document A121 CMc - 2003 and AGC
Document 565 agreed between the Government of Bermuda and Landmark Lisgar Construction
Ltd. on 5" December, 2007] and the new contract [AIA Document A101 ~ 2007 agreed between
the Government of Bermuda and LLC Bermuda Ltd. on 1* December, 2008] use the AlA A201
General Condltions of The Contract for Construction. The old contract uses the 1997 version
and the new one the 2007 version. Both define in clear language in Article 7 the frames of
reference for change management. Furthermore, both the old and new contracts define in
equally clear language, in Articles 4 and 15 respectively, how claims and disputes are managed
in the event that they arise for cost or for any other reason.

Supervision by Works & Engineering

While the Accountant General's Department does not itself carry out or oversee capital works
development, given some of the relatively recent issues, enhancements are bsing provided to
assist Ministries and the level of controls are being further refined. While there are already
robust controls, some of the recently highlighted deficlencies indicate that some Ministries would
benefit from some additional project management support. Further, to ensure that our fiscal
control mode} ensures full compliance with international best practice the Accountant General
plans to utilize management levels to provide an additional review of large project payments as
a tertiary review when the requests for payment is provided fo their offices. The Accountant
General now works closely with the recently established Intemal Audit Department to ensure
controls are in place and regularly monitor large project payments (as well as others). In
addition, they will also look to work with the relevant Ministry (or departmental) comptrolilers to
ensure the Accountant General is provided with project payment schedules and the relevant
supporting infomation — and ongoing project progress information - so that propriety of
payments can be reviewed.

Finally in this area, the Ministry of Finance very recently completed a diagnostic review of a
collection of recent capital projects including the second cruise pier at Dockyard, the
Police/Magistrates Court/Bullding complex and a number of other projects.
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The purpose of the review was to examine existing processes for design, planning,
procurement, conflict of interest disclosure and award of contracts against International best
practice and thereby identify areas for improvement.

I can share at this time that recommendations have been made with respect to project planning,
project management and procurement including a transparent process for the identification of
potential confiicts of interests.

Department of Tourism (BDOT)

Mr. Speaker, the Department of Tourism has reviewed the Report of the Public Accounts
Committee and has submitted their repiles to the Ministry of Finance.

The Ministry is pleased to include them in this formal response. For ease of reference, the
remarks follow the sequence of items in the Committee’s Report on the BDOT.

BDOT response point b: Financial Instructions requires 3 quotes for purchase of goods and
services over $5K; in this instance several agencies were invited to bid. There is to our
knowledge no requirement for open tendering in Financlal Instructions, thus the process applied
was considered in compliance with financial instructions. The review committee was comprised
of a cross-Ministry and private sector group that ultimately made a recommendation fo the
Minister.

The fee is the portion of the agency bidding process that determines, in large part the
competitiveness of the bid; in this case the agency was contracted at a lower cost when
compared to the former agency. The previcus agency, Amold was contracted at a $1.3m fee on
a $9.5m account. GlobalHue was contracted at $1.2m on a $13.2m contract.

BDOT response point ¢: The rol-over of the agreement followed an internal agency review;
historically agency contracts have remained in place for many years in an effort to preserve the
integrity of the brand and product positioning. The same principle was applied in this instance.

Additionally, the leaming curve effect of a new vendor in a recessionary context would have only
sarved to exacerbate the situation by introducing a time lag to the tourism market.
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BDOT response point e: The contract was approved by Cabinet, and as such, was reviewed by
the Attorney General's Chambers prior to submission to Cabinet (The Cabinet paper and
Cabinet conclusion confirms this point).

BDOT response point f. Comerstone was subcontracted by the ad agency to purchase the
media; agencies subcontract many services thus tendering in this Instance would not be a
process overseen by the client.

BDOT response point h: GlobalHue was contracted to create and place advertising across all
media. How they executed their media buying, whether outsourcing or not, was always the
decision of the company.

BDOT response i: BDOT acknowledges the administrative oversight in processing media
invoices without the required backup, a process that was not in compliance with financial
instructions. This situation has been rectifled.

BDOT response k: The GlobalHue contract was approved by Cabinet, therefore it is unclear
why the PAC would conclude that the Permanent Secretary was responsible for the award.
Cabinet approves all contracts in excess of $50,000; Technical officers simply make
recommendations in accordance with policy.

Ministry of Finance — Additional Budgetary Spending

Mr. Speaker, annually, the House of Assembly approves the Government of Bermuda's Natlonal
Budget for funding the delivery of a wide range of programmes and services demanded by our
community.

Budgets are dynamic funding plans that are subject to change and variation according to actual
circumstances assoclated with the pricing of resources (including labour and materials) and
other factors that impact programme implementation or service delivery.

Section 86 of the Bermuda Constitution recognises the dynamic nature of budgets. The
Constitution provides for supplementary estimates to be presented to the House of Assembly for
authorisation either before the commitment of expenditure or after the funds have been spent —
see section 93(3)(b).
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Indeed the Constitution does not make judgment about additional budgetary spending. It simply
requires that it should be authorized either before the funds are committed or spent, or as soon
as practicable thereafter.

Your Committee spoke of psrennial cost overruns in a most unhelpful light. Mr. Speaker,
budgeting is not an exact science and the actual record will show that the additional budgetary
spending has been kept to tolerable margins in the general range of +3 per cent except for a
handful of years when there were unusual underlying factors.

Mr. Speaker, | recently returned from a joint Bermuda-Bahrain conference on financial services
and had an opportunity to speak with the Bahrain Minister of Finance on a number of matters
including budgeting and cost control.

Mr. Speaker, | was struck by the Bahrain Finance Minister's comment that in Bahrain, their
budget process allows for a variation in spending beyond the approved targets up to a range of
+3 per cent. If the projected programme spending is beyond that parameter then it must be
approved In their Legislature. That is a sensible approach as it takes account of the dynamics of
the budgeting process.

Retumning to the experience in Bermuda, It should be noted that a majority of government
departments do, in fact, operate within their approved budgets.

Mr. Speaker, your Commitee also spoke of a "Duality of purpose” in the Ministry of Finance.
The Ministry of Finance does not monitor or control service delivery within other Ministries — that
is their remit and responsibility. However, the Ministry of Finance does require Ministries to
report on the performance of their services, during budget preparation period, in order that they
can ensure value for money and ascertain the effectiveness/efficiency of their dellvery of
services.

This is exactly what the Zero Base Budgeting (ZBB) process is intended to achieve. It is the
Ministry of Finance policy and Ministries are directed at alf times to rank programme priorities so
that it is clear which programmes are at risk of not being funded when the budget approval
process has concluded. Ministries/Departments are given the flexibility to transfer funding to

2010, 2011 & 2012 Consolidated Fund Report — Auditor General of Bermuda 251



Appendix 8

accommodate their priorities, which they continuously utilize, as evident by the number of
virement requests and approvals.

The ZBB process is a tool designed to identify and rank priorities in order to allocate resources
most effectively, it is not a control mechanism/tool. ZBB assists Cabinet/Managers in identifying
higher priorities and funding them. While ZBB process can assist in many areas, managers are
required to implement their ZBB developed budgets In accordance with the final approved
estimates.

Mr. Speaker, the reality is that in most countries, governments face pressure to adopt more and
more programs and hence to increase spending. In general, government expenditures tend to
rise as a per cent of GDP. In comparison with developed countrles, the govemment sector in
Bermuda remains small relative to the size of the country. Total government expenditure in
2009 was 19.6% of total GDP, with government expenditure in 2010 projected to remain at
similar levels. This compares at the lower end with the median figures for 'AA’ rated median
sovereigns of between 40-50% of GDP.

The following chart shows the ratio of General Government Expenditure to GDP for Bermuda
and other countries.
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Publi nts Commitiee Meetin

Mr. Speaker, | am pleased that the meetings of the Public Accounts Committee are now open to
the public. This will improve transparency and also assist the Government when responding to
the PAC report. In particular, it is hoped that Government will now be willingly provided with
minutes of all meetings held by the PAC in the interest of full transparency.

Conclusion

Govemment and governance is dynamic and just as the interational regulatory environment
has a shifting and changing landscape so too it is with the process of government. More Is being
required of all civil servants, Permanent Secretaries/Chief Accounting Officers and of the
Ministers of the Government and assoclated agencles.
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The Government appreciates the efforts of the Standing Committee on Public Accounts to
strengthen the Government’'s accountability to Parliament, and to enhance the Committee’s
contributions to public policy and administration, which are highly valued by the Government.
The Government fully supports the Committee in fulfilling its important mandate.

To this end, the Government will continue to work with the Committee and respond to its reports
and requests for information in a manner that appropriately respects the respective roles of
Cabinet, ministers and public servants within our system of responsible government,

We also would like to thank the many dedicated public officers who have worked diligently and
professionally in correcting and addressing the outstanding issues raised.

The Government is committed to strengthening the way in which it manages and controls
Bermuda's public finances and | have every confidence that continued improvements will be
achieved. Under this administration, there is every expectation that Government's financial
reporting and stewardship will reach the highest possible standards.
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REPORT OF THE PARLIAMENTARY
STANDING COMMITTEE ON THE PUBLIC ACCOUNTS
FOR THE FINANCIAL YEARS ENDED
31 MARCH 2009 and 31°* March 2010,

AND ON THE SPECIAL REPORT OF THE
AUDITOR GENERAL ON THE MISUSE OF PUBLIC FUNDS

TO HIS HONOUR THE SPEAKER AND THE MEMBERS OF THE HONCURABLE
HOUSE OF ASSEMBLY:

The Parliamentary Standing Committee on the Public Accounts has the honour to
submit the following Report:-

Your Committee is pleased to report to the Honourable House of Assembly that
we have reviewed new information that has come fo our attention as it relates to our
previous investigation of the Bermuda Department of Tourism, and we have deliberated
extensively on the Special Report of the Auditor General on the Misuse of Public Funds
as it relates to the Bermuda Land Development Company. Time has not permitted us to
investigate the second part of the Special Report on the Misuse of Public Funds.
Furthermore, your Commiftee has not, in the usual fashion, been able to investigate the
Auditor General's Annual Report on the Government's Accounts for the Years 1 April
2008 to 31 March 2009 and 1% April 2009 to 31% March 2010.

Your Committee has met 13 times since our last report, and 2 of these meetings
have been open to the public. The decision to have meetings in public has been a great
step forward in modernizing our democracy, as there has been keen interest shown by
the public. In fact, even though there was not much publicity given prior to our last
meeting, our decision to use a larger, non-government venue was justified by the
attendance.

in addition, your Committee has expanded the boundaries of its inquiry both in
breadth as well as depth. New ground was broken as interviewees included members of
the general public as well as Members of the Legislature. The collection of relevant
documents was also unprecedented.
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A. BERMUDA DEPARTMENT OF TOURISM (BDOT)

1. Tourism remains a critical industry for Bermuda and the handling of multimillion
dollar advertising budgets requires an approach that is professional and compliant with
Financial Instructions.

2. Your Committee was presented with new information provided by the former
Director of Sales & Marketing - North America (DSM). This information provided further
insight and perspective around the conclusions that we reached last year, namely that
Financial Instructions were not properly adhered to when the advertising agency
contract with GlobalHue was “rolled over” without going to tender.

3. Billings by GlobalHue to BDOT had been handied in Bermuda. The responsibility
for these payments was subsequently transferred to BDOT's New York office and
therefore came under the supervision of the DSM, who noticed that GlobalHue's billings
did not have the relevant invoices of the media that was being purchased attached, as
was required by Financial [nstructions, the contract between BDOT and GlobalHue,
and by US Federal Communications Commission regulations.

4, GlobalHue's payments were stopped, pending submission of proper invoices.
instead of willingly providing the invoices, documents provided to the Committee
indicated that Globalllue proceeded to try to destroy the career of the DSM, a
Bermudian veteran tourism officer of 20 years.

5. The CEO of GlobalHue wrote a shockingly strident and totally unprofessional
letter directly to the Premier/Minister of Tourism and Transport, containing insulting
personal attacks on the DSM; thereby short circuiting the Director of Tourism and the
Ministry Permanent Secretary.

6. tn fact, in an email dated 21 March 2007 to the Secretary of the Cabinet from a
well known public reiations agency hired by BDOT, the relationship was described as
“unusual’ and the email also noted that “for the client to cede so much power to an
individual agency, which, in this case, provides the perception - and perhaps the
attitude - that it is the agency that is leading the client, rather than the opposite.” Based
on the evidence presented, your Commitiee concurs with this statement,

7. The direct access to the PremierMinister of Tourism and Transport gave
GlobalHue the licence to ignore established protocols. This relationship is the
perspective from which the breaches in Financial Instructions must be viewed.

8. The GlobalHue letter to the Premier/Minister of Tourism and Transport would
have catastrophic consequences for the DSM, who revealed that he was later offered a
fob with the fitle *Director of international Development’ (DID), and that the job offer was
printed on GlobalHue letterhead. He was unsure at the time if this job was to be with
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BDOT or GlobalHue, and he concluded that he was being shunted aside out of his
DSM post to one which would soon evaporate.

9. The post of DID turned out to be a government position. Although approved by
the Cabinet, it was a temporary position, with no job description nor any place in the
BDOT management structure being specified.

10. The DSM testified that tremendous pressure was applied on him by senior
Ministry officials to take the position of DID and he was told that he could “name his
price.” An emalil, sent by a senior Ministry official, criticizing the DSM for not taking the
DID position was apparently erroneously copied to DSM, thereby adding to the
pressure. The DSM declined the position and resigned from the depariment a few
months later.

11. Evidence presented to your Committee showed that the civil servants’
responsibilities were over-ridden by the Premier/Minister of Tourism and Transport and
GlobalHue. The evidence also showed that Financial Instructions were not adhered to.
Under these circumstances, value for money for the public purse was not likely
achievable.

12. Your Committee is appreciative of the testimony and evidence provided by the
DSM.

13. Your Committee recommends that the Civil Service Executive be reminded
that inappropriate interference by any outside agents in the work of civil servants
contravenes Financial Instructions.

ALL OF WHICH IS RESPECTFULLY SUBMITTED:

Mr. Everard T. Richards, J.P. M.P. - Chaimmahn __ #

Ms. Lovitta F. Foggo, J.P. M.P. ST o

Mrs. Patricia J. Gordon Pamplin, J.P. M.P.

Hon. Walter M. Lister, J.P. M.P. N~ ___..-/K *:

Dated: 20" j"d\‘j" 2012
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B. BERMUDA LAND DEVELOPMENT COMPANY

1. in the Auditor General's Special Report on the Misuse of Public Funds, one of
the principal matters that was highlighted was an incident whereby the Chairman and
Deputy Chairman of the Board of the Bermuda Land Development Company (the
Company) enfered into a paid consultancy arrangement with the Company to
investigate and report on certain Company matters, with the report to be presented to
the Board. The Auditor General found this arrangement to be highly irregular and a
breach of the Chairman and Deputy's fiduciary responsibilities.

2. in testimony before the Committee, both the Chairman and Deputy repeatedly
claimed that they had been given a directive (or directives) to carry out this consultancy
arrangement by the Minister of Public Works (the Minister). They agreed there was an
urgent need for their intervention and feit that they were therefore justified in their
actions. Moreover, they testified that they provided value for money and that the
position taken by the Auditor General was incofrect. The findings of your Committee are
set out below.

(A) THE DUTIES OF DIRECTORS

1. The Chairman and Depuiy have used as their defense to the Auditor General's
assertion of conflict of interest, the position that the Bye-Laws of the Company did not
prohibit them from engaging themselves as consultants. [f one considers the Company
to be an ordinary Bermuda company, this may be valid.

» The Company was created by The Base Lands Development Act 1986 (the Act).
Section 5 of the Act refers to, "..creation of opportunities for increased
employment now and in the fufure...in furtherance of the well being of the
present and future generations of Bermudians." These are very public sector
objectives, not private sector objectives.

¢ But Section 6 says the Company, "..shall not be regarded as the servant or agent
of the Crown or as enjoying any status, privilege or immunity of the Crown."

« However, in Sectfion 14, government specifically indemnifies directors of the
Company against liabilitles and legal costs so long as they have, “.acted
honestly and in good faith with a view to the best interest of the Company.”

o Section 12 provides that the Minister may give directions to the Company, "..and
the Company shall out carry any such directions.”

2. Normally company bye-laws are the arbiters of the conduct of business within a
company, but the Company is no ordinary company.

258
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e The fact that the Auditor General (the consfitutionally appointed auditor of the
entire public sector) has been specified as its auditor makes the Company
unusual.

e The fact that the Minister may issue directives clearly establishes that there is an
authority higher than Cempany bye-laws. The ultimate arbiter is the Minister. In a
commercial company the Board would be the ultimate arbiter, operating under
the aegis of the bye-laws. But here the bye-laws are silent on the conflict of
interest issue.

s But the Act also establishes that the Company is essentially a part of the public
sector, despite Section 6.

» Section14, which says govemment indemnifies directors that have, "..acted
honestly and in good faith with a view to the best interest of the Company,” is key
to this case. This clearly implies that government, the sole shareholder,
EXPECTS directors to act this way; that it is THEIR DUTY TO ACT IN THE
INTERESTS OF THE COMPANY ONLY. The “Final Recommendation” in the
consultancy report prepared by the Chairman and Deputy (dated Aprit 2010)
was, in effect, to continue the consultancy arrangement, presumably at the
already established hourly rate, for yet another six months to “monitor the CEQ";
an extension of the arrangement that was not brought before the Board. And this
recommendation was, in fact, carried out.

3. The question is, have these directors acted in, "..good faith with a view to the
best interest of the Company?”. At the very least, one could say that this consultancy
arrangement represented a profound conflict between their own interests and the
Company's interests. This was the same conclusion arrived at by the Auditor General.

4 During the conduct of our deliberations, it was also revealed that the Company
had engaged and signed a painting contract (valued at $24,8087.50) with an assigned
contractor. The Deputy Chairman instructed the CEO to terminate that contract, and
give the contract to a company operated by the son of the Chairman. The CEQ refused,
on principie, but he was overruled and the switch was consummated. The subsequent
contract with the Chairman’s son's company was for $31,630.00, and there was an
additional request to apply another finish coat at a cost of $6,600, for a totat of $38,230.
The originally assigned contractor filed suit against the Company. The matter was
settled out of court in June 2011, with the Company having to pay $8,500 including
$1,000 for legal fees. Thus, the total cost for this project including legal costs escalated
to $47,730; that is $22,832.50 or 92% more than the originally assigned contract.

5. These anecdofes caused your Committee to question whether the Chairman and
Deputy were acting "..honestly and in good faith with a view to the best inferest of the
Company." The incident of granting the painting contract to the company operated by
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the Chairman's son also contravened Financial Instructions, the tenets of faimess and
good governance, and was a clear misuse of taxpayers’ mongy.

(B) THE MINISTER'S ROLE

1. The Base Lands Development Act 1996 sets out the relationship between the
Company and the Minister. The Minister may give directives to the Company and the
Company must follow them, however:

- the other shareholder, i.e. the Minister of Finance, must give prior consent to
said directives;

- the Company must confirm to the Minister, in writing, that the directive has been
carried out; and

- the written text of "every directive” given by the Minister must accompany the
Company's financial statements, which have to be laid in the House of Assembly.

2. It is clear from the above that the Minister's power to direct is ohe to be used
strategically, or in special or extraordinary circumstances. The rules that govern the use
of the power to direct are deliberately cumhersome so that this power should not be
used for routine management of the Company’s affairs.

°® In correspondence to the Minister, the Permanent Secretary for Public
Works and the CEQ of the Company dated 30 December 2010, the Minister of
Finance stated that she had no prior knowledge of the consuitancy arrangement,
and took action.

s It is also clear that the power of the Minister to direct cannot be used
orally, as the text of every directive must be appended to the Company’s financial
statements.

3. During the conduct of a public hearing, the Minister dismissed the constraints on
his authority. He did not appreciate his role as Minister and the appropriate use of his
power fo direct as laid out in the Act. He explicitly testified that he gave frequent oral
gperational orders and claimed there was no other way to run a company. The Minister
testified that “it was in his remit to issue operational directives to the BLDC.” Your
Committee determined that he conducted his role as an “executive chairman” rather
than the role envisaged by the Act, which could be described as “oversight by
exception.”

4, Although it is the Act that prescribes his powers and their limitations, the Minister
did not appear to be familiar with the Act, having emphatically stated once that he had
not read it, although later admitting that he had. He felt he had the discretion to ighore
the Act if impractical, and further stated that the requirement for written instructions
specified in the Act “should not be taken literatly”
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5. Both the Chairman and Deputy testified that the Minister gave them muitiple orat
directives which were never subsequently put in writing. A letter signed by the
Permanent Secretary for Public Works autharizing the consultancy retrospectively {one
year later in February 2011), confirming that the Minister had authorized the Company
to engage the services of the Chairman and Deputy, clearly does not meet the
requirements of the Act. This was an ineffeclive attempt to address the irregularities that
the Auditor General had uncovered.

8. Furthermore, the Minister neither sought nor received prior approval from the
other sharehoider, the Minisier of Finance, as per the Act. Section 12(2) of the Act
states that before the Minister gives a directive to the Company, he shall consult the
Minister of Finance and the Directors with respect to the content and effect of the
directive. Therefore the directives given to the Chairman and Deputy were not valid
under the Base Lands Development Act 1996. This is a fundamental issue which
supports the Auditor General and the Minister of Finance's recommendation that the
funds paid to the Chairman and Deputy be repaid to the BLDC. Not only does this issue
represent a conflict of interest, it also speaks to a misuse of public funds.

7. Your Committee took note of four other ministerial directives in the preceding
year which were not in compliance with the Act, as reported by the Auditor General to
Senior Management on 21 September 2010. These directives all related to the use of
land and other property on which the Minister of Finance was never consuited by the
Minister, and speak to a pattern of behavior inconsistent with the requirements of the
Act.

8. It is interesting to note that the Minister of Finance, once notified of the Auditor
General's concerns on 21 December 2010, subsequently commissioned an externat
accounting firm to underiake a review of the BLDC's Governance. That review was
gompleted in May 2011 and confirmed that "the Chairman, Deputy Chairman, Board
members and Permanent Secretary of the Ministry of Public Works indicated that the
work performed between May and December 2010 was done at the verbal request of
the Shareholder [the Minister of Public Works]."

9. As the most senior officers of the Company, the Chairman and Deputy shouild
have known that oral directives were not valid unless they followed the requirements of
the Base Lands Development Act 19896, for which they, along with the Board, were
responsible. Like the Minister, the Chairman and Deputy did not appear to be familiar
with the Act and the rules governing their conduct contained therein.

(C) BLDC CODE OF CONDUCT
1. The Company set out a Code of Conduct in 2002 which clearly stated "Directors

and Employees must avoid conflicts of interest between their private financial activities
and the conduct of BLDC business”. However, this Code was amended in January 2008
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and instead of referring to Directors and Employees the term “members” was used.
Whiie the term “member” is not defined in this context, the balance of the document
referred repeatedly to employees, so one could surmise that “member” refers to
employees only.

2. Your Committee could find no evidence that the Chairman or Deputy Chairman
sought to clarify what was meant by “members” prior to undertaking the work referred to
herein. The Code was subsequently updated again in 2010/11 fo once more specify
Directors, after the matter was reported by the external accounting firm.

(D} DID THE CONSULTANCY PROVIDE THE COMPANY WITH VALUE FOR
RIONEY

1. The question of value for money hinges on the circumstances surrounding the
problems besetting the Company; the qualifications of the Chairman and Deputy to
professionally address the problems; and what they accomplished for their time spent.

2. It is clear that the Company had significant problems, particularly with coliecting
its receivables. The CFO position had been vacant for three years and testimony was
given to the Commitiee that the Minister had refused, on more than one occasion, to
allow the Company to retain a full time CFO, even though that position had long been
provided for in the Company budget. Moreover, the Company CEQC's effectiveness had
been compromised a year and a half to two years before the consultancy started, due to
severe illness.

3. The Act allows the secondment of civil servants to the Company. However, in his
testimony the Chairman testified that the Company did not formally seek the
secondment of a civil servant to fill the gap in the management structure of the
Company. The CEO testified that he requested that the Company fill the vacant CFQ
position multiple times but was refused by the Minister, aithough he claimed such a
move had the support of the other shareholder, the Minister of Finance.

4., The directive of the Minister for the consultancy work was not put in writing;
neither were the terms of reference for the work 0 be done by the Chairman and
Deputy. In fact, the Board retroactively approved payment and hourly rates for these
two officers after a considerable amount of time had already been billed. The
consultancy carried on well past the time the Board had authorized. Clearly, the
consultancy was not properly authorized by the Board as there was no quorum at the
mesting of 23 March 2010, when the arrangement was approved with only two Direciors
being present.

5. Having determined the backgrounds of both the Chairman and the Deputy, via
their own testimony, it does not appear that either separately or together they would
have qualified as management consultants for an undertaking of this nature. While both
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had considerable real world experience in their respective fields, neither had any
experience in analysis or reporting on management structures and solutions. Mareover,
the rates they charged the Company were comparable to consulting management
professionals, which they were not.

8. While there appears to have been a litany of issues with respect to the
operations of the Company, the one stressed the most was the ballooning and aging
Accounts Receivable. The Minister himself intervened in an attempt to get a major
receivable regularized, and some progress on receivables was made by the Chairman
and Deputy. However, the recruitment of a new CFQ may have been a better solution to
this problem.

{E} FURTHER OBSERVATIONS

1. The Bemmuda Land Development Company is a Quasi Autonomous non-
Government Organization (a Quango), and is not an ordinary company. Quangos carry
out public sector functions and therefore are subject to the same scrutiny and oversight
as any other part of the public sector. The directors of a private company could very well
be its owners, in which case the interests of the company may be congruent with those
of the directors. But with a Quango this is impossible, hence the importance of the
separation of the interests of directors from those of the Quango.

2. In the case of the Company, it appears that all the players, except for one
director, completely ignored this key distinction between personal interests and the
Company’s. This error of judgement was made more egregious by the refusal of the
directors to acknowledge their mistake, instead, conveniently making repeated
references to the Company bye-laws and failing to look up the authority ladder to the
Act which makes clear reference to conflicts of interest.

3. Therefore, your Committee’s first recommendation is for government to make
the personnel it appoints as directors of Quangos aware of their legal duties and
responsibilities, with particular reference to the canons of conflicts of interest. This is
consistent with the recommendation made by the Auditor General.

4, The behavior of the Chairman and Deputy in this matter appears to be detived
from their perception that they had been given a valid directive by the Minister to
address a real problem. it was their duty to know the rules under which that Minister
was empowered to give those directions and that he did not adhere to those rules.
Given that the Minister's directives were invalid, it was their duty to know that.

5. As a minister of the government, the Minister must know the condifions and limits
under which the law grants him power. The Minister also must know his role is not to
micro-manage assets or enterprises under his charge. In this case, it is clear his power
to direct was meant to be used strategically as opposed to casually or routinely. The
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Minister did not appesar to know his appropriate role nor the constraints of his power to
direct. He used his power routinely and orally.

€. The Minister, in his testimony, confirmed that he gave the Chairman and Deputy
instructions to carry out the investigation, but that he had not specifically authorized
them to receive remuneration as consultants, saying that was the Board’s decision,
even though he agreed with the Board's right fo do so under the bye-laws, citing the
legal opinion provided by a private law firm. Your Committee noted that the stated legal
opinion was not given until after the December 2010 objections by the Auditor General
to the consultancy arrangement had been made known to the Company. So the time
line does not support the Minister's testimony suggesting that the legal opinion
empowered the Board to engage in the consultancy arrangement. The legal opinion
was obtained ex-post facto.

7. The Minister testified that he found out about the consultancy agreement from
the other shareholder, the Minister of Finance, in December 2010. However, the
Minister had access to Board minutes which explicitly discussed the arrangement on
several occasions. In view of the hands-on role the Minister had taken with respect to
the Company, your Gommittee questions how he missed the fact that his Chairman and
Deputy, whom he directed to perform the investigation, were receiving consultancy
remuneration.

8. Your Commiftee heard evidence that the Minister also used his power of
influence to inappropriately give unfair advantage to a political colleague as it relates to
the leasehold of a Company property. The Committee was also apprised of anocther
incidence of the Minister's intervention in insisting that a campentry shop have its rent
reduced and unpaid rents written off.

9. While the Chairman and Deputy cannot he absolved of their responsibilities in
this matter, the root cause is the manner in which the Minister executed his
responsibilities relative to the Company, a manner that encouraged this inappropriate
behavior.

10.  In his testimony, the Minister complained that the matters in the external
accounting firm's report should have been raised with him by the Auditor General.
However, your Commitiee reviewed evidence that standard procedure had in fact been
adherad to by the Office of the Auditor General, which included the provision of a
Management Letter to the senior management of the Company {and a copy of the said
letter 1o the Chairman of the Board and the Financial Secretary) outlining issues of
concern that were uncovered through the annual audit. Your Committee could not
determine whether any action had been taken in response to these concerns,

1. It should also be noted that correspondence between the Auditor General and
the Company, when this matter was uncovered, was copied to the Minister, the
Minister of Finance and the Director of Internal Audit - most notably correspondence
dated 22 December 2010, 31 December 2010 and 27 January 2011. A copy of the
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applicable section of the draft Special Report was also submitted to the Ministry for a
response before the final document was produced and released. This is standard
procedure. The Ministry of Public Works later responded to the Auditor General, with a
copy to the new Minister of Public Works.

12. The Minister testified that because the CFC position was vacant he initiated the
investigation to defermine what needed to be done at the Company. Your Committee
concluded that by filling the vacant CFC post the Company could have not only found
out what the problems were but alse had them rectified.

13.  The Minister refused to dismiss the Chairman and Deputy when instructed by the
Premier and Minister of Finance who, as the other shareholder, on becoming aware of
the situation, immediately deemed the situatioh as unacceptable and sought to have it
rectified.

14.  Your Committee fully subscribes to the principle that those responsible for these
breaches in fiduciary responsibility be held accountable. As indicated above, the
Minister neither sought nor received prior approval from the other sharehalder, the
Minister of Finance, as per the Act. His directives were not in writing and not reported to
the House of Assembly as per the Act. Therefore, the directives given to the Chairman
and Deputy were not valid under the Base Lands Development Act 1996. Moreover,
the Board meeting at which the matter was discussed was not properly constituted. The
Committee supports the Auditor General's recommendation that the funds paid under
the consuitancy be refunded to the Company forthwith.

C. CONCLUSION

1. The second recommendation of your Committee, consistent with the
recommendation of the Auditor General, is that ministers make themselves fully aware
of their role as it relates to Quangos and the limitations and conditions under which their
power can be exercised. Ministers should then operate within the strict parameters the
law provides. A minister of the government cannot decide which laws to abide by and
which ohes to flout, at his discretion. As members of Cabinet, ministers, more so than
ordinary citizens, must abide by the law.

2, Your Committee would like to extend its sincere gratitude to the Deputy Clerk to
the Legistature, Mr. Clark W. Somner, in recognition of his tremendous sterling work
done on behalf of the Commitiee throughout the past year. Also, we must acknowledge
the excellent advice and support provided by the Auditor General, Mrs. Heather Jacobs
Matthews, and her professional Staff during our deliberations, without which the
Committee would not have been able to expand its reach on behalf of the taxpayers of
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Bermuda in the way it has this past year. We would also like to thank MG Court
Reporting & Transcription Services for their support in our public meetings.

3. Your Committee recommends that the Minister of Finance be requested o
inform the Honourable House of Assembly of the action to be taken on the points raised
in this report.

ALL OF WHICH 1S RESPECTFULLY SUBMITTED:

Mr. Everard T. Richards, J.P., M.P. - Chairrian

Mrs. Patricia J. Gordon Pamplin, J.P., MP. __//Lecl A o/S (
7

Hon. Temry E. Lister, J.P., M.P. W,« /g
2,

Mr. N.H. Cole Simons, J.P., M.P O L

Dated: 20 July, 20/ 2
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REPORT OF THE PARLIAMENTARY STANDING
COMMITTEE ON THE PUBLIC ACCOUNTS ON THE
SPECIAL REPORT OF THE AUDITOR GENERAL ON

THE MISUSE OF PUBLIC FUNDS

TO HIS HONOUR THE SPEAKER AND THE MEMBERS OF THE HONOCURABLE HOUSE OF
ASSEMBLY:

The Parliamentary Standing Committee on the Public Accounts has the honour of submitting the

following Report:

I Introduction
Your Public Accounts Commiittee (PAC) is pleased to report to the Honourable House of
Assembly that we have reviewed the outstanding section Inappropriate Use of Public
Funds for Payment of Personal Legal Expenses of the Special Report on the Misuse of
Public Funds as produced by the Auditor General and tabled in this Honourable House on
3 March, 2012. This PAC Report covers the second section of the Auditor General's
report; the first section was reported on by PAC on 20 July, 2012.

2. Meetings

PAC held nine meetings on this report with the Auditor General and staff, current and
former public officers, and had deliberations amongst the committee. Below are the dates
of the meetings:

= 12 September, 2013

= 19 September, 2013

= 3 QOctober, 2013

= 24 Qctober, 2013

= 31 October, 2013

= 13 February, 2014

® 14 February, 2014

= 23 April, 2014

= 29 May, 2014
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Witnesses

PAC sought clarity on the matters raised in the report from a number of current and
former Ministers and current and former public officers. The list below identifies the
persons who provided information to PAC and how it was provided. All oral testimony
was held "in camera". Written submissions received by PAC have been included in this

report.

Oral Testimony
o Robert Horton, former Permanent Secretary of Public Works
o Anthony Manders, current Financial Secretary
o Randy Rochester, former Permanent Secretary of Public Works

Written Submission
o Doctor the Honourable Ewart F. Brown, I.P,, former Premier
o Honourable Derrick V. Burgess, J.P., M.P., former Minister of Public Works

Invited to Attend
o Honourable Paula A. Cox, J.P., former Premier and Minister of Finance
o Kathy Lightbourne-Simmons, former Permanent Secretary of Legal Affairs
o Michael J. Scott, J.P., M.P., former Attorney-General
o KimN. Wilson, J.P., M.P., former Attorney-General

Findings

PAC found that a contract with the Canadian law firm was ratified by Cabinet and
executed by the Solicitor General on behalf of the Government.

The main contention was how an action approved by Cabinet for the Government of
Bermuda ended up as a lawsuit filed in the name of former Premier Ewart Brown and
former Minister Derrick Burgess.

PAC, like the Office of the Auditor General, was unable to ascertain precisely by whom
or when authorisation was given for the legal action to be filed in the name of former
Premier Ewart Brown and former Minister Derrick Burgess (as opposed to the

Government of Bermuda). The Ministry of Justice, in its response, stated that, "the
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personal action was the only means by which the Government could take action again
those responsible for essentially attacking the Government via its Ministers." This
determination arose from the fact that a Government cannot be a plaintiffin a defamation
action.

d. Given that the action was filed in the names of former Premier Ewart Brown and former
Minster Derrick Burgess, and although Dr. Brown and Mr. Burgess have stated publicly
that any proceeds would not have benefited them personally, the PAC was provided with
no Jegal or contractual evidence to support this. Though the action may have been for a
government purpose, the lack of documentation regarding any potential damages allowed
for the possibility for someone to personally benefit from the lawsuit. While PAC is not
accusing former Premier Ewart Brown and former Minster Derrick Burgess of seeking to
profit from this action, there was no documentation provided to PAC or to the Office of
the Auditor General that satisfies this dilemma.

e. Given that the lawsuit was filed in the names of former Premier Ewart Brown and former
Minster Derrick Burgess, and given that they may have stood to benefit from a successful
suit, the Auditor General argues that this was a misuse of public funds. The PAC agrees
with the Auditor General in the strict letter of the law that a lawsuit in private names can
be viewed as a violation of Financial Instructions; however, given the unusual
circumstances of this case, the Public Accounts Committee acknowledges the
Government's position that it considered this action to be for a "government purpose” and
thus in line with existing Financial Instructions.

f PAC is wholly dismayed by the unwillingness of Attorney-General's Chambers to share
information with the Office of the Auditor General and does not accept their claim of
privilege. Audit functions cannot be properly executed if government departments claim
legal privilege and block access to documents. Although the Members of the PAC are not
lawyers, we did not see the need to spend government funds on secking an independent
legal opinion to validate what we all saw as patently obvious. We fully support the
Auditor General's position that she is a servant of the government and, given the contract
was between the government and the law firm, any information requested should have
been provided to the Auditor General. In our attempt to further understand the

Government's reasoning for not sharing the requested information with the Auditor
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General, PAC tried to speak with the former Permanent Secretary in the Ministry of
Legal Affairs. Unfortunately, the Committee did not get to speak with Ms. Lightbourne-
Simmons as she had left Government at the time of the hearings. PAC is also dismayed
that the former Attorney-General Michael Scott, when asked to attend PAC, declined the
opportunity to attend to provide PAC additional clarity regarding these events. PAC
believes that our report would have been more complete if we had participation from
these two officers.

PAC takes note that the retainer agreement between the Government of Bermuda and Lax
O'Sullivan Partners was terminated in September 2011 in line with the Auditor General's
recommendation.

PAC takes note of the Auditor General's recommendation that surcharged funds be paid
back, but does not support the recommendation - as the Committee accepts the
explanation that Cabinet approved the funds and it was the view of Cabinet that the

funding was for a "government purpose".

Recommendations

PAC recommends that the Government examine amending Financial Instructions to
allow for the Cabinet to support a civil action taken on behalf of a Minister against
anyone who defames and damages the reputation or credibility of the Minister when he or
she is carrying out his or her duties. The PAC also recommends that any amendment to
Financial Instructions make it clear that any proceeds from any such action revert to the
Government of Bermuda.

PAC recommends that the Government ensures that the Auditor General receives access
to all Government files without delay. The Office of the Auditor General must have the
cooperation of the executive of the day to be effective - the lack of access to information
gives the impression, whether rightly or wrongly, of something to hide. The PAC
recognises the doctrine of legal privilege, however if such communication is to a legal
team funded by the government, it is the opinion of this Committee that the Office of the
Auditor General should have access to any information requested in accordance with the

section 14 of the Audit Act 1990.
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6. Conclusion

a. PAC would like to acknowledge the advice and assistance provided by the Auditor
General, Mrs. Heather Jacobs Matthews, and her professional staff during our
deliberations; as well as the sterling work done on behalf of the Committee by Deputy
Clerk to the Legislature, Mr. Clark W. Somner. PAC would also like to acknowledge the
contributions of the Honourable Jeanne Atherden, J.P., M.P., who served on PAC prior to
being appointed a Minister.

b. PAC recommends that the Minister of Finance be requested to inform the Honourable
House of Assembly of the action that is to be taken on the recommendations submitted in

this report.

ALL OF WHICH IS RESPECTFULLY SUBMITTED.

Mr. E. David Burt, 1.P., M.P. — Chairman 2@—

Ms. Lovitta F. Foggo, J.P., M.P. el Ve Wikl

=95

M. Terry E. Lister, J.P., M.P. CZ77 ‘/\-5
Mr. N. H. Cole Simons, I.P., M.P. lod o r74m‘, .y,

Mr. Glen C. Smith, J.P., M.P. (jk__%

Mr. Jefferson C. Sousa, J.P., M.P.

Date: &7“ Jm { a 9)‘}
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Minister of Finance Response on the Report of the Parliamentary

Standing Committee on the Public Accounts on the Special Report of

the Auditor General on the Misuse of Public Funds

TO HIS HONOUR THE SPEAKER AND MEMBERS OF THE
HONOURABLE HOUSE OF ASSEMBLY:

Introduction

Mr. Speaker, | am grateful for this opportunity to respond to the Public
Accounts Committee (PAC) Report on the Special Report of the Auditor
General on the Misuse of Public Funds that was tabled in this Honourable
House on March, 2012. This PAC Reported focused on the outstanding
section — Inappropriate Use of Public Funds for Payment of Personal Legal

Expenses.

Mr. Speaker, it should be noted that the above mentioned incident being
reported on occurred under the former administration at a time that | was
actually Chairman of the PAC. Unfortunately, the previous PAC was unable
to report on this matter due to the change in Government. The change in
Government has obviously led to delays in responding. Nevertheless, |
table the Government's written response to the above mentioned PAC
Report in order to complete the financial reporting accountability cycle

within Government.
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Since coming into office in December 2012, the Government has placed
great emphasis on the need to make continued improvements to

Government’s accounting and financial control systems and practices.

As mentioned above, this PAC Report focuses on one particular matter —
Inappropriate Use of Public Funds for Payment of Personal Legal
Expenses of the Special Report on the Misuse of Public Funds as
produced by the Auditor General in March 2012. For ease of reference |

have attached the PAC Report as Annex |.

Inappropriate Use of Public Funds for Payment of Personal Legal

Expenses

The Government acknowledges the work of the Public Accounts
Committee in addressing items of concern relating to the above mentioned
matter. | also note the findings and recommendations emanating from the
PAC Report.

As recommended by the PAC, | hereby inform this Honourable House of
the recommendations submitted and in the PAC Report on the Special
Report of the Auditor General on the Misuse of Public Funds -
Inappropriate Use of Public Funds for Payment of Personal Legal
Expenses and the actions that are to be taken in response to those

recommendations.
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Recommendation 1 - Section 5a of the Report:

‘PAC recommends that the Government examine amending Financial
Instructions to allow for the Cabinet to support a civil action taken on behalf
of a Minister against anyone who defames and damages the reputation or
credibility of the Minister when he or she is carrying out his or her duties.
The PAC also recommends that any amendment to Financial Instructions
make it clear that any proceeds from any such action revert to the

Government of Bermuda”.

The Government is fully supportive of this recommendation and will ensure
that any civil action taken on behalf of a Minister approved by Cabinet will
be transparent and fully documented. One of the key findings in the PAC
report was that whilst the former administration considered the funding of
this action to be for a government purpose and was an appropriate course
to follow in the interest of the Government, the Country and Bermuda’s
international reputation, there was a lack of documentation to support this
position. As mentioned above, any future civil actions taken by the
Government on behalf of a Minister will be fully documented which will also
make it clear that any proceeds from any such action revert to the
Government of Bermuda. It should be noted that Financial Instructions
already state that “Government funds or property should only be used for
Government purposes and must not be used for personal reasons”.
Accordingly there is no need to amend Financial Instructions to provide for
this recommendation. The key requirement is to document the cases in
which the Cabinet is to support a civil action taken on behalf of a Minister

against anyone who defames and damages the reputation or credibility of
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the Minister when carrying out his or her duties. This documentation will be

the support for any payments made towards this matter.

Recommendation 2 - Section 5b of the Report:

‘PAC recommends that the Government ensures that the Auditor General
receives access to all Government files without delay. The Office of the
Auditor General must have the cooperation of the executive of the day to
be effective-the lack of access to information gives the impression, whether
rightly or wrongly of something to hide. The PAC recognises the doctrine of
legal privilege; however, if such communication is to a legal team funded by
the Government, it is the opinion of the Committee that the Office of the
Auditor General should have access to any information requested in

accordance with section 14 of the Auditor Act 1990.”

While the Government supports the PAC’s recommendation that the
Auditor General should have access to any information requested in
accordance with section 14 of the Audit Act 1990 (“the Act”), the
Government, having taken legal advice from the Attorney General, does
not accept that such information includes documents or information which
Is protected by legal professional privilege. The suggestion by the PAC in
paragraph 5(b) of its report that the withholding of legal professional
privileged documents or information gives the impression that there is
something to hide fundamentally fails to comprehend why it is important to
protect from disclosure to the public legal professional privileged

information.
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It is the opinion of the Attorney-General, who is charged under section 71
of the Bermuda Constitution Order 1968 to be the principal legal adviser to
the Government, section 14 of the Act does not entitle the Auditor General

to have access to legal professional privileged information.

It is important that the Government supports the non-disclosure of legal

professional privileged information to the public in order to ensure that:

(1) Government officials are not deterred from telling the whole truth to their
attorneys for fear that such information may be made public; and

(2) Legal advisers are able to give honest and candid advice on a sound
factual basis to the Government without couching such advice for fear
that it may find its way into the public domain and used against the

Government in any civil proceedings against the Government.

The Government is a legal person and is entitled to the same protection
against the disclosure of legal professional privilege information as any

other person who seeks advice from legal counsel.

In the present case, the Attorney-General informed the Auditor General
(citing legal authorities) of her legal interpretation of section 14 of the
Auditor Act 1990 and it is inappropriate for the PAC to infer in its findings
and recommendation expressed in paragraphs 4(f) and 5(b) of its report
that such legal opinion is incorrect without citing any legal authorities that
support such an inference. It should be noted that under same section 14
(d) of the Act, the Auditor General is entitled, in the exercise and for the
purpose of his functions, to seek from the Attorney General in writing an

opinion on any question regarding the interpretation of any statutory
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It is the opinion of the Attorney-General, who is charged under section 71
of the Bermuda Constitution Order 1968 to be the principal legal adviser to
the Government, section 14 of the Act does not entitle the Auditor General

to have access to legal professional privileged information.

It is important that the Government supports the non-disclosure of legal

professional privileged information to the public in order to ensure that:

(1) Government officials are not deterred from telling the whole truth to their
attorneys for fear that such information may be made public; and

(2) Legal advisers are able to give honest and candid advice on a sound
factual basis to the Government without couching such advice for fear
that it may find its way into the public domain and used against the

Government in any civil proceedings against the Government.

The Government is a legal person and is entitled to the same protection
against the disclosure of legal professional privilege information as any

other person who seeks advice from legal counsel.

In the present case, the Attorney-General informed the Auditor General
(citing legal authorities) of her legal interpretation of section 14 of the
Auditor Act 1990 and it is inappropriate for the PAC to infer in its findings
and recommendation expressed in paragraphs 4(f) and 5(b) of its report
that such legal opinion is incorrect without citing any legal authorities that
support such an inference. It should be noted that under same section 14
(d) of the Act, the Auditor General is entitled, in the exercise and for the
purpose of his functions, to seek from the Attorney General in writing an

opinion on any question regarding the interpretation of any statutory
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provision. Hence, it appears that the Legislature intended the Attorney
General to advise the Auditor General in regards the interpretation of any

statutory provision, including provisions under the Auditor Act 1990.

Mr. Speaker, it should be noted that the above mentioned position is
consistent with the position of the former administration as recorded in their
reply to the Special Report of the Auditor General on the Misuse of Public
Funds dated December 19" 2011.

Conclusion

Mr. Speaker, | wish to express my thanks to the Auditor General and
members of the Public Accounts Committee for their work in identifying and
bringing forth their observations and recommendations to the attention of
this Honourable House. This Government is committed to strengthening
the way in which it manages and controls Bermuda’s public finances and |

have every confidence that continued improvements will be achieved.
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REPORT OF THE PARLIAMENTARY STANDING
COMMITTEE OF THE PUBLIC ACCOUNTS ON:

THE ANNUAL REPORT OF THE AUDITOR GENERAL
ON THE WORK OF THE OFFICE OF THE AUDITOR
GENERAL AND ON THE ACCOUNTS OF THE
GOVERNMENT OF BERMUDA FOR THE FINANCIAL
YEARS APRIL 1, 2008 TO MARCH 31, 2009 AND
APRIL 1, 2009 TO MARCH 31, 2010

TO HIS HONOUR THE SPEAKER AND THE MEMBERS OF THE HONOURABLE HOUSE OF ASSEMBLY:

The Parliamentary Standing Committee on the Public Accounts has the honour of submitting the
following Report:

1 Introduction

Your Public Accounts Committee {PAC) is pleased to report to the Honourabie House of Assembly that
we have reviewed the Annual Report Of The Auditor General On The Work Of The Office Of The Auditor
General And On The Accounts Of The Government Of Bermuda For The Financial Years April 1, 2008 To
March 31, 2009 and April 1, 2009 to March 31, 2010, tabled in This House on 22 june, 2012.

2 Meetings

PAC held ten meetings on this report with the Auditor Generai and staff, current and former public
officers, and had deliberations amongst the committee, Below are the dates of the meetings:

* September 12, 2013 * May 29, 2014
s September 19, 2013 s lune 12, 2014
* September 26, 2013 o July 3, 2014

+ October 24, 2013 o July 10, 2014
» October 31, 2013 o July 18,2014
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3 Witnhesses

Given the reports were over two years old, PAC sought to glean essential information from Public
Officers responsible for the supervision of government budgets and spending. The list below identifies
the persons who provided information to PAC, All oral testimony was held “in camera”.

Cral Testimony:

Mir. Anthony Manders - Current Financial Secretary

Mr. Donald Scott - Former Cabinet Secretary and Financial Secretary during the period covered
by the Report

Mrs. Tina Tucker - Principal Budget Officer

Ms, Lucia Peniston - Tax Commissioner

Ms. Wendy Greenidge - Debt Enforcement Unit

Invited to Attend (but not available):

Mrs. Heather Thomas - Director of Internal Audit

4 Findings

i

Bermuda’s budget process has not kept up with modern needs,

a. PACis concerned that Estimates of Revenue and Expenditure {Estimates) were
submitted to Parliament with financial projections that senior ¢ivil servants considered
unrealistic and unattainable. Such revelations showcase the weaknesses of our current
budget process.

b. Parliament must oversee the Budget process, but there is limited independent review
of the Budget,

i. Larger Parliaments have their own independent budget offices to scrutinise the
Executive's budget to ensure # is able to deliver planned programmes.

ii. Supplementaries are received in arrears, a long time after spending has cccurred,
with minimal Parliamentary scrutiny as the money has already been spent.

There have been some improvements in budget control,
a. PAC heard of new measures, first implemented in 2012 and further enhanced in 2013,
to catch budget creep at an earlier stage. Some of the measures detailed were:
i. Ministries were required to enhance their monthly reporis pertaining to their
expenditure versus budget allocations so that any slippage can be arrested;
additionally, quarterly reports are made to Cabinet.

282

2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda


rgilbert
Typewritten Text
Appendix 12


rgilbert
Typewritten Text

rgilbert
Typewritten Text
____________________________________________________________________________________________
282                                                    2010, 2011 and 2012 Consolidated Fund Report - Auditor General of Bermuda 


Appendix 12

ii. The introduction of budget checking in the ERP system ensures that Ministries and
Departments have budgeted funds available before committing to the
procurement of goods and services.

iii. A Budget Implementation Group has been established at the civil service level to
ensure that members of the civil service are motivated to deliver on the mandates
of the budget.

3. The Government continues to face chalienges in the raising of revenue and collection of monies
owed to the Government.

&, PACheard testimony about the Government's revenue chalienges. These challenges
have been exacerbated by the numerous tax concessions that have been given and
difficulty in collecting taxes. Witnesses aiso recommended that the Government may
wish to look at reforming the tax system to enhance Government revenue and broaden
the tax base as a way to address the revenue chalienges.

h. PAC heard that Bermuda's tax culture is poor and that additional measures need to be
taken to increase levels of compliance with existing tax legislation. As of July 10, 2014
there was $30,597,673 in land taxes that were more than 90 days overdue with the
Office of the Tax Commissioner; and $50,336,577 in Payroll and other taxes that were
more than 90 days overdue.

c. PACheard that increased cooperation and information sharing between Government
departments is necessary 1o increase tax compliance.

d. PAC heard that the Debt Enforcement Unit is currently under-resourced. The Unit has
had success in obtaining judgement against debtors; however the enforcement of those
judgements remains a challenge.

4. PAC heard conflicting evidence on whether civil servants had been surcharged for violations of
Financial Instructions. It should be noted that since the report time period, violations of
Financial Instructions are now criminal offences.

5. There is an ongoing challenge that exists with the guality and timeliness of accounts submitted
for audit. The Auditor General has confirmed a large number of accounts have not been audited,
some dating back to 2005. In addition, 2 significant number of these accounts have been
submitted with incomplete information. As the Auditor General has to audit these accounts, this
task is made very difficult due to the lateness and quality of the information submitted. PAC
understands that in many cases there have been recommendations from the Auditor General as
to the improvements to be made but these have not been made. These outstanding accounts
increase the risk of financial irregularities going undetected.

6. Disposition of Auditor General's Recommendations
a. Accounting officers have responsibility for the review and implementation of the
recommendations made in the Report of the Auditor General.
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The Auditor General made eleven new recommendations in this report; however there
were 73 outstanding recommendations from previcus reports.

In 2010 the Department of Internal Audit and the Office of the Auditor General signed a
memorandum of understanding. As a resuit of the agreement, the Depariment of
Internal Audit monitors the implementation of the Auditor General's recommendations.
PAC wiil meet with the Director of internal Audit to ascertain what progress has been
made on the Auditor General's Recommmendations.

5 Recommendations

1. Given the findings mentioned in Section 4 of this report, PAC makes the following
recommendations to modernise the budgetary process:

&,

PAC recommends that the House considers updating budget rules to make
supplementary funding a more disciplined process.

Consider implementing "pay-go" rules to ensure that any additional, nonemergency,
spending that occurs during the budget yvear is offset by additional revenue or
correspending cuts. Approval should be sought from the Legislature prior to additional
funds being spent.

Increases in capital estimates often are missed because total allocated funding increases
are not shown in the Estimates of Revenue and Expenditure. PAC recommends that the
Annuat Estimates of Revenue and Expenditure include the historical total aflocated
funding so that the Legislature and the public can understand the increasing costs of
capital projects.

2. PAC believes that additional transparency in the budget process will fead to better budgetary
contrel by Parliament, therefore PAC recommends:

a.

The Minister of Finance shouid, as a matter of routine, submit a mid-year report on
Government finances to the House no later than November 15 in any given year, This
statement shouid include any spending changes and provisional estimates for approvai
in advance of additional and unbudgeted monies being spent.

The Minister of Finance should publish guarterly revenue and spending figures by
Department.

The Minister of Finance should include Zero Based Budget rankings in the Annual
Estimates to ensure the Committee of Supply is aware which ongoing programs are
funded in the Government Budget.

The Minister of Finance should publish the disposition of supplementals and surcharges
so that members of the public can know the extent to which action has been taken with
those who violate Financial instructions.

3. Given the testimony about Government revenue, mentioned in Section 4 of this report, PAC
recommends:
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a. That Government review the current tax system with a view to increasing the efficiency
of revenue collection and to broaden the tax base,

b. That Gevernment take immediate steps to increase cooperation between Government
departments to withhold government services from those whe are not in good standing
with the Office of the Tax Commissioner. Services such as work permits, business
licences, vehicle registrations, should be withheld from non-compliant businesses and
persons.

c. That Government develop a Memorandum of Understanding (MOU} for all Government
Departments that are involved in revenue collection and debt enforcement. This MOU
will formalise the information sharing between Government Departments and will aid
debt enforcement.

d. That Government assign additional and dedicated resources the Debt Enforcement Unit
to aid in the recovery of debis.

e. That Government should again examine a Tax Court and specific legislation to facilitate
the recovery of funds owed to the Government. Any new Tax Court should be
established in addition to existing civil courts.

f.  The Government should again examine the establishment of a Business Registry as
highlighted in previous reports of the Auditor General to facHitate the identification of
potentiai taxpayers,

6 Conclusion

1. PAC would like to acknowledge the advice and assistance provide by the Auditor General, Mrs.
Heather Jacobs Matthews, and her professional staff during our deliberations. We would also
like to acknowledge the sterling work done on behalf of the Committee by Deputy Clerk to the
Legislature, Mr, Clark W Somner, and the contributions of the Honourable Jeanne Atherden, 1.P.,
M.P., who sarved on PAC prior to being appointed a Minister.

2. PAC recommends that the Minister of Finance be requested to inform the Honourable House of
Assembly of the action that is to be taken on the points raised in this report.
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ALL OF WHICH US RESPECTFULLY SUBMITTED.

Mr. E. David Burt, J.P,, M.P. — Chairman M

Ms. Lovitls . Faggo, 1P, M.P,

My, Terry E. Lister, LP., M.P.

Mr. M. H, Cole Simons LP., M.P.

Mr. Glen C. Smith, 1.P., M.P.

Mr. Jefferson C, Sousa, 1.P., M.P.

Mir. Michael A Weeks, 1P, M.P,

Dated: [ jw&’),ﬁ@ft}
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Minister of Finance Response on the Report of the Parliamentary

Standing Committee on the Public Accounts on: The Annual

Report of the Auditor General on the work of the Office of the

Auditor General and on the Accounts of the Government of
Bermuda for the Financial Years Ended 31 March, 2009 and 2010

Introduction

Mr. Speaker, | am grateful for this opportunity to respond to the
Public Accounts Committee Report on the Public Accounts for the
financial years ended 31 March, 2009 and 2010. This Government
appreciates that this process is an important component of the
financial reporting accountability cycle within Government and will
fulfill its duty to ensure that Government'’s financial reporting is raised

to its optimal level.

Mr. Speaker, before | go into my formal response | would like to
comment on the role of the Public Accounts Committee (PAC) and

parliamentary procedure in general.

When the Auditor General tables a report in the House it is
automatically referred to the PAC, Parliament’s Standing Audit
Committee. The Committee then selects the portions of the report it
wants to scrutinise and calls public servants from audited
organisations to appear before it to respond to the Auditor General’s

findings. The PAC also reviews any other Special Auditor Reports
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that have been tabled, and attempts to identify financial shortcomings
of the Government in light of issues raised in the Auditor General’s
reports. The Committee then tables its report and makes
recommendations to the Government for improvements in spending
practices and request that the Minister of Finance formally replies to
the points raised in the Report and it is debated including input from

the relevant and accountable Ministries and Ministers.

Mr. Speaker, unfortunately, because of the passage of time, this PAC
report is an historical document. While media reporting of the PAC
Report conveys a sense of immediacy, nothing could be further from
the truth. Yet, too often the PAC Report is thought to represent the
status quo when in fact it has been overtaken by events and real

progress has occurred.

In fact, usually by the time a PAC Report is released more than three
years has lapsed. Very often Government officials or boards of public
sector entities — who have the fiduciary responsibility for their own
accounts — have taken action already to address weaknesses or to
make enhancements to financial systems and controls. As my
remarks will show much has been done since 2009 and 2010 which
this report refers to. In fact, Mr. Speaker during this period the current

Government was not in office.
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For ease of reference, | have adopted the same order as the PAC
Report, which | attach as Annex |. Please note that the latest PAC
Report relates to the years ending March 31, 2009 and 2010, clearly

some of my comments may already be in the public domain.

Budget Process and Control

Mr. Speaker, the Ministry of Finance agrees with the Committee that
during the 2009 — 2010 periods the budget process may not have
kept up with modern times. Since this period major budget reform has

occurred.

Mr. Speaker, budgeting and financial performance starts at the very
top of the government structure, which is with the Cabinet. Previous
governments appear to have operated whereby Cabinet decided
what services the Government desired to provide to the public and
the spending budget became the total of all those services. This
approach has been one of the key factors behind the fiscal crisis that

the Bermuda Government finds itself in.

This Government takes the opposite approach, virtually the same
approach a prudent family would take when arranging its budget. Our
approach is based on the cash inflows we expect to have available to
spend. We then allocate spending limits to each ministry based on
priorities so that services provided to the public fit within the overall

budget limit. This is what is meant by living within one’s means.
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Mr. Speaker, Honourable Members will recall, that during the 2013/14
Budget debate it was announced that the Government was proposing
that the 2014/15 National Budget provide Bermuda with a foundation
for what will become a three-year revolving framework, one that will
embed long-term structural reforms into the current account strategy,
reforms that will allow us to adopt a multi-year approach to public

sector financial planning.

To transition to this model, we needed to adopt a medium-term plan
that would enable us to consolidate and generally rebuild our revenue
base, identifying new sources of income while underpinning existing
sources. This required efforts on three fronts: better budget
preparation, better and more transparent budget execution and
systematic budget monitoring, the whole underpinned by clearly
articulated sector strategies, efficient delivery agencies, and
monitoring by oversight entities and the legislature and, most

importantly, the public.

Mr. Speaker, as promised we moved to a Medium Term Expenditure
Framework (MTEF). This is the name given to Government’s medium
term plans to eliminate the deficit and ultimately reduce the debt. The
full implementation of a medium-term expenditure framework involved
the introduction, from the 2014/15 budget cycle, of rolling three-year
budgets and forward estimates to establish hard multi-year budget

ceilings for Ministries. The MTEF program allows flexibility in the
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allocation of resources across a series of annual budgets to meet
objectives related to debt service and other Government
commitments that cannot be achieved in a single budget cycle. This
will enable the Ministry of Finance to begin to fulfill its commitment to

changing the trajectory of deficits and debt over the medium-term.

To achieve the Ministry of Finance’s strategy for fiscal consolidation
(i.e. deficit reduction), the Ministry set an ambitious target of cost
savings on current account expenditure of 15 per cent, in real terms,
to be achieved by the end of three years. We noted that this plan
would be a challenge but could be accomplished if all Ministries work
together. Further, the discipline of the exercise would also provide a
strong platform for more effective financial management in the
medium term. If fiscal consolidation is not successfully implemented,

there is a material risk of further credit rating downgrades.

Moving forward, the Government will drive fiscal policy management
by top-down, hard debt targets rather than by bottom-up methodology

of the past, whereby priority was given to spending plans.

Mr. Speaker, the Budget Office is constantly encouraging all
managers to commit to higher levels of financial rigor. It is their strong
view that it is in the country’s interest for all senior executives in the
public service to maintain a disciplined grip on the budgets that are
under their charge. The introduction of budget checking in the

Enterprise Resource Planning System (ERP) introduced in 2011 has
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also assisted with enhanced budgeting monitoring. This capability
has facilitated stronger control over the use of budgeted funds by
ensuring that Ministries and Departments have budgeted funds
available before committing to the procurement of goods and services

on behalf of the Government of Bermuda.

Mr. Speaker, budgeting is not an exact science and it should be
noted that the Ministry of Finance has procedures in place requesting
all departments to seek supplementary Estimates before the actual
overspend. On occasions it is impractical to prohibit overspending of
appropriated amounts until the Legislature formally approves the
necessary Supplementary due to timing differences and possible
emergency expenditure. It must be emphasized that unapproved
overspends are considered serious financial violations by the Ministry
of Finance. During the annual budget training sessions conducted by
the Budget Office the importance of Ministries staying within their

budget allocation is constantly enforced.

Mr. Speaker, the Budget Office will continue to oversee the
transformation of the management of the public finances. Although
there have been some improvements there is always room for further
enhancement. Accordingly, Ministries are now required to enhance
their monthly reports pertaining to their expenditure versus budget
allocations so that slippage can be arrested before becoming
problematic. This government is committed to changing the trajectory

of deficits and debt going forward by implementing various measures.
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Mr. Speaker, | noted the PAC’s concern with regard to limited
independent review of the Budget. The Government agrees with this
concern and announced in the 2015/16 Budget Statement that, to
increase transparency and international credibility, Government
intends to establish an international, independent committee to
review, monitor, assess and publicly report on the fiscal progress of
the government. It was noted that several other islands have also
adopted similar outside assessors and it has helped bolster credibility
and confidence. This monitoring committee will be established under
aegis of the Financial Stability Framework regime already under

development at the Bermuda Monetary Authority.

Mr. Speaker, while | agree that it would be beneficial for Parliament to
have their own independent budget offices to scrutinise the
Executives budget to ensure it is able to deliver planned
programmes. However such a body would itself use up government

funds — funds which are already very scarce.

Finally it should be noted that the Ministry of Finance currently

produce quarterly fiscal date which is released to the public.
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Revenue Raising

Mr. Speaker, it was pointed out in the 2015/16 Budget Statement that
a recent study comparing the tax/GDP ratios of small island
economies illustrated that Bermuda had the lowest ratio. One could
say kudos to Bermuda for keeping its taxes low. But that would only
be appropriate if we were balancing or nearly balancing the budget;
something that clearly is not the case. In view of the inherent and
serious risks of running large deficits, this study implies that
Bermuda’s taxes are not high enough to achieve or maintain long
term fiscal sustainability. The bottom line is Customs Duties are no
longer producing the portion of revenue that they once did, thus

exacerbating the annual deficit.

Mr. Speaker, as announced in the Budget speech, Government
therefore has requested technical assistance from the Caribbean
Regional Technical Assistance Centre (CARTAC), an IMF regional

body, to study the feasibility of broadening Bermuda’s tax base.

It was noted that a decision on the outcome of this analysis will be
taken and communicated after a period of study and public

consultation.
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Debt Collection

Mr. Speaker, another concern noted by the PAC in their report and
shared by the Government is the matter of pension contributions and
taxes in arrears. As previously stated, this Government places a high

priority on collecting outstanding amounts owed.

As the PAC Report indicates, Government financial statements show
large amounts of money as Taxes Receivable. These represent taxes
that should be paid to government according to law but have not
been paid. As Government presently has to borrow money to pay
monthly bills, every unpaid dollar owed to government increases the

public debt and costs taxpayers the interest payable on that dollar.

Due to the extended recession there are many small businesses that
have struggled to meet their tax obligations in a timely fashion.
Government will work with these businesses to make suitable
arrangements. However, there are others who simply ignore their
obligations. For this group Government will use all available means to
collect overdue taxes, thereby improving Government’s cash flow and

reducing its need for borrowing.

Mr. Speaker, in-lieu of raising taxes or implementing new users fees,
Governments are putting in strategies and measures to collect on

their receivables/debts.
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Some of the most effective strategies for debt collection are as

follows:
1. Automated notices and correspondence
2. Centralized collections
3. Use of law firms to augment collection capacity
4. Automated collection software
5. Electronic payments
6. Imposition of penalties and interest

7. Increased staffing (lowest return on investment)

It is incumbent on the Bermuda Government to take similar
measures. One such strategy currently being considered by the
Government relates to the use of law firms to supplement the Debt

Enforcement Unit (DEU) within the Attorney General’s Chambers.

Mr. Speaker, except where otherwise legislated, Government
Departments are responsible for collecting outstanding amounts until
such time as they become 90 days overdue, at which time they must
be referred to the Accountant General Debt Collection Section which
will initiate means of recovering the debt. However, the Tax
Commissioner and the Director of Social Insurance have their own
debt collection resources. The Tax Commissioner pursues taxpayers

for, amongst other things, overdue Payroll Tax and Land Tax and the
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Director of Social Insurance likewise recovers outstanding unpaid
Social Insurance Contributions. Once all efforts to collect receivables
have been exhausted, the debt may be referred to the DEU of the

Attorney-General’s Chamber for Supreme Court Writs.

Currently, the DEU has two staff members and given the massive
amount of outstanding taxes it is critical to beef-up this unit by
engaging up to three law firms to secure and enforce court judgments

against taxpayers who owe taxes in excess of 90 days.

By engaging law firms to augment the manpower of the DEU, the
Government will quickly strengthen its debt collection capabilities,
without adding full time employees, and be able to aggressively

reduce the amounts owed.

Mr. Speaker, the Ministry understands that increased cooperation
and liaison between Government departments can be quite effective
in increased tax compliance. Currently, revenue collecting
departments are supported by the various Government Departments
who will withhold permits and vehicles licenses where taxpayers are
in arrears with taxes. Government has also used the offsetting
provision in the Public Treasury (Administration and Payments) Act
1969 that allows Departments to recover any monies due to
taxpayers from Government (i.e. Works and Engineering contracts).
Also, Departments have set up installment plans and have
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successfully progressed matters in the courts through the Department

of Public Prosecution.

The Government through the Office of the Tax Commissioner
continues to make debt collection and enforcement a priority as well
as taxpayer education and awareness. To assist with this the
Government proposes to amend existing tax legislation in order to
increase the Tax Commissioner's powers for debt collection as well
as impose stricter penalties for non-compliance and criminal tax

evasion.

Mr. Speaker, despite these measures, the Ministry is neither satisfied
nor complacent. As a result, the Ministry will enhance cooperation
between Government departments by regularizing this process by

way of the development of an MOU as suggested by the PAC.
Mr. Speaker, the Government will continue to take an aggressive
stance in recouping tax and pension arrears in order to establish the

settlement of Government debt as a priority.

Financial Instructions

Mr. Speaker, Honourable Members are aware that Government’s
Financial Instructions (FI) provide the basis for the financial controls,

processes, and procedures under which the Government operates.
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To ensure compliance with Fls the Accountant General’'s Department
ensures that Financial Instructions (FI) are available to, and delivers
Fl training in conjunction with the Department of Human Resources

for, all Public Officers.
Incidents of non-compliance with Financial Instructions have to be

reported to the Accountant General who ensures that appropriate

action is taken against the violating parties.

Late Financial Reporting

To facilitate sound financial management and planning, reliable and
timely information is required. To achieve efficient management -
flexible and responsive management requires an ongoing flow of

management information.

Mr. Speaker, | note the PAC’s long-standing concerns with regard to
late and inadequate financial reporting of certain government entities
and public funds. Whilst we acknowledge there are still obstacles to
overcome with regard to late financial reporting for some Government
entities and public funds, these obstacles are being addressed and

will be resolved.

| can report to the general public that progress is being made. In

many cases, management accounts have been prepared and
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significant progress has been made with regard to bringing all public

sector entities’ accounts up to date.

Mr. Speaker, the delays in submitting and auditing some public sector
accounts, combined with enhanced auditing standards are providing
further challenges to the auditing process. Therefore, in some
instances, in order to complete the auditing process, the Auditor
General may have to issue qualified or in some cases disclaimer of

opinions.

The Ministry of Finance will work with all public sector entities and the
Auditor General in order to bring all public sector entities’ accounts up
to date in an auditable state. It is anticipated that with the provision of
timely auditable financial statements the Auditor General will obtain
comfort that the pre-conditions for future audits exists and that the
financial statements will provide information for decision making and

for accountability purposes.

Relevant Government entities will have to play their part to rectify this
problem by bringing all outstanding accounts up to date and
delivering them in an auditable state to the Office of the Auditor

General.
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Outstanding Auditor General’s Recommendations

The Government has placed great emphasis on the need to address
the numerous recommendations made by the Auditor over the years
and on making continued improvements to Government’s accounting
and financial control systems and practices. The Accountant
General’'s Department continues to work with Controllers in Ministries
to ensure audit recommendations that have been noted and accepted

in prior years are addressed expediently.

PAC Recommendations

Mr. Speaker, | have already provided a fulsome reply to the PAC
Report. Some of this commentary addresses the various PAC
Recommendations. For the sake of good order | will provide a brief

reply to each recommendation in Section 5 of the Report.

Recommendation 5.1.a
The Ministry of Finance already has procedures in place requesting
all departments to seek supplementary Estimates before the actual

overspend.

Recommendation 5.1.b
As part of the budget monitoring and control exercises all
Ministries/Departments are required to review expenditure

performance and to confirm, on a monthly basis, their current and
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capital account expenditure performance with the Budget Office. Also
as part of the enhanced on-going budget monitoring and control
exercises, the Ministry reports to Cabinet on at least a quarterly basis
on the overall financial performance of the Government's

expenditures and revenues.

If in the course of Ministries’ budget monitoring and control exercises
they report to the Ministry of Finance that they have potential budget
overages in certain Departments, these Ministries, in the first instance
are still required to seek expenditure reduction in other areas of the
Ministry to cover these items. Also in cases of budget overages in
one Ministry, Cabinet is asked to realign Ministry budget
appropriations, including both current and capital expenditures. This
Is to facilitate any additional expenditures that may arise during the

year.

In cases of budget overages in current account the Budget Office will

seek to offset these additions by reducing capital spend.

Recommendation 5.1.c

All Total Authorised Funding (TAF) increases are approved by the
House either via a Supplementary Estimate or during the normal
budget appropriation process in the budget session. Any increases in
the TAF of a project are noted in the “Capital Account Estimates”
pages in the Budget Book. The PAC is referred to the “Notes to
Schedule B — Capital Development” in the Budget Book.
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Recommendation 5.2.a
The Ministry already publishes aggregate quarterly revenue spending
figures. This can be incorporated into a mid-year report on

Government finances to the House.

Recommendation 5.2.b
The Ministry already publishes aggregate quarterly revenue spending
figures. It should be noted that PATI requires each Department to

publish their quarterly spending figures.

Recommendation 5.2.c

As mentioned in my reply, the Government’s budget methodology
has been changed to the Medium Term Expenditure Framework.
Ministries and Departments still use the ZBB rankings during their
internal budget preparations. It should be noted that the Budget is
presented at the service level and clearly shows which programmes

are funded.

Recommendation 5.2.d

This recommendation will be further considered.

Recommendation 5.3.a
As mentioned in this report the Ministry will be conducting a review of
the current tax system. Tax administration will also be included in this

review.
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Recommendation 5.3.b
The Government supports this recommendation. Currently
Government departments do cooperate on tax collection matters.

This cooperation will be enhanced.

Recommendation 5.3.c

The Government supports this recommendation.

Recommendation 5.3.d
The Government supports this recommendation. As noted in the reply

the Government is seeking to supplement the DEU with law firms.

Recommendation 5.3.e

This recommendation will be discussed with the Attorney General.

Recommendation 5.3.f
Due to potential resource implications, this long standing
recommendation will only be considered after other debt collection

strategies have been implemented.

Conclusion

Government and governance is dynamic and just as the international
regulatory environment has a shifting and changing landscape so too

it is with the process of government. More is being required of all civil
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servants, Permanent Secretaries/Chief Accounting Officers and of the

Ministers of the Government and associated agencies.

The Government appreciates and highly values the efforts of the
Standing Committee on Public Accounts to strengthen the
Government’'s accountability to Parliament, and to enhance the
Committee’s contributions to public policy and administration. The
Government fully supports the Committee in fulfilling its important

mandate.

To this end, the Government will continue to work with the Committee
and respond to its reports and requests for information in a manner
that appropriately respects the respective roles of Cabinet, Ministers

and Public Officers within our system of responsible government.

The Government is committed to strengthening the way in which it
manages and controls Bermuda’s public finances and | have every
confidence that continued improvements will be achieved. Under this
administration, there is every expectation that Government’s financial

reporting and stewardship will reach the highest possible standards.

17 July 2015
FS 40-3
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