S

g

S-S

Government of the Cayman Islands

PRE-ELECTION ECONOMIC
AND FINANCIAL UPDATE

For the financial years ending 30 June 2013, 2014 and 2015

24 April 2013



Table of Contents

SR §505 30 ¢ R Te1 1 103 s UAEUUTRU U ST SO U UPTU PSP P PP PSPPSR 2
Purpose and COMEEN.........ccvriereeueeitiietiitet it a bbb s e gt n e e a s s s a e 2
Dates on which the Forecasts and Information were finalised.........ccoooeveiiiiiieiiicnnnnees ervaiireneendirerens 2
2. Statement of Responsibility for Forecast Financial Statements ..., 4
3. EXCCULIVE SUIIINATY ...ueoevveieeiireierieirearrerserseassasseteetensesmsmentsasbessesbassbsas e s s e ssaesrreass e sansbesne st e setas e et e sabe s s st sava s 5
4;  EconomiC OULLOOK (.. iiticsis. eererreroriionsisssmiesivsss siessuisibsiinse s st bastiVidsih s ssiatan iseTuat S5t sovsuFerssansas b sus o s s shspassimnsts 7
| 5309w 03 LD T Lo+ O pOe oSO P SOOI PTUREURRI PP PO SO TS 7
Economic performance 2012 and forecasts for Financial Year ("FY”) 2012/13....c.cccceeinncnniininiinnnns 7
Forecasts and Assumptions for FY 2013/14 and 2014/15........ooimimiiiiiiiineic e 10
5. TISCAL OUEIOOK ... .o iiiiereeceeeeee et eet e e e eeite et et e satesuesesee s s e e eaesab s be s s s s e bt sen s san s e ba A s e b anma s e be S E e st e e e teten 14
B 5335 g 18 ROTuL A Te ) o NN U OO PU S PSSP 14
Update on Current Year’s Financial Performance.........cccooooiiinininiinciiiiniiincnne 15
6. RISKS AN SCOIMATION «.coveiveeeeeteitieteeteeiie et e seesse e bt etat s e s s ae et s ssassrt e s e s s ae b s e e s e n s e sseeanaeareeb e e b e s e s im e e ran e aa s et aimasas 19
| 55T n s RV Tt 5 To) AU OUUT SRR PN e P ST 0 o SO R B 0 o Km0 19
Economic Risks.................. i SRS S e ook e ST O o e SR TR ST S8 551 SRS SRR TR s« 0 430 70 2o m e e 20
General FASCal RISKS ....ccovuiiierieieieniniiseereie st ssesssenses e st e s esb oba s s e sasassntassansesmsabassnebsnsnsnsassonsesesnes 20
Other RIBKE:. iciis. susiwsssises vivaviens iiteovinesnsenrossssnriaismsss s 5a5R0EuER 5aaHES s 6550 o3 + 4545 0 87 - awnSHRAEREST RS F RV TS 0 ot s amipmnrr o oo 21
7. Overview of FINancial FOrecasts ......c..cvieeiiiiiiiiicrieiesiieciine et cas e et tessssasbesn e e 22
T 70 1 Vol LD 13 1o » WO U OSSO OSSP PO TOUO DT PR PTEI SO PRP 26
9. Government Forecast Financial Statements.......cccoocoiiiiiiiiiiiiii s e 27
Statement 0f ACCOUNTING POLCIES .......ecuerireereeteriiinre i eeiire et ie et iasba s s s smesaebasbasasas s aesanasn i e eseesene 27
Statement of Significant ASSUMPLIONS .....cc.oiiiiiiiiniciiciiiiisnreree e e e s s e s s s et e e ta bt an 29
Notes to Financial Statements .........ccccoeeeecinininnininiinniin e S TR SR VSOt SHELAR S < SRS SRR T e oo s 40

10. Schedule of Changes made to the 2012/13 ApPropriations ........c.cccuieromceiesineisisssesessesaesarasssssscnes D4
11. Capital Expenditure Details - FY 2012-13 .......ccoooiiiimiiiiirce ittt sseasns e 56

2012/13 Pre-Election Economic and Financial Update Page 1



1. INTRODUCTION

Purpose and Content

Section 26 of the Public Management and Finance Law (2012 Revision) (PMFL), provides for the Chief
Officer of the Ministry responsible for Finance to Gazette a Pre-Election Economic and Financial Update
(PREFU) not more than forty-two days, nor less than twenty-eight days before the General Election
date. The Cayman Islands’ next General Election will be held on 22 May, 2013.

The purpose of the PREFU is to provide updated information on the economic and fiscal outlook of the
Government of the Cayman Islands (Government). The information in this report takes into account,
to the fullest extent possible, all Government decisions made by 23" April 2013, and all other
circumstances that may have a material effect on the fiscal and economic outlook.

The PMFL requires that the PREFU provide:

e Economic forecasts for the current financial year and for the next two financial years;

e Forecast financial statements for the Core Government and the Entire Public Sector for the
current financial year and for the next two financial years;

e A statement specifying the date on which the economic forecasts and forecast financial
statements were prepared (see table below); and

e An explanation of how the Core Government forecast financial statements accord with the
principles of responsible financial management.

!

: Dates on which the Forecasts and Information were
| finalised

| Economic Forecasts 27 March 2013

1_ Economic Data 27 March 2013

l; Fiscal Forecasts 23 April 2013

Il Specific Fiscal Risks 23 April 2013

| Text finalised 24 April 2013
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The current financial year ends on 30™ June 2013, and is referred to in this document as FY 2012/13.
Financial Year and Fiscal Year are used interchangeably in this document.

The PREFU allows for the assessment of the government’s financial performance against the financial
policy objectives and strategies set out in the most recent Annual Plan and Estimates.

This information is based on the year-to-date actual results and the professional judgement of staff in
Ministry of Finance, District Administration, Works, Lands & Agriculture (Public Finance) using the most
recent information available on economic conditions, fiscal performance and estimated outturn.

The PREFU also contains forward looking information which is based on a number of factors and
assumptions. Such information involves significant known risks. However, unknown risks and
uncertainties could cause actual results to differ materially from those forecasted.
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2. STATEMENT OF RESPONSIBILITY FOR FORECAST FINANCIAL
STATEMENTS

These forecast financial statements have been prepared in accordance with the Public Management
and Finance Law (2012 Revision). They report the forecast financial transactions for the Core
Government and the Entire Public Sector reporting entity for the forthcoming year.

The forecast financial statements were prepared by the Ministry responsible for finance on behalf of
the Government. On the basis of the economic and financial information available, the Ministry has
used its best professional judgement in preparing the forecast statements.

The forecast financial statements incorporate the fiscal and economic implications of all Government
decisions and circumstances as at 23" April 2013.

We accept responsibility for the accuracy and integrity of the financial information in these forecast
financial statements and their compliance with the Public Management and Finance Law (2012
Revision).

To the best of our knowledge, these forecast financial statements are:

(a) complete and reliable;

(b) fairly reflect the forecast financial position as at 23" April 2013 and performance for the
financial years ending 30 June 2013, 2014, and 2015;

(c) include all policy decisions and other circumstances that have, or may have, a material effect on
the forecast statements; and

(d) comply with generally accepted accounting practices.

==

~

Juliana O’Connor-Con oIIy,ﬁﬁ(Hon), BA, IP Hon. Rolston Anglin

Prémier and Minister of Finance Deputy Premier and Minster of Education,
District Administration, Works, Lands & Agriculture Financial Services & Employment

24 April 2013 24 April 2013
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3. EXECUTIVE SUMMARY

Real economic growth of 1.8% is forecast for the year ending 30" June 2013. Thereafter, the economy
is expected to grow at an average rate of 2.4% per year until 2015. Inflation is expected to increase
from 1.7% in June 2013 to 2.3% in June 2015. Over the corresponding period, the unemployment rate
is estimated to fall settling to 5.7% by June 2015.

For the fiscal year ending 30" June 2013, Government’s Operating Surplus is forecast to be $51.1
million. This amount is $31.2 million less than the $82.3 million originally budgeted. The Operating
Surplus is forecast to improve to $118.1 million for 2013/14 and $135.8 million for 2014/15.

Core Government is forecast to have closing bank account balances totalling $99.7 million for the fiscal
year ending 30" June 2013. This amount is $20.0 million less than the $119.7 million shown in the
2012/13 original budget. Thereafter, closing bank account balances are forecast to be $166.3 million at
the end of fiscal year 2013/14 and $250.4 million at the end of fiscal year 2014/15.

For the Entire Public Sector (EPS), closing bank balance for fiscal year 2012/13 is forecast to be $157.8
million; this amount is $25.1 million less than the $182.9 million shown in the 2012/13 budget. For
fiscal year’s 2013/14 and 2014/15, EPS closing bank balances are forecast to increase to $221.2 million
and $303.7 million respectively.

Core Government debt is forecast to be $575.4 million at the end of fiscal year 2012/13. This amount is
expected to further decrease to $549.0 million at the end of fiscal year 2013/14 and $523.7 million at
the end of fiscal year 2014/15.

For the Entire Public Sector, the closing debt balance for 2012/13 is forecast to be $717.9 million,
thereafter, this balance is forecast to decrease to $677.6 million at the end of 2013/14 and $638.8
million at the end of 2014/15.

The Government is forecast to be in full compliance with the Principles of Responsible Financial
Management relating to Net Operating Surplus and Net Worth throughout the forecast period.

Compliance with the Principles which requires a Net Debt Ratio of less than 80% is forecast to be
achieved in 2013/14 and 2014/15. Cash Reserve requirement (should be more than 90 days of
executive expenses) will achieve compliance in 2014/15. However, compliance will not be achieved for
the Debt Servicing Ratio (should be less than 10%) during the forecast period.

In August 2012, the Government agreed to a three-year fiscal plan with the Foreign and
Commonwealth Office (FCO) for Core Government financial performance. The forecast Operating
Surplus’ for 2012/13; 2013/14 and 2014/15 are less than those targeted in the three year plan by $31.2
million; $6.2 million; and $2.5 million respectively.
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The forecast Operating Revenue for 2012/13 is less than the three year plan by $31.8 million; 2013/14
and 2014/15 are forecast to perform better than the plan by $7.2 million and $9.8 million respectively.
The forecast Operating Expense for 2012/13 is less than the plan by $0.6 million; 2013/14 and 2014/15
are forecast to be higher than targeted in the plan by $13.4 million and $12.3 million respectively. The
forecast Cash Balance for 2012/13; 2013/14 and 2014/15 are less than those targeted in the three year
plan by $20 million; $25.6 million; and $28 million respectively.

Table 1 below shows the key economic and fiscal indicators over the forecast period. These are
discussed in further details throughout this document.

Table 1- Summary of the main Economic and Fiscal Forecasts

2011/12 2012/13 2013/14 2014/15
Estimated Projected Forecast Forecast
Economic (%)
Real GDP 13 1.8 2.3 2.5
Consumer Price Index (Inflation) 1.3 1.7 2.2 2.3
Unemployment Rate 6.2 6.1 5.9 5.7
Fiscal ($ millions)
Net Operating Surplus (10.3) 51.1 118.1 135.8
EPS Closing Bank Account Balances 155.0 157.8 221.2 303.7
EPS Government Debt 743.8 717.9 677.6 638.8
Core Government Revenue and Expenses ?
as a Percentage of GDP i
28% E
27% * ‘
26% i
25%
8
3 2%
®
2%
2% —
*-*oq.ﬁ% :
21% Wm“’“‘“""“”ﬂw-v%___@
20%
2012/13 2013/14 2014/15
Year

=0 Expense e Revenue |
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4. ECONOMIC OUTLOOK

Introduction

This economic update presents the macroeconomic forecasts and assumptions for the current fiscal
year and the succeeding two fiscal years. It focuses on four core indicators:

e Gross domestic product (GDP) growth;

e Inflation;

e Employment and unemployment rate; and

e Current account of the balance of payments.

Economic performance 2012 and forecasts for Financial Year (FY”) 2012/13

GDP Growth. Economic recovery continued in the Calendar year ended 31% December 2012 with a
slightly stronger GDP growth estimated at 1.6 per cent. The key sectors showing recovery were:

e Hotels and restaurants;

o Wholesale and Retail trade;

e Construction;

e Transport and Storage;

e Communication;

e Financing;

e Insurance services; and

e Government services.

Whilst the above contributed positively to growth, real estate, renting and business activities
continued to exert downward pressure. This is due to slower than expected recovery in those areas.

The combined effect of the factors listed above is expected to generate a growth in GDP of 1.8 percent
for the 2012/13 fiscal year.

The forecast positive trend in GDP is expected to result in increased worker demand and corresponding
increases in the demand for renting and real estate. With the restrictions on Government expenditure
imposed by the Framework for Fiscal Responsibility, the major aspects of GDP growth is expected to
come from private sector projects.
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Value added from the hotel and restaurant sectors is estimated to have increased by 3.3 per cent as a
result of higher stay-over visitors. In 2012, tourism services increased based on strong growth in air
arrivals (4.1%) and cruise arrivals (7.6%).

Wholesale and retail trade activity grew by 4.5 per cent. This is consistent with the growth in imported
consumer and intermediate goods adjusted for inflation.

In 2012, construction activity increased for the first time in four years by an estimated 6.7 per cent.
This estimate is based mainly on the strong growth of imported building materials, partly due to
incentives such as reduced duties.

The Transportation & Storage, and Communication sectors rose by 2.8 per cent bolstered by growth in
transportation for tourist visitors, higher volumes of cargo transportation, and expansion of
telecommunication activities. The real estate, renting and business activities sectors were estimated to
have declined by 0.7 per cent. Business services and real estate activities were impacted by lower
registration of companies and property transfers.

The Financing and Insurance services sectors (which accounted for approximately 42.3 per cent of
GDP) were estimated to have expanded by 3.1 per cent compared to 0.1 per cent in 2011. Insurance
services had an estimated increase of 5.6 per cent due to increased gross premiums and decreased net
claims, while financing services expanded by 1.1 per cent based on anticipated higher earned interest
in the local banking sector.

Financial services indicators continued to exhibit mixed performance in 2012 amidst heightened
uncertainty in the global financial markets particularly in Europe. New partnership and insurance
licenses grew by 7.4 per cent and 0.3 per cent respectively.

New company registrations, mutual funds registration (excluding master funds), stock exchange listings
and banks and trusts licences all declined in 2012. The latter is the result of continued consolidation in
that sector.
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Table 2: Key Economic Variables

Calendar Years 2008 2009 2010 2011 2012E 2013 2014
Forecast

Real Gross Domestic Product (GDP)% (0.2) (6.3) (2.9) 0.9 1.6 2.0 2.6
Consumer Price Index (CPI) Inflation % 4.1 (1.5) 03 13 1.2 2.1 2.2
Number of Employed Persons 37,449 35958 34,983 35267 36401 37,031 37,853
Unemployment Rate % 40 6.0 6.2 6.3 6.2 6.0 5.8
Current A/C of Balance of Payment

($Millions) (444.2) (420.1) (420.6) (455.5) (467.0) (522.1) (541.9)
Current A/C (% of GDP) (16.7) (16.6) (17.1) (18.2) (18.1) (19.5) (19.3)

E- Estimates for GDP and BOP Current Account (A/C)
Source: Cayman Islands Government (Economics and Statistics Office)

Table 3: Key Economic Variables

Fiscal Years 2008/09 2009/10 2010/11 2011/12E 2012/13 2013/14 2014/15
Projected Forecast

Real Gross Domestic Product (GDP)% (3.3) (4.6) (1.0) 13 1.8 2.3 2.5
Consumer Price Index (CPI) Inflation % 13 (0.6) 0.8 13 1.7 2.2 2.3
Number of Employed Persons 36,704 35471 35,125 35,834 36,716 37,442 38,262
Unemployment Rate % 5.0 6.1 6.2 6.2 6.1 5.9 57
Current A/C of Balance of Payment

(SMillions) (432.1) (420.3) (438.1) (461.3) (494.6) (532.0) (553.3)
Current A/C (% of GDP) (16.7) (16.9) (17.7) (18.1) (18.8) (19.4) (19.3)

E- Estimates for GDP and BOP Current Account (A/C)
Source: Cayman Islands Government (Economics and Statistics Office)

Inflation: In Calendar year 2012, consumer prices rose on average by 1.2 per cent compared to 1.3 per
cent in the preceding year. All major categories of consumer goods and services had higher average
prices except communications, recreation and culture and, restaurants and hotels. The domestic
inflation is mainly sourced from imported items such as food, beverages, clothing, footwear and,
tobacco. Inflation in alcohol and tobacco prices was caused by the recent revenue measure that
increased the price of tobacco by more than 50 per cent. In FY 2012/13, inflation is estimated at 1.7
per cent.

Employment and Unemployment: Economic growth in 2012 had a positive impact on labor supply and
employment. The total labor force strengthened to increase the number of persons employed by 3.2
per cent to 36,401,

Higher employment levels were estimated for the food and beverage industry, construction,
manufacturing, mining and quarrying as well as administrative and support services. Consequently, the
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unemployment rate fell marginally to 6.2 per cent in 2012. In FY 2012/13, the number of employed
persons is expected to be at 36,716 while the unemployment rate is projected to improve slightly to
6.1 per cent.

Current Account of the Balance of Payments’: Total merchandise imports declined marginally by 0.1
per cent in 2012 to $758.5 million. This was mainly due to the plummeting value of oil imports
outweighing the robust expansion of intermediate goods and capital goods imports. This, along with a
higher inflow of visitor expenditure, and tempered increase in the outflow of workers’ remittances,
induced the slight narrowing of the country’s forecasted current account of the balance of payments to
18.1 per cent of GDP in 2012. The FY 2012/13 current account balance is projected at 18.8 per cent of
GDP as imports are expected to rebound in 2013 from additional construction activities.

Forecasts and Assumptions for FY 2013/14 and 2014/15

GDP Growth: Overall economic growth of the Cayman Islands in the next two fiscal years will
increasingly rely on local private investments in light of renewed economic and financial uncertainty in
the major external markets and the Cayman Islands Government’s commitments to the Framework for
Fiscal Responsibility.

Construction is assumed to continue its recovery with the commencement of private sector investment
projects such as the Cayman Narayana University Medical Center and Cayman Enterprise City.

Additional stimulus is expected from projects to enhance tourism facilities and infrastructure along the
Seven Mile Beach area as part of the ForCayman Investment Alliance. The construction phase of these
projects is expected to begin in FY 2012/13. Additionally, the projects are expected to boost the
population level and stimulate domestic demand for services in several sectors such as wholesale and
retail; transport, storage and communication; real estate, renting and business activities; and
electricity and water supply.

Assumptions regarding the growth prospects of the US and other advanced economies are taken from
the International Monetary Fund’s World Economic Outlook Update as of January 2013. Altogether,
these economies are forecasted to show weak growth in 2013 (1.4%), with a mild improvement in
2014 (2.2%). Continuing fiscal consolidation and protracted financial sector recovery in these countries
will pose downward risks for Cayman’s financial services and to a lesser extent stay-over tourism.
However, it is also assumed that the impact of such risks will be mitigated by actions by the

! The current account of the balance of payments measures the total value of the country’s transactions against the rest of
the world in terms of trade in goods and services, income and transfers. A deficit in the current account means that the
Cayman Islands made more payments to the rest of the world compared to its receipts from these transactions.
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Government along with the private sector. Forecast strategies include continuing product
enhancements and diversification of source markets. Stronger growth for stay-over tourism is foreseen
for 2015 when the first phase of the medical tourism project is expected to be operational.

Government services are projected to contract over the next two fiscal years in keeping with the
Framework for Fiscal Responsibility.

The above external and domestic assumptions support a forecast growth of real GDP in 2013/14 of 2.3
per cent with slightly stronger growth of 2.5 per cent in 2014/15 (see Table 3 and Figure 1).

Figure 1: Cayman Islands’ Real GDP Growth (%)
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Source: Cayman Islands Government (Economics and Statistics Office)

Inflation: It is assumed that current US inflation projections will show moderate pressure for Cayman’s
inflation. However, a gradual increase in the population level and higher domestic demand as planned
construction projects commence, could slightly push up domestic inflation in the succeeding fiscal
years (see Table 3 and Figure 2). For FY 2013/14, inflation is forecasted at 2.2 per cent, inching upward
to 2.3 per cent in FY 2014/15 (see Table 3 and Figure 2).
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Figure 2: Cayman Islands’ Inflation Rates (%)
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Employment and Unemployment: Local employment is assumed to have a lagged response to forecast
output growth. New employment is expected to emanate from construction projects and other local
services with strong linkages to these projects, complemented by the commencement of the medical
tourism facility. Employment is projected at 37,442 persons in FY 2013/14 with further improvement
to 38,262 persons in FY 2014/15 (see Table 3 and Figure 3).

Figure 3: Cayman Islands’ Employment Level
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Source: Cayman Islands Government (Economics and Statistics Office)

Unemployment rate is forecasted to improve to 5.9 per cent of the labour force in FY 2013/14, and
further to 5.7 per cent in FY 2014/15 (see Table 3 and Figure 4).
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Figure 4: Cayman Islands’ Unemployment Rates (% of Labour Force)
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Current Account of the Balance of Payments: For FY2013/14, the current account deficit is forecasted
at 19.4 per cent of GDP based on the premised growth of the current account’s major outflows
(primarily imports of goods for the new private sector projects) outperforming the growth of inflows
(primarily financial and tourism receipts) (see Table 3 and Figure 5). A slight improvement to 19.3 per
cent of GDP is forecasted in FY2014/15, assuming that additional receipts will begin to come in from
the new private sector investments projects.

Figure 5: Cayman Islands’ Current Account of the Balance of Payments
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Source: Cayman Islands Government (Economics and Statistics Office)
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5. FISCAL OUTLOOK

Introduction
This section provides the Government’s financial forecasts for 2012/13, 2013/14 and 2014/15.

In accordance with the requirements of the Public Management and Finance Law (2012 Revision), the
financial forecasts take the form of a full set of accrual based forecast financial statements. The key
forecast financial statements are:

e A Forecast Performance Statement, which reports the forecast Operating Revenues and
Operating Expenses measured on an accruals basis and the resulting Net Operating Surplus
(which is the key measure of Government’s Financial Performance);

e A Forecast Position Statement, which reports the assets and liabilities Government expects to
have at the end of each fiscal year for the forecast period, and the resulting Net Worth (which is
the key measure of the Government’s financial position);

e A Forecast Statement of Cash Flows, which reports the Operating, Investing (asset-related) and
Financing (borrowing-related) cash flows for the forecast period and the resulting Net
Increase/Decrease in cash and cash equivalents (which is the measure of the Government’s
cash position); and

e A Forecast Statement of Changes in Net Worth, which reports the forecast increase or decrease
in Net Worth and its composition (which is the key measure of the amount citizens have
invested in the Government).

In accordance with the requirements of the PMFL, the forecast financial statements provide two sets of
figures: one for the Core Government; and one for the Entire Public Sector. Both sets include the
financial activity (Performance Statement, Position Statement and cash flow statement) of Public
Authorities (Statutory Authorities and Government Companies).

The Core Government comprises:

e H.E. The Governor's Office;

¢ The Legislative Assembly;

e Ministries and Portfolios;

e Judicial Administration; and

e Offices for the Auditor General, Cabinet, the Information Commissioner, the Complaints
Commissioner, the Premier and the Director of Public Prosecution.
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It also includes the Operating Surpluses/Deficits of Public Authorities as a single line in the
Performance Statement entitled ‘Net (Profit)/Loss in Public Authorities’. Similarly, the net worth
of Public Authorities is recognised in a single line in the Position Statement entitled ‘Net Worth of
Public Authorities’.

The Entire Public Sector includes the same information as for the Core Government plus the revenues,
expenses, assets and liabilities of Public Authorities on a line-by-line basis by aggregating them with the
revenues, expenses, assets and liabilities of the Core Government. The key measures of Government’s
financial performance (i.e. Net Operating Surplus, Net Worth) are the same for both the Core
Government and the Entire Public Sector.

Update on Current Year’s Financial Performance
For the fiscal year ending 30" June 2013, Government’s Operating Surplus is forecast to be $51.1
million. This amount is $31.2 million less than the $82.3 million originally budgeted.

The lower than expected operating performance is due primarily to shortfalls in operating revenues.
The key items contributing to this shortfall are as follows:

Other Import Duty: $11.3 million less than budget due to continued delays in the construction
in the Special Economic Zone;

Departure Tax: $2.2 million less than budget due to legislative delays and other timing issues;
Special Economic Zone Grant Fee: $2.6 million less than budget due to project delays;
Health Insurance Fund Fees: $2.2 million less than budget due to legislative delays;

Motor Vehicle Charges: $2.6 million less than budget partially due to timing and delayed
implementation of revised fees;

Work Permit Fees: $5.1 million less than budget partially due to delayed implementation as
well as the accounting policy of partial recognition in the current year for new and renewed
work permits.

Changes in Government policy also resulted in the following initially budgeted revenue measures being
deferred in 2012/13 to commence in 2013/14:

¢ Fund Directors Fees with a budgeted revenue of $10.0 million;
¢ Compliance Fee (all other Directors) with a budgeted revenue of $18.2 million;

» Fees for Directors of Licenced Security Investment Businesses with a budgeted revenue of
$1.4 million;
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Fees for Directors of Regulated Entities with a budgeted revenue of $1.6 million; and

Master Fund Registration Fees with budgeted revenue of $1.8 million.

The following revenue items are forecast to perform better than originally budgeted in 2012/13:

Annual Permanent Residency Fees are expected to be $2.4 million higher than budget, this
is primarily due to greater collection and enforcement efforts by the Department of
Immigration;

Revenue from Money Transfer Fees are forecast to be approximately $1.2 million higher
than the 2012/13 budget;

Revenue from Motor Vehicle Driver’s License Fees are forecast to be $1.0 million higher
than the 2012/13 budget as a result of increased fees;

Mutual Fund Administrators License Fees are forecast to be $1.1 million higher than the
budget anticipated;

Security Investment Business Licence Fees are forecast to be $3.0 million higher than the
2012/13 original budget due to increased activities;

Term Limit Exemption Grant Fee and Term Limit Exemption Renewal Fees are forecast to
be $2.5 million higher than initial budget estimates;

Revenue from Land-Holding Companies Share Transfers is expected to be $3.8 million
higher than initial budget estimates due to two unusually large transactions which occurred
during the fiscal year; and

Stamp Duty on Land Transfers is expected to be $8.1 million higher than the initial budget
due to duties associated with the increase in sale of properties.

Total Operating Expense is forecast to be $566.6 million for the fiscal year ending 30" June 2013. This
is comparable to that shown in the 2012/13 original budget. The following are material variances
which have occurred during the year:

Personnel Cost is forecast to be $243.5 million, this amount is $7.4 million lower than the
original budget and is mainly due to attrition and recruitment restrictions;

Supplies and Consumables Costs are forecast to be $5.1 million lower than the original
budget. This is due to savings in professional fees, marketing, maintenance and other areas;
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e Outputs from Statutory Authorities and Government Owned Companies is forecast to be
$4.2 million higher than the original budget due to increased utilization at the Health
Services Authority;

e Outputs from Non-Government Output suppliers is forecast to be $8.1 million higher than
the original budget due to an increase in the cost of providing medical care at overseas
institutions for indigents; and

o Transfer Payments is forecast to be $1.3 million higher due to increased scholarships
awarded.

In addition, Gains on Financial Instruments is forecast to be better than budget by $1.9 million thereby
improving the Government’s operating position.

As a sector, Statutory Authorities and Government Owned Companies, collectively called Public
Authorities, are forecast to make a Net Surplus of $1.3 million in 2012/13. This amount is $0.6 million
less than the budgeted performance of a $1.9 million surplus. The deteriorated forecast performance is
due to negative performance variance by the Water Authority of $0.7 million and the Cayman Islands
National Insurance Company (CINICO) of $0.5 million. This has been partially offset by better than
expected performance by the Civil Aviation Authority of $0.5 million.

Core Government is forecast to have closing bank account balances totalling $99.7 million for the fiscal
year ending 30" June 2013. This amount is $20.0 million less than the $119.7 million shown in the
2012/13 original budget and is directly related to the lower than expected revenue performance. For
the Entire Public Sector (EPS), closing bank balance for fiscal year 2012/13 is forecast to be $157.8
million; this amount is $25.1 million less than the $182.9 million shown in the 2012/13 budget.

Core Government debt is forecast to be $575.4 million at the end of fiscal year 2012/13. For the Entire
Public Sector, the closing debt balance for 2012/13 is forecast to be $717.9 million. These balances
closely accord with the balances shown in the 2012/13 original budget.

Core Government initially budgeted to spend $53.3 million on investing activities (the purchase of
property plant and equipment, equity injections and granting of loans less investment receipts) for
fiscal year 2012/13; the 2012/13 forecast shows $52.8 million which is approximately $0.5 million less.
For the Entire Public Sector, the investing budget was $68.0 million for 2012/13, that amount is now
forecast to be $61.2 million.

During the 2012/13 fiscal year, Cabinet approved changes to various appropriations under Section
11(5) of the Public Management and Finance Law (2012 Revision) (see page 55).

These approvals amended the budgetary appropriations shown in the original 2012/13 Annual Plan
and Estimates. The approvals transferred underspends in certain budgetary allocations (such as the
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Juvenile Remand Facility) to compensate for over expenditures in other areas (such as Scholarships and
the provision of tertiary level care at various overseas medical institutions).

Forecast Financial Performance for FY 2013/14 and 2014/15

For fiscal years 2013/14 and 2014/15 Government’s operating surplus is forecast to be $118.1 million
and $135.8 million respectively. These forecast results are less than those targeted in the three year
fiscal plan agreed with the FCO. In 2013/14 the forecast Surplus is $6.2 million less than target, and for
2014/15 it is $2.5 million less than target. Specific details of the assumptions used in the preparation of
this forecast are shown on pages 30-34.

The performance of Public Authorities are forecast to improve their operating performance to $1.9
million and $2.9 million in 2013/14 and 2014/15 respectively.

Core Government closing cash balances are forecast to be $166.3 million at the end of fiscal year
2013/14 and $250.4 million at the end of fiscal year 2014/15. These forecast cash balances are less
than those targeted in the three year fiscal plan agreed with the FCO. In 2013/14 the forecast cash
balance is $25.6 million less than target, and for 2014/15 it is $28 million less than target.

For fiscal year’s 2013/14 and 2014/15, the EPS closing cash balances are forecast to be $221.2 million
and $303.7 million respectively.

Core Government debt is forecast to be $549.0 million at the end of fiscal year 2013/14 and $523.7
million at the end of fiscal year 2014/15.

For the EPS, the forecast debt is $677.6 million at the end of 2013/14 and $638.8 million at the end of
2014/15.

Equity Investments made by Government into Public Authorities are expected to remain at similar
levels over the forecast period as those shown in the 2012/13 Annual Plan and Estimates.

The Government’s annual capital program is informed by the specific policies of the Government of
the day. Therefore, while this document forecasts a provisional sum of $27.5 million and $28.0 million
in 2013/14 and 2014/15 for the purchase of property plant and equipment (see page 37 for Forecast
Statement of Cash Flows), specific details on assets to be acquired will be decided by the incoming
Cabinet.
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The Table below summarizes the fiscal outlook for the Core Government and the Entire Public

Sector during the forecast period.

Government of the Cayman Islands
Fiscal Outlook for Core Government and Entire Public Sector
For the Period Ending 30 June 2013, 2014 and 2015
Core Government Entire Public Sector
2012/13 2012/13 2013/14 2014/15 2012/13 2012/13 2013/14 2014/15
Budget Forecast Forecast Forecast Budget Forecast Forecast Forecast
Operating Statement
Operating Revenue 649,454 617,657 676,611 693,177 834,440 801,840 862,419 883,597
Operating Expenses 536,219 536,536 529,444 531,566 712,593 712,757 706,724 712,457
Net (Profit)/Loss in Public Authorities (1,875) {1,335) (1,901) (2,902) - - - -
Financing Expense & (Gains)/Losses on
foreign exchange transactions 32,858 31,382 30,974 28,703 39,595 38,009 37,601 35,330
Net Surplus 82,252 51,074 118,094 135,810 82,252 51,074 118,094 135,810
Balance Sheet
Debt Balance at Period-End 575,400 575,399 549,037 523,663 713,658 717,872 677,560 638,777
Net Assets 637,718 570,977 689,071 824,881 637,718 570,977 689,071 824,881
Cash Flow
Net Operating Cash Flows 107,861 87,471 141,633 158,848 135,984 105,280 165,953 184,169
Net Investing Cash Flows (53,266) (52,759) {48,739) (49,327) (67,984) (61,271) (62,267) (62,855)
Net Financing Cash Flows (26,395) (26,395) (26,362) (25,374) (40,119) (41,201) {40,312) (38,782)
Cash Balance at beginning of period 91,520 91,409 99,726 166,258 155,001 155,001 157,809 221,183
Net Increase/ (Decrease) in Cash 28,200 8,317 66,532 84,147 27,881 2,808 63,374 82,532
Cash Balance at end of period 119,720 99,726 166,258 250,405 182,882 157,809 221,183 303,715

6. RISKS AND SCENARIOS

Introduction

Financial and economic forecasting carries certain inherent risks. The constant policy assumption which
underpins the PREFU’s forecasts do not take into account natural disasters (such as hurricanes),
international legislation which may have an adverse impact on the Financial Services Industry, Policy
measures which may be imposed by the UK Government or other material shocks to the local

economy.
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The Cayman Islands will hold its next General Elections on May 22nd, 2013. The fiscal and economic
performance of the Cayman Islands is largely influenced by the policies of the Government of the day.
Changes to Cabinet following the General Election outcome therefore poses some risk to the forecast
positions outlined.

In August 2012, the Government agreed a three-year fiscal plan with the FCO. The forecast financial
trajectory in this PREFU does not accord with that plan; as such, further austerity measures must be
mandated to regain compliance or there may be pressure to implement additional revenue measures
in future years.

Economic Risks

The PREFU is premised on a constant-policy assumption and does not contemplate any shocks to the
economy. The Cayman Islands’ two main economic pillars (Financial Services and Tourism) are
dependent on the global economy. Material changes to the global economic landscape could have the
potential to materially change the forecast position. For example, a further worsening of the European
debt crisis could lead to adverse conditions worldwide in the financial markets which would limit the
forecast growth.

The economic forecast also assumes the continuation/ commencement of major private sector
construction projects, in the Cayman Islands, during the forecast period. If these projects do not come
to fruition, it will negatively impact the forecast unemployment rate, GDP growth and other economic
indicators.

General Fiscal Risks

Revenue: The revenue forecast is predicated on constant economic growth of 2.4%. That growth is
based on the commencement or continuation of certain private sector projects, a booming financial
services market and continued increase in tourist arrivals. Changes in those economic factors could
negatively impact the forecast revenue.

Any delays to the planned implementation of revenue measures in 2013/14 and 2014/15 will have a
material negative impact on the forecast Operating Surplus and Cash position. The specific
assumptions used for the Revenue forecasts are shown on page 31.

Expenditure: The expense forecast takes into account representations made to the FCO as part of the
Government’s 3-year fiscal plan. Some aspects of the plan do not yet have clear policy decisions which
are required to implement (such as the merging of certain Public Sector Agencies to save $4.9 million
per annum), as a result there is a risk that forecast expenditure could be higher or lower than planned.

Borrowing: The forecasts assume no new borrowings as per the fiscal plan agreed with the FCO, this
restriction creates a potential liquidity risk for the Government throughout the forecast period. If
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there is any significant delay in the rate of planned cash inflows from revenue or increases in operating
expenses, the government would not be able to fund its operations through borrowing.

Other Risks

Interest rate risk: The Government utilizes the local banking system for short term deposits at the
prevailing interest rate. During the forecast period, the Government is also expected to enter into
overdraft facilities based on market interest rates. Changes to those rates present a risk for the
Government.

The Port Authority, Cayman Airways and the Health Services Authority have loans with floating/
variable interest rates. As a result, these Agencies are subject to risk due to fluctuations in interest for
those financial instruments.

Litigation risk: The Government is sometimes engaged in litigation arising in the ordinary course of its
business. While it is not believed that any such litigation will individually, or in aggregate, have a
material adverse financial effect on the Government, there is a risk that the Courts could rule
unfavorably with regards to the Government.

Credit risk: The Government is forecast to have trade receivables of approximately $34.3 million at the
end of fiscal year 2012/13. The Government is exposed to credit-related losses in the event of non-
performance by counter parties to these financial instruments.

The Government extended several loans for overseas medical care and more recently under a “save
the mortgage fund”. The Government is exposed to credit-related losses in respect of these
instruments due to tenure, nature and purpose associated with these types of loans.
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7. OVERVIEW OF FINANCIAL FORECASTS

These forecasts have been prepared using a “constant policy” assumption which means that all

government policy reflected in the latest 2012/13 Budget, and all Cabinet decisions made up to 23"

April 2013 are reflected in these forecasts.

Figures 1 and 2 summarise the 2012/13, 2013/14, and 2014/15 financial forecasts for the Core
Government and the Entire Public Sector respectively. '

Figure 1
Forecast Operating Revenues and Expenses- Core Govt
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Compliance with Principles of Responsible Financial Management

Compliance with Principles of Responsible Financial Management

Principle

Degree of Compliance

2012/138udget |

Operating surplus: should be positive
(Operating surplus = core government
operating revenue — core government
aperating expenses)

Cornplies

Surplus =$82.3M

2012/13 PREFU Forecast

Complies

Surplus =$51.1M

Surplus =$118.1M

2013/14 PREFU Forecast 2014/15 PREFU Forecast
Complies Complles

Surplus = $135.8M

Net Worth: should be positive
(Net worth = core government assets — core
|government liabilities)

Complies

Net worth =$637.7M

Cornplles

Net worth =$571.0M

Complies

Net worth =$689.1M

Complies

Net worth =$824.9M

Debt Servicing: Debt servicing cost for the
year should be no more than 10% of core
government revenue

(Debt senicing = interest +principal
repayments+ other debt servicing expenses
of EPS)

Does Not Comply

Debt Servicing =12.6%

Does Not Comply

Debt Servicing =12.8%

Does Not Comply

Debt Servicing =11.3%

Does Not Comply

Debt Servicing = 15.0%

Net Debt: should be no more than 80% of
core government revenue

(Net debt = outstanding balance of core
Igovemment debt + outstanding balance of
self financing loan balance + weighted
outstanding balance of statutory
authority/government company guaranteed
debt - core government unrestricted liquid
assets)

Does Not Comply

Net debt = 92.0%

Does Not Comply

Net debt =91.2%

Complles

Net debt = 68.2%

Complies

Net debt =49.6%

Cash Reserves should be no less than 90
days estimated executive

(Cash reserves = core government cash and
other liquid assets - restricted cash
reserves)

Does Not Comply

Cash reserves =(19.7) days

Does Not Comply

Cash reserves =30.3 days

Does Not Comply

Cash reserves =67.7 days

Complies

Cash reserves =116 days

Finandal risks should be managed
prudently so as to minimise risk

Complies

Adequate fiscal and risk
management plans arein place.
Hurricane preparedness

Complies

Adequate fiscal and risk
management plans arein place.
Hurricane preparedness

strategy in place.

strategy in place.

Complies

Adequate fiscal and risk
management pians arein
place. Hurricane preparedness

strategy in place.

Complies

Adequate fiscal and risk
management plans arein
place. Hurricane preparedness
strategy in place.

The ratios above were all calculated in accordance with the new Framework for Fiscal Responsibility

(FFR).
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The following definitions accord with the FFR:
Operating Revenue consists of coercive and non-coercive revenue as defined in the PMFL.

Expenditure, unless otherwise specified, refers to all public expenditure (inclusive of grants, capital and
recurrent expenditure).

Public Borrowing includes:

e conventional borrowing from commercial and concessional institutions;

e the capitalized value of all alternative financing transactions (including PFI/PPP arrangements)
that will place future financial obligations (in terms of increased expenditure or reduced
revenue) on the Cayman Islands Government;

e the risk weighted debts and PPP/PFI arrangements of Statutory Authorities, Government
Corporations and Companies;

¢ borrowing that is contracted by the Cayman Islands Government, but then on-lent; and

e any other debt guaranteed by the Cayman Islands Government.

Public borrowing taken out to clear “informal debt” or debt owed by one public sector entity or
another (including arrears of such debts) will be treated as new debt.

Debt Service is defined as annual payments resulting from public borrowing commitments and finance
leases or any other form of borrowing. This includes all borrowings of the entire Public Sector and not
just those of the Core Government. It also includes any other debt guaranteed by the Cayman Islands
Government.

Net Debt is defined as the total outstanding value of public borrowing minus liquid assets.

Liquid Assets are defined as the lowest balance of liquid funds at the disposal of the Cayman Islands
Government during the fiscal year. These funds should not be pledged against budgeted expenses or
liabilities of any form.
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Statement on Compliance with the Principles of Responsible Financial Management

The forecast financial statements included in this PREFU shows that the Government will maintain full
compliance with the Principles of Responsible Financial Management relating to Operating Surplus,
Net Worth and the management of Financial Risks.

The Government is also expected to become compliant with the Net Debt Ratio at the end of 2013/14
when Net Debt is forecast to be 68.2% which is below the maximum of 80%.

The Cash Reserve days (which is required to be greater than 90 days) is forecasted to be in compliance
in 2014/15.

Compliance with the Debt Servicing ratio (which is required to be below 10%) is not forecast to be
achieved over the period covered by the PREFU.

The 3-year fiscal plan agreed with the Foreign and Commonwealth Office requires that the Cayman
Islands Government comply with all the requirements under the Principles of Responsible Financial
Management by June of 2016, which is one more year than is covered by this PREFU.

2012/13 Pre-Election Economic and Financial Update Page 25



8. CONCLUSION

As required by the Public Management and Finance Law (2012 revision), this Pre-Election Economic
and Financial Update presents the financial and macroeconomic forecasts and assumptions for the
current fiscal year and the succeeding two fiscal years, and related commentary on the current
trajectory of Government finances.

The economic forecast shows positive indicators for growth and reduced unemployment over the
forecast period. It also shows a declining ratio of Net Debt-to-GDP which is a positive indicator of the
Government’s credit worthiness.

The forecasts are contingent on stable international economic conditions, private sector growth and
the absence of economic shocks resulting from natural disasters or adverse international legislation.

For the fiscal year ending 30" June 2013, the Government is forecast to have an Operating Surplus of
$51.1 million. This forecast result is $31.2 million less than the $82.3 million originally budgeted, and
results from lower than expected revenues.

Core Government is forecast to have a closing cash balance of $99.7 million for the fiscal year ending
30™ June 2013. That forecast amount is $20.0 million less than the $119.7 million shown in the original
budget. The lower than expected closing cash balance may require the Government to seek approval
(from the FCO) for a bank overdraft to maintain operations during the first six months of fiscal year
2013/14.

For the Entire Public Sector (EPS), closing bank balance for fiscal year 2012/13 is forecast to be $157.8
million; this amount is $25.1 million less than the $182.9 million shown in the 2012/13 budget.

Core Government debt is forecast to be $575.4 million at the end of fiscal year 2013/14. This accord
with the original budget as all debt service obligations are expected to be met. For the wider Public
Sector, the closing debt balance for is forecast to be $717.9 million at the end of 2012/13.

The Government is forecast to be in full compliance with the Principles of Responsible Financial
Management relating to Net Operating Surplus and Net Worth throughout the forecast period.
Compliance with the Principles which requires a Net Debt Ratio of less than 80% is forecast to be
achieved in 2013/14 and 2014/15. Cash Reserve requirement (should be more than 90 days of
executive expenses) will achieve compliance in 2014/15. However, compliance will not be achieved for
the Debt Servicing Ratio (should be less than 10%) during the forecast period.

The Public Finance section in the Ministry of Finance, District Administration, Works, Lands &
Agriculture have used its best professional judgment in preparing this Pre-Election Economic and
Financial Update. The information contained herein is based on the known performance, policies and
financial position as at 23™ April 2013.
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9. GOVERNMENT FORECAST FINANCIAL STATEMENTS

GOVERNMENT OF THE CAYMAN ISLANDS
FORECAST FINANCIAL STATEMENTS
FOR THE YEARS ENDING 30 JUNE 2013, 2014 and 2015

Statement of Accounting Policies

General Accounting Policies
Reporting entity

These forecast financial statements are for the Government of the Cayman Islands. They
encompass the Core Government and the Entire Public Sector as required by the Public
Management and Finance Law (2012 Revision). The reporting entity comprises:

H.E. The Governor’s Office;

Ministries and Portfolios;

Statutory Authorities;

Government Companies; and

The Audit Office, the Office of the Complaints Commissioner, the Office of the Information
Commissioner, Cabinet, the Premier and the Director of Public Prosecution.

In the accounts of the Core Government, Statutory Authorities and Government Owned
companies are accounted for on an equity accounting basis. The accounts for the Entire Public
Sector show all Agencies on a fully consolidated basis.

Basis of preparation

The forecast financial statements have been prepared in accordance with International Public
Sector Accounting Standards (IPSAS) using the accrual basis of accounting. Where there is
currently no IPSAS, other authoritative pronouncements such as International Accounting
Standards (1AS), or the United Kingdom reporting standards applicable to the public sector have
been used. The measurement base applied is historical cost adjusted for revaluations of certain
assets.

The forecast financial statements have been prepared on a going concern basis and the
accounting policies have been applied consistently throughout the period.

2012/13 Pre-Election Economic and Financial Update Page 27



Reporting Period

The reporting period are the years ending 30 June 2013, 2014 and 2015.

Basis of Consolidation

The consolidated Entire Public Sector financial report includes the transactions and balances of
the Government of the Cayman Islands and its controlled entities during and at the end of the
financial year. The controlled entities are combined using the purchase method of combination.
Corresponding assets, liabilities, revenues and expenses are added together, line by line.
Transactions and balances between these sub-entities are eliminated on combination.
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GOVERNMENT OF THE CAYMAN ISLANDS
FORECAST FINANCIAL STATEMENTS
FOR THE YEARS ENDING 30 JUNE 2013, 2014, 2015

Statement of Significant Assumptions
General Forecast Assumptions

These forecast financial statements were finalised on 23" April 2013. They have been prepared
under a “constant policy assumption” and take into consideration all of the assented legislation
and Cabinet decisions made up to 23" April 2013.

The forecast uses the most recent estimate for the outturn of fiscal year 2012/13 as its base.
Future years are then adjusted to take into account the probable implementation of measures
and undertakings agreed with the Foreign and Commonwealth Office (FCO).

The forecast excludes measures which are unlikely to come to fruition during the forecast period
due to the absence of policies or execution.

Unless stated otherwise in the specific forecast assumptions, revenues are expected to generally
increase at a rate of 2.4% per year over the forecast period. This is consistent with the expected
average GDP growth.

Unless stated otherwise in the specific assumptions section, expenditure increases are forecast
to be in line with general inflation. Those increases exclude certain known costs (such as those
paid for subscriptions, interest, court settlements etc.) or areas where specific strategies are
forecast to curb the rate of expenditure.

This estimate combines the realities of inflation and changes in volume, with expected savings
from further efficiency measures.

Macroeconomic Assumptions

e Demographic trends remain constant;
Rates underlying coercive revenue and the application of those rates are unchanged unless
otherwise stated;

¢ Rates underlying user fees and charges and the application of those rates are unchanged;

¢ Debt servicing assumptions are based on assumed interest rates and current borrowing
agreements;

e The exchange rate between the Cayman Dollar and the U.S. Dollar remains fixed; and

¢ No material contingent liabilities or other claims become actual liabilities.
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Specific Forecast Assumptions

The following are specific revenue assumptions for the numbers shown in the forecast financial
statements:

e Forecast revenue from “Departure Tax” was increased to an estimated annual collection
of $5.0 million starting in 2013/14. This follows the implementation of relevant legislation
in 2012/13 and the expected finalization of various protocol measures by the Cayman
Islands Airports Authority;

e Forecast revenue from “Health Insurance Fund Fees” was increased by $1.4 million in
2013/14, this reflects the full year impact of an increase to the fee which was
implemented in 2012/13;

e Forecast revenue from “Local Vessel Licences” was increased by $179,000 in 2013/14 to
reflect the full year impact of legislation which was implemented late in 2012/13;

e Forecast revenue from “Motor Vehicle Charges” was increased by $3.0 million in 2013/14
to reflect the full year effect of increased fees Gazetted in September 2012;

e Forecast revenue from Misc. Stamp Duty was increased by $1.0 million in 2013/14 to
reflect the full year effect of a 2% fee on the value of property insurance premiums. This
was Gazetted in December 2012;

e Forecast revenue from “Tourist Accommodation Charges” was increased by $1.5 million
in 2013/14 to reflect a 30% increase in the rate. This was Gazetted in December 2012;

e Forecast revenue from “Work Permit Fees” was increased by $3.8 million in 2013/14 to
reflect various increases to fees which were Gazetted in September 2012;

e Introduction of “Fund Directors Fees” is forecasted to produce revenues of $10.0 million
in 2013/14 and $10.3 million in 2014/15;

o Introduction of “Compliance Fee” (all other Directors) is forecasted to produce revenues
of $18.2 million in 2013/14 and $18.7 million in 2014/15;

e Introduction of “Fees for Directors of Licenced Security Investment Businesses” is
forecasted to produce revenues of $1.4 million in 2013/14 and $1.5 in 2014/15;

e Introduction of “Fees for Directors of Regulated Entities” is forecasted to produce
revenues of $1.6 million in 2013/14 and $1.7 million in 2014/15;

e Introduction of “Master Fund Registration Fees” with budgeted revenue of $1.8 million in
2013/14 and $1.9 million in 2014/15;

e Forecast revenue from “Land Holding Companies Share Transfer Charges” was reduced by
$2.5 million in 2013/14 to reflect a one off transaction recorded in 2012/13; and

e Forecast revenue from “Stamp Duty — Land Transfer” was reduced by $9.6 million in
2013/14 to reflect the “one-off” nature of some of the transactions which occurred in
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2012/13. The forecast revenue was then increased by $3.0 million to reflect the full year
impact of changes to the Stamp Duty Law which was gazetted in December 2012;

The following specific expense assumptions were used in producing the expenditure forecasts
for the 2013/14 and 2014/15 fiscal years:

e Forecast expenses for salaries and wages were reduced by $3.7 million in 2013/14. This
accords with undertakings by the Deputy Governor to reduce personnel cost over the
forecast period. A reduction of $800,000 was also applied to reflect the full year impact of
the cost of living adjustment (COLA) rollback which took place in September 2012. In
accordance with the constitutional mandate, $600,000 was added to cover the cost of 3
additional MLAs and a further $2.9 million was reduced in 2014/15 to reflect the on-going
reduction in Civil Servant numbers;

e Forecast expense for Civil Servant’s health care costs was reduced by $700,000 in fiscal
year 2013/14. This is consistent with the forecast reduction in numbers of civil servants.
This reduction was offset by an increase of $1.8 million to reflect forecast increases in
health care cost. Similarly, in 2014/15, $589,000 was reduced on the basis of lower
numbers, however, $3.0 million was added for expected increases in the cost of health
care;

e Forecast expense for pension payments are expected to fall by $601,000 and $478,000 in
2013/14 and 2014/15 respectively. This is in line with the forecast reduction in the
number of civil servants. in 2014/15, new Civil Servants are expected to be hired under a
new pension contribution arrangement thereby saving an additional $800,000;

¢ Forecast expense for purchase of services is expected to be reduced by $800,000 to
reflect the cost of the referendum and General Elections held in 2012/13;

e In 2012/13, the Government carried out aerial photography of the Islands at a cost of
$250,000, this expense is not expected to reoccur in 2013/14. In fiscal year 2014/15
supplies and consumables are expected to decrease by $600,000 to reflect the conclusion
of certain major procurement works (such as the Cruise Port and Airport) which are
expected to attract professional fees in 2013/14 for independent assessments;

e Forecast utility costs are expected to decrease by $800,000 in 2013/14 to reflect the
continued consolidation of the lease estate into the new energy efficient Government
Administration building;

e Forecast expense for General Insurance is expected to decrease by $3.0 million in
2013/14 and 2014/15, and to transfer $3.0 million per year into a self-insurance fund;

e Forecast expense for travel and subsistence is expected to decrease by $200,000 in
2014/15;
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o Forecast expenses for operating leases are expected to decrease by $750,000 in 2013/14
as the Government continues to consolidate the lease estates into the Government
Administration building;

e Financing expenses are expected to decrease over the forecast period as the
Government’s outstanding debt is reduced by repayments and no new borrowings are
undertaken. As such, forecast expense for interest on bank overdraft and associated
costs are expected to be zero by 2014/15 based on the Government'’s forecasted cash
position;

e Forecast expense for Outputs purchased from the Cayman Islands National Insurance
Company (CINICO) is expected to increase by $1.4 million and $2.3 million in 2013/14 and
2014/15 respectively. This is based on the projected increase in the cost of health care
during those periods;

¢ Similarly, forecast expense for Outputs from the Health Services Authority is also
expected to increase by $1.5 million in 2013/14 and $2.5 million in 2014/15;

e Forecast expense for “Rental Accommodations for Persons in Need” is expected to
decrease by $500,000 in fiscal year 2014/15 as more affordable homes become available;

e The level of expense for “services for refugees” is expected to decrease by approximately
$85,000 in 2013/14 to reflect a normalization of the annual costs. 2012/13 saw higher
numbers than usual arrive in the Cayman Islands as refugees;

e Forecast expense for “Medical care at various overseas providers” is expected to increase
marginally in 2013/14. it is believed that changes in Government policy will partially
offset an increase to both the number of persons assisted and increases in global
healthcare costs. In 2014/15 the forecast expense was reduced by $1.7 million to reflect
further maturing of changes to health policy and the presence of the Narayana University
Medical Centre;

e The housing assistance program is expected to be a “one-off” item in 2012/13; therefore,
the cost of $890,000 is removed in 2013/14 and 2014/15;

e Forecast expense for the “Promotion of Nation Building and Church-based Support” is
expected to be reduced by $1.8 million in 2013/14 and $1.0 million in 2014/15 in line with
the 3-year plan agreed with the FCO;

e Forecast expense for the Caribbean Catastrophe Risk Insurance Facility (CCRIF) is
expected to be reduced by $770,000 as the Government withdraws from that program in
2013/14. The Government will add $770,000 to the National Disaster Fund in 2013/14
and 2014/15.

o Forecast expense for “constituency allowance” was increased by $91,000, from $454,000
in 2012/13 to $ 545,000 in 2013/14 to reflect the cost associated with 3 additional MLAs
as set out in the new constitution.
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The following specific assumptions are made with regards to Borrowings in the 2013/14 and
2014/15 fiscal years:

e Core Government will not incur any additional borrowings throughout the forecast period
as a result the balance of outstanding debt is forecast to decline steadily from $575.4
million in 2012/13 to $549 million in 2013/14 down to $523.7 million in 2014/15; and

e Statutory Authorities and Government Owned Companies are not expected to incur any
additional borrowings over the forecast period. However, it is assumed that one Statutory
Authority will refinance borrowing of $31.8 million during 2014/15. This refinancing will
involve an inflow and outflow of cash from borrowings at the Entire Public Sector level
but will leave the outstanding debt balance unchanged.

The following specific assumptions are made with regards to Capital Investments in the 2013/14
and 2014/15 fiscal years:

e During the forecast period, the Government expects to provide similar levels of support
to various Statutory Authorities and Government Owned Companies as those existing in
the 2012/13 fiscal year. Therefore a provisional sum of $23.0 million per year is
forecasted; and

e The forecast provides for the purchase of property plant and equipment by the Core
Government in the amount of $27.5 million and $28.0 million during 2013/14 and
2014/15 respectively. The exact projects that will be undertaken will be decided by the
incoming Cabinet.
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Contingent Liabilities

Legal proceedings & disputes

The Government is sometimes engaged in litigation arising in the ordinary course of its business.
Estimates are developed by the Office of the Attorney General using current facts and known
circumstances.

The factors considered in developing legal provisions include merits and jurisdiction of the litigation,
the nature and number of other similar current and past litigation cases, the nature of the subject
matter of the litigation, the likelihood of settlement and current state of settlement discussions, if any.

Post-Retirement Health Care

In addition to the Past Service Pension Liability, the Government also recognizes its obligations for the
future health care costs of Civil Servants who earned that benefit based on their prior service with the
Government.

Previously Civil Servants who worked for a minimum of 10 years with the Government would be
entitled to a health care benefit upon retirement. However, the Public Service Management Law now
requires that the employee puts in the same amount of years of qualifying service and also retire from
the Civil Service in order to obtain such benefits in the future.

The exact amount of the health care liability has never been actuarially assessed and therefore not
formally recognized on the Statement of Financial Position. However, the Government has engaged the
services of an Actuary to carry out this assessment and the results are expected in 2013.

In the Government’s medium term fiscal plan, a provisional sum of $27.1 million has been included to
address future increases in health care costs as well as its obligations to past employees. This amount
is in addition to current annual health care provision.
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10 SCHEDULE OF CHANGES MADE TO THE 2012/13 APPROPRIATIONS

[ Appropnatlon Changes between Mmlstnes, ‘Portfolios and Offices - FY 2012/13
Approved
Appropriation Appropriation| Appropriation Revised
Code Appropriation Description Amount Change Appropriation
Outputs $'s $'s $'s
FTD 1 :,cl:lr:cy Advice and Ministerial Services for t:te 6,370,795 (90,600) 6,280,195
FTD 15 Promoting Commerce and Inward investment 787,445 {171,680) 615,765
FTD 18 Financial Services Public Relations 1,485,068 (101,330) 1,383,738
FTD 20 Services provided by the London Office 717,156 {100,000) 617,156
Advice and Support to the Minister of District
bwe 1 Administration, Works, Land and Agriculture R (1,350) R
DWG 2 Landfill Management and Waste Disposal 2,704,787 (30,000) 2,674,787
DWG 3 Public Health Services 1,223,145 {13,000) 1,210,145
DWG 5 Emergency Response Services 331,810 {7,000) 324,810
DWG 6 National Mail Service 1,391,754 (250,000) 1,141,754
DWG 13 Collection of Revenue 583,968 (53,840) 530,128
DWG 14 Management of Special Projects 1,299,212 {24,300) 1,274,912
DWG 16 Management of Land Information 2,972,926 (287,549) 2,685,377
DWG 17 Management of Government Properties 13,464,855 {257,961) 13,206,894
DWG 18 Mosquito Control Services 5,946,246 {50,000) 5,896,246
DWG 21 Weather Forecast Services 665,925 {320,006) 345,919
ETE1 Policy Advice, Governance and Ministerial 4,313,993 (100,287) 4,213,706
Support Services
ETE 2 Job Placement and Employer Support Activities 703,424 {15,679) 687,745
ETE 3 Employment Regulatory Activities 1,573,068 (21,930) 1,551,138
ETE 6 Primary Education 17,726,195 (620,642) 17,105,553
ETE 7 Secondary Education 19,036,534 (334,249) 18,702,285
ETE B Education for Students with Special Needs 5,921,563 {257,803) 5,663,760
ETE 11 Facilities Maintenance and Procurement 17,990,061 (28,342) 17,961,719
Services
ETE 13 Training and Support for Adults with 1,158,628 (34,088) 1,124,540
Disabilities and their Families
ETE 14 Education Evaluation and Support Services 4,678,824 {36,979) 4,641,845
CAH 2 Administration of Community Assistance 4,355,267 (13,000) 4,342,267
Programme
CAH 4 Counselling and Support Services 5,552,887 (243,000) 5,309,887
CAH 5 Supervision and Support of Children 1,650,422 {3,800) 1,646,622
Policy Advice and Ministerial Servicing to the
HES 1 Minister of Health, Environment, Youth, Sports, 2,353,834 (53,000) 2,300,834
and Culture
HES 2 Health Regulatory Services 657,680 12,000 669,680
HES 4 Sports Coaching and Training Programmes 3,401,494 (23,000) 3,378,494
HES S Youtl:: qucation Mentorship and Community 649,194 (6,000) 643,194
Activities
HES 6 Environmental Services and Research 2,448,393 9,000 2,457,393
CIN 1 Health Insurance for Seamen and Veterans 9,151,855 {124,000) 9,027,855
Transfer Payments
TP 27 Pre-School Educational Assistance 793,800 {80,000) 713,800
TP 30 Local, Overseas Scholarships and Bursaries 7,497,000 1,818,610 9,315,610
TP 43 Poor Relief Vouchers 1,818,194 100,000 1,918,194
TP 46 Emergency Relief Payments 17,722 3,000 20,722
TP 51 Other Educational Assistance 319,284 (85,922) 233,362
1853 OthfarYouth, Sports and Cultural Programme 625,460 16,000 641,460
Assistance
TP 56 Employment Initiatives 584,766 {100,000) 484,766
TP 61 Student Enrichment and Support Services 374,850 180,000 554,850
TP 63 Supportto Local Business Associations 264,600 {249,000) 15,600
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Appropriation Changes between Ministries, Portfolios and Offices - FY 2012/13
Approved

Appropriation Appropriation| Appropriation Revised
Code Appropriation Description Amount Change Appropriation
Non Governmental Organisations $'s $'s $'s
NGS 34 Squ}\rz:zand Secondary Education by Private 1,530,000 (161,078) 1,368,922
NGS 68 Rental Accommodation for Persons in Need 1,460,000 109,800 1,569,800
NGS 70 Burial Assistance for Indigents 100,000 50,000 150,000
NGS 72 Therapeutic Services for Young Persons 5,000 (3,000) 2,000
NGS 55 Tertiary Care at Various Overseas Institutions 9,400,000 2,000,005 11,400,005
Other Executive Expenses

Personal Emoluments for H.E. the Governor,

Premier, Deputy Premier, Speaker of the
OE 2 Legislative Assembly, Ministers, Elected 2,809,412 238,486 3,047,898

Members of the Legislative Assembly and

Deputv Governor
OES Constituency Allowance 444,600 9,000 453,600
OE 12 University of the West Indies Membership Levy 372,312 (269,000) 103,312
OE 13 UNESCO Membership Levy 6,000 (6,000) -
Equity Investments
£l 12 Ministry of Education, Training and Employment 13,431,325 1,000,000 14,431,325
£l 58 MinistrYOf District Administration, Works , Land 1,100,000 (260,000) 840,000

and Agriculture
Executive Assets
EA9 Land Purchase: Gazetted Claims 2,200,000 (600,000) 1,600,000
EA 60 Cayman: Brac Bluff Playfield 190,000 290,000 480,000
EA 78 Government Office Accommodation Project 1 175,000 600,000 775,000
EA 87 Juvenile Facilities 4,000,000 (1,000,000) 3,000,000
EA 125 Cayman Brac Emergency Shelter 1,500,000 {30,000) 1,470,000
EA 127 Doppler Radar = 150,000 150,000
Net (Decrease)/ Increase in original 2012/13
Budgets, from the S11-5 Changes 197,390,912 67,486 197,458,398
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11.

CAPITAL EXPENDITURE DETAILS - FY 2012-13

2012113 Revised Variance
Executive Assets Approved Ap;g::;l;eﬁon Budget F:(::f:sst Bﬁ:;:: :s
Budget 2012113 Forecast
$'s $'s $'s $'s $'s
EAQ Land Purchase: Gazstted Claims 2,200,000 (600,000) 1,600,000 1,311,000 (289,000)
EA30 Cemetery Vaults: Grand Cayman 100,000 = 100,000 100,000 -
EA 36 Miscellaneous Road Surface Upgrades 3,000,000 - 3,000,000 2,399,000 (601,000)
EAS55 Cayman Brac and Little Cayman Roads 1,500,000 g 1,600,000 1,500,000 5
EA 60 Cayman: Brac Bluff Playfield 190,000 290,000 480,000 440,000 (40,000)
EA78 Govemnment Office Accommodation Project 1 175,000 600,000 775,000 775,000 -
EA87 Juvenile Facilities 4,000,000 (1,000,000) 3,000,000 5,000 (2,995,000)
EA 95 Cemetery Vaults: Cayman Brac and Litle Cayman 20,000 = 20,000 20,000 =
EA125 Cayman Brac Emergency Shelter 1,500,000 (30,000) 1,470,000 1,470,000 5
EA 126 New Collector and Arterial Roads s = = 9,000 9,000
EA 127 Doppler Weather Radar - 150,000 160,000 223,000 73,000
EA 135 Litdle Cayman Command Centre 150,000 - 150,000 128,000 (22,000)
EA 136 Cemetery Development 1,680,000 - 1,680,000 1,680,000 -
EA137 Cayman Brac: Farm Wells 50,000 s 50,000 50,000 5
Total Executive Assets 14,565,000 (590,000) 13,975,000 10,110,000 (3,865,000)
201213 Revised ML
Ecuiy ovesiments Approvea | A6OBraton | g | 201215 | Revesd
Budget 2012/13 2
Forecast
$'s $'s $'s $'s $'s
El1 Cayman Airways Limited 5,100,000 = 5,100,000 5,100,000 -
El4 Cayman Islands Development Bank 1,000,000 = 1,000,000 1,000,000 S
El11 Portfolio of Intemal and External Affairs 2,000,000 - 2,000,000 1,794,000 (206,000)
El12 Ministry of Education, Training and Employment 13,431,000 1,000,000 14,431,000 15,431,000 1,000,000
El 21 Judicial 50,000 - 50,000 50,000 -
El29 gzz:rc:;'::f:f:'::;‘y' Repairs and 1,933,000 | 1e33000| 1063000| (870,000
El 34 Portfolio of Legal Affiars 200,000 5 200,000 200,000 S
El38 Cabinet Office = = = - .
El43 Sister Islands Affordable Housing 160,000 - 160,000 160,000 -
€146 University College of the Cayman Islands 241,000 s 241,000 241,000 5
El 49 Cayman Turtle Farm (1983) Limited 10,500,000 - 10,500,000 10,500,000 -
E153 I\Cli‘::z:r: of Health, Environment, Youth, Sports and 300,000 ] 300,000 300,000 )
ElI 54 Ministry of Community Affairs, Gender and Housing 156,000 5 156,000 131,000 (25,000)
EI587 National Housing and Development Trust 2,992,000 S 2,992,000 2,992,000 =
EiS58 ﬁrgﬂ&gz'smd (SR BT gl LY 1,100,000 (260,000) 840,000 | 1,584,000 744,000
EI 59 Ministry of Finance, Tourism and Development 350,000 5 350,000 350,000 -
El60 Director of Public Prosecution 300,000 5 300,000 155,000 (145,000)
€163 Office of the Premier 254,000 = 254,000 = (254,000)
Ei64 ::;Ietrl\'nServices Authority-Electronic Verification 500,000 ) 500,000 500,000 )
El65 g;::e??:;:?é%f"“mmem' LCTEEE L 1,033,000 | 1083000 1033000 i
EI66 Audit Oversight Committee 100,000 - 100,000 100,000 -
Total Equity Investments 41,700,000 740,000 42,440,000 42,684,000 244,000
[Total Equity Investments and Executive Assets 56,265,000 | 150,000 | 56,415,000 ] 52,794,000 | (3,621,000)] |
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