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INTRODUCTION

These financial statements contain the results and position for the financial year ended 31 December
2021. Accordingly, the comparative figures in the financial statements are for the 12-month period ended
31 December 2020.

Also, included in the information presented are:

o The original budget for the year as published in the 2020-2021 Plan & Estimates;
o The audited actuals for the prior year, 2020.

This commentary should be read in conjunction with the financial statements and disclosure notes for the
year ended 31 December 2021. Amounts herein are stated in Cayman Islands Dollars.
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GOVERNMENT STRUCTURE

The Cayman Islands is an Overseas Territory of the United Kingdom, a foreign sovereign territory. His
Majesty the King of the United Kingdom (His Majesty), as the British king regnant, is the head of state of
the Cayman Islands. His Majesty appoints a representative (the Governor’) to administer the Government
of the Cayman Islands on his behalf. As the Cayman Islands is not part of the United Kingdom, the Cayman
Islands has its own Constitution and is governed by a local parliamentary democracy comprised of
executive, legislative and judicial branches. The Governor administers the Cayman Islands on behalf of His
Majesty and is constitutionally bound to promote the good governance and act in the best interest of the
Cayman Islands, so long as it is consistent with the United Kingdom’s interests. The United Kingdom
provides defence of the Cayman Islands, along with the now formed Cayman Islands Regiment, which
provides disaster relief and security within the Cayman Islands; and the Royal Cayman Islands Police
Service provides police services in the Cayman Islands.

While all of the Cayman Islands’ financing decisions are made by the Parliament and Cabinet, and the
United Kingdom does not provide direct financial support to the Cayman Islands, the United Kingdom
closely monitors borrowings incurred by the Cayman Islands.

The Cabinet is responsible for creating Government policy and currently consists of twelve Cabinet
members, headed by the Governor. The twelve members consist of the Governor, the Premier, seven
ministers (the Ministers) who are appointed by and from within the elected members of the Parliament,
two members (the Members) consisting of the Deputy Governor and the Attorney General and, the
Cabinet Secretary.

The Government’s organisational structure is broken into Core Government and Statutory Authorities and
Government Companies (SAGCs), and is collectively referred to as the Entire Public Sector (EPS). Core
Government is made up of the Parliament, the Governor in Cabinet, Ministries, Portfolios, and Offices and
includes the equity investment in Statutory Authorities and Government Companies.

Various statutory boards and authorities have been established for specific purposes, including, but not
limited to, Cayman Airways Limited, the Cayman Islands Airport Authority, Cayman Islands Development
Bank, Cayman Islands National Insurance Company, Cayman Islands Health Services Authority, The Water
Authority of the Cayman Islands, Cayman Turtle Conservation and Education Centre Limited, The Cayman
Islands Stock Exchange, Utility Regulation and Competition Office, and The Port Authority of the Cayman
Islands.

iii|Page
This Annual Report should be read in conjunction with the
Financial Statements for the financial year ended 31 December 2021



BROAD OUTCOMES FOR 2021

As outlined in the 2020 and 2021 Plan and Estimates, the Government has established the following
eight broad outcomes to guide its policy actions:

1. Astrong economy to help families and business;

2. Achieve full employment — jobs for all Caymanians;

3. The best education opportunities for all our children;

4. Reducing crime and the fear of crime;

5. Access to quality, affordable healthcare;

6. Stronger communities and support for the most vulnerable;

7. Ensuring Caymanians benefit from a healthy environment; and

8. Stable, effective and accountable Government.
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KEY FINANCIAL HIGHLIGHTS

The financial results for the Entire Public Sector (EPS) for the year ending 31 December 2021 show a deficit
of $40.4 million. For the prior 12-month period ending 31 December 2020 the EPS achieved a deficit of
$123.9 million.

Actual EPS Deficit results were $98.1 million less than the EPS original budget surplus of $57.8 million; but
$83.6 million (favourable variance) less than the EPS Deficit of 2020. The significant underperformance
for 2021 is primarily due to the continued impact of the novel coronavirus (COVID-19) pandemic on the
economy and the costs to recover following the measures taken by the Government to mitigate against
the impact. These measures required the Government to continue to restrict travel to the jurisdiction
thereby reducing activity in the local economic market and revenues derived from the tourism sector.
The Government also sought to increase support to individuals and business negatively impacted by these
measures. Since the onset of the COVID-19 pandemic to the 31 December 2021 the Government incurred
approximately $130.0 million in expenditure related to the mitigation measures to combat the COVID-19
pandemic. These costs include supplies purchased to combat COVID-19 and other social benefits paid out
to people directly affected by effects of the mitigation measures implemented.

The Government’s financial position, however, remains strong. Net Assets (total Assets less all recognised
Liabilities) were $1.9 billion as at 31 December 2021. Cash and Cash Equivalents (including fixed deposits
with maturity durations not exceeding 90 days) were $439.1 million. EPS debt declined by 11.5% to stand
at $252.1 million as at 31 December 2021.

The Government did not achieve full compliance with the Framework for Fiscal Responsibility (FFR) as
required by the Foreign and Commonwealth Development Office and the Public Management and Finance
Act (PMFA) (2020 Revision), for prudent fiscal management. The principle on Core Government
Operating Surplus which requires that Core Government Operating Surplus should be positive was not
complied with as the Core Government achieved as Operating Deficit of $40.3 million. This was due to
the continued expenditure for costs related to COVID-19 pandemic and the significant slowdown in the
economy due to the extended partial closure of the borders.

On 14 April 2021, the Cayman Islands held a General Election which resulted in the appointment of a new
Government administration as well as the creation of new and reshuffled Cabinet portfolios as of 1 July
2021.
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ECONOMIC OVERVIEW BASED ON ANNUAL ECONOMIC REPORT 2021

The world economy expanded in 2021 due to increased economic activities and pent-
up demand subsequent to lockdown measures. Inflation accelerated demand which
outpaced supply.

The Cayman Islands’ real gross domestic product (GDP) expanded by an estimated rate
of 1.8 percent in 2021, relative to a contraction of 5.7 percent in 2020

Growth is estimated for most sectors, led by construction and real estate activities.
However, the continued closure of Cayman’s borders led to further contraction of
hotels and restaurants and some supporting sectors.

Nominal GDP per capita income was estimated at $72,580, higher than the $71,048
recorded for 2020.

The average inflation rate in 2021 was 3.3 percent, compared to 1.0 percent a year ago.
Inflationary pressures emanated mainly from rising energy and food prices.

Total employment increased by 10.3 percent to 45,919 in 2021. The rise in employment
lagged the expansion in the labour force, which resulted in the unemployment rate
rising to 5.7 percent. The unemployment rate among Caymanians was estimated at 8.5
percent

Merchandise imports rose by 15.0 percent to reach $1,281.9 million, reflecting
increases of 44.4 percent and 12.4 percent in oil-related and non-oil imports,
respectively.

Money supply (M2) expanded by 5.7 percent to reach $8.7 billion in 2021. This
monetary expansion was due to 8.7 percent and 4.7 percent increases in local currency
deposits and foreign currency-denominated deposits, respectively.

Domestic credit from commercial banks expanded by 7.2 percent to settle at $3,679.7
million. Credit to the private sector rose by 8.7percent, while loans to the public sector
declined by 13.5 percent.

Indicators of financial services generally improved in 2021. Insurance licenses, mutual
funds registration, stock exchange listings, new company registrations and new
partnership registration increased while bank and trust licenses fell.
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Total stay-over visitors contracted by 94.7 percent. Total stay-over arrivals declined by
85.8 percent, while there were no cruise arrivals

Indicators of construction intentions were improved in 2021. The value of building
permits in Grand Cayman rose by 29.1 percent to $717.0 million, while the value of
planning approvals in Grand Cayman increased by 10.6 percent to $976.9 million.

Real estate activity surged as the total value of property transfers rose by 75.0 percent
to $1,413.2 million. Both freehold and leasehold transfers decreased.

The central government recorded an overall deficit in 2020 of $117.2 million relative to
a deficit of $96.9 million in 2020. The government's total outstanding debt declined to
$222.7 million (4.5 percent of GDP) at the end of 2021.

GDP is projected to expand in 2022 by 3.4 percent, primarily due to expected recovery
in the tourism and transport sector. The inflation rate is expected at 7.9 percent arising
principally from external pressures. The overall unemployment rate is projected at 4.5
percent.

Source: Economics and Statistics Office
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Source: Economics and Statistics Office
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The world economy grew
6.1% in 2020 compared with a
contraction of 3.18% in 2020.
Advanced economies grew by
5.2% for the year compared
with a decline of 4.5% in 2020.
Similarly, emerging markets
and developing economies
expanded by 6.8% compared
with a contraction of 2.0% in
the preceding year. The
Caribbean recorded an
economic growth of3.5%
compared with a contraction
of 4.3% in 2020.

Global inflation accelerated in
2021 rising to 4.7% from 3.2%
in 2020. Inflation in the US
and UK rose to 4.7% and 2.6%
from 12% and 0.9%
respectively in 2020. Inflation
increased to 5.9% in

emerging markets and
developing economies from
5.2% in 2020. The Caribbean
recorded inflation of 8.6% in
2020 relative to 7.7% in 2020

The continued closure of the
labour-intensive tourism
sector led to a rise in
unemployment.
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PERFORMANCE OVERVIEW and ANALYSIS

Government Revenue and Expenditure

Revenue

2021 2020
Coercive Revenue 918,557 741,906
Sales of Goods & Services 243,809 218,884
Investment Revenue 5,319 14,087
Donations 1,411 4,008
Other Revenue 633 4,827
Total Revenue 1,169,729 983,712

The Total Revenue for the 2021 is $1.17 billion, which when compared to 2020 indicates that the year
ended 31 December 2021 produced $186.0 million (19%) higher revenues. The Total Revenue earned
were also $26.8 million more than the 2021 Original Budget.

What is the Government’s primary source of revenue?

The primary source of revenue is coercive revenue, which was 79% of total public sector revenue in 2021
(2020: 76%), while sale of goods and services represented 21%, respectively. Coercive revenues are those
revenues collected by Government under its coercive powers authorised under various acts passed by the
Parliament (e.g. import duties, work permit fees, bank license fees, etc.) and for which there is no direct
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exchange of any goods or services. The primary type of coercive revenue is import duties, which
represents 23% of total coercive revenue in financial year 2021 (2020: 23%). See table on page 9 showing
details of total coercive revenue.

The preceding chart also shows that fees collected from the financial services industry (Bank and Trust
Licenses, Company Registry Fees, and Mutual Fund Administrator Fees) is a significant portion of
Government revenue; these fees represented 29% of total coercive revenue and 23% of total public sector
revenue as at 31 December 2021 (2020: 34% and 25%, respectively).

See eight-year trend table on coercive revenue below:

Import Duties 163,432 156,393 159,834 243,239 181,132 193,076 173,361 206,042
Banks and Trust Licenses 34,225 32,795 31,592 30,074 29,382 28,184 27,479 26,606
Company Registry Fees 134,355 140,739 146,863 182,135 165,973 182,110 178,735 191,186
Work Permits & Other Immigration Fees 71,278 79,914 79,364 135,145 88,244 100,402 87,209 108,342
Mutual Fund Administrators 45,140 43,139 44,544 49,213 44,044 43,137 44,601 49,580
Stamp Duty - Land Transfers 30,502 38,967 52,987 76,340 80,655 64,544 65,591 104,874
Cruise & Environment Tax 13,695 15,409 16,494 23,061 17,961 17,810 5,363 319
Tourist Accommodation Charges 18,725 20,643 21,134 33,559 32,671 36,535 10,282 1,009
Proceeds of Liquidated Entities - - 16,652 3,550 19,054 3,299 31,963 38,398
Other Fees 100,265 95,505 103,797 176,518 121,945 125,973 119,702 192,201

The 2016/17 reporting period covers an 18-month period and is not comparable to other periods which reflect the results of a 12-month
reporting period

See Note 21 of the EPS Financial Statements
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EXPENDITURE

What does Government Spend on Providing Services and Operating costs?

Personnel costs
Supplies and consumables
Depreciation

Outputs from Non-Governmental Organisations

Transfer Payments

Other Operating Expenses, Gains and Losses

Financing expense
Total Expenses

The most significant
elements of expenditure
were the cost of employing
staff and the purchase of
supplies and consumables
for normal day-to-day
operations. Personnel costs
represented approximately
46% of total expenditure as
at 31 December 2021 (2020:
56%), which is typical for
service-based organisations
and consistent with prior
years.

Budgetary Performance

CI$000

Finance Costs

Other Executive Expenses
Outputs from Non-Government ..

Transfer Payments

Depreciation & Amortisation

Supplies and Consumables

Personnel Costs

100,000 200,000 300,000 400,000 500,000 600,000

m Actual  m Original Budget
2021 2021
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2021 2020
557,033 614,823
329,842 265,653

69,706 64,769
56,394 43,360
139,401 69,706
45,149 35,030
12,556 14,297
1,210,081 1,107,638

Total Operating Expenses of the EPS
were $1.20 billion; this amount was
$128.8 million (12%) more than the
original budget of $1.09 billion. Transfer
Payments, Outputs  from Non-
Government Suppliers and Other
Executive Expenses surpassed original
budgets due to increased costs related
to COVID-19. These increases were
partially offset by underspends in
Supplies and Consumables as a result
delayed projects and reduced
Government activities.
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Personnel Costs

Salaries and wages for 2021 are up 6% when compared to the prior year. In the latter part of 2020 the
Government increased certain pay scales, as well as Government revised certain pay scales at the
beginning of 2021. Personnel costs for 2021 reflects 12-months of the adjusted salaries when compared
to 2020.

Salaries, Wages and Allowances 467,244 440,588
Health Care 9,537 33,472
Pension 24 989 24,038
Leave 1,297 1,257
Defined Benefit Pension Liability 20,011 34,267
Post Retirement Health Care Liability 25,544 75,418
Other Personnel Costs 8,411 5,783

See Note 25 of the EPS Financial Statements

Supplies and Consumables

Supplies and consumables for the 2021 period is $329.8 million. There was a 24% increase in cost for
supplies and consumables from 2020 to 2021. See detailed table below.

Supplies and Materials 91,889 73,922
Purchase of services 117,471 94,652
Utilities 25,980 21,330
General Insurance 12,674 8,931
Travel and Subsistence 1,903 1,995
Recruitment & Training 2,519 2,058
Leases 18,349 13,615
Other 59,057 49,150

See Notes 26 and 27 of the EPS Financial Statements

Financing Expenses

What does Government Pay to Finance its Liabilities?

The most significant element of financing costs for the year ended 31 December 2021 was debt financing
expense of $9.9 million (2020: $11.7 million). This consists of interest paid on bank borrowings.
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Net Surplus or Net Deficit

The net deficit for the year ended 31 December 2021 was $30.4 million (2020: $123.9 million, net deficit).
See table and chart of revenue and expenditure summary for eight years below.

Coercive Revenue 611,617 623,503 673,261 952,834 781,061 795,070 744,287 918,557
Sales of Goods & Services 234,165 261,478 261,344 384,809 290,918 311,499 216,503 243,809
Investment Revenue 2,336 4,700 5,669 15,631 17,230 26,306 14,087 5,319
Donations 1,203 1,081 931 2,405 2,517 1,742 4,008 1,411
Other Revenue 101 300 2,817 71 606 1,187 4,827 633
Personnel costs 352,316 352,795 400,116 610,718 421,173 517,833 614,823 557,033
Supplies and consumables 236,842 231,567 223,896 346,418 265,702 309,341 265,653 329,842
Depreciation 43,734 50,846 53,851 88,098 56,022 59,368 64,769 69,706
Outputs from Non-Governmental Organisations 26,464 29,445 32,538 51,585 48,159 50,028 43,360 56,394
Transfer Payments 31,130 27,274 30,251 48,556 36,476 39,458 69,706 139,401
Other Operating Expenses, Gains and Losses 18,306 19,165 23,831 26,457 12,813 17,125 35,030 45,149
Financing expense 35,816 33,280 31,007 43,540 26,852 24,947 14,297 12,556

The 2016/17 reporting period covers an 18-month period and is not comparable to other periods which reflect the results of a 12-month
reporting period

EPS Revenue vs Expense
Eight-Year Trend
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Government Assets and Liabilities

What are the Most Significant Assets Owned and Controlled by Government?

Property Plant and Equipment 2,522,149 2,028,000
Cash and Cash Equivalents

(including Bank Overdraft) 439,137 441,216
Investments 380,327 402,101
Trade Receivables 39,542 28,291
Loans Made 18,084 19,518

Property, Plant and Equipment

The most significant assets owned and controlled by Government are property, plant and equipment
(which include land and buildings, infrastructure, vehicles and equipment). See Note 10 of the EPS
Financial Statements.
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Investments

Over 70% of investments consist of fixed deposits (over 90 days but less than 365 days). Core Government
investments of $273.7 million as at 31 December 2021 represents approximately 72% of total
investments, with the SAGCs holding the remaining 28%. The majority of the $106.6 million investments
held by SAGCs form part of the Currency Reserve Assets of the Cayman Islands Monetary Authority. These
assets are to be used to fund the Authority’s currency redemption obligations. See Note 7 of the EPS
Financial Statements.

Cash and Cash Equivalents

Cash and cash equivalents comprise balances with less than three months’ maturity from the date of
acquisition, including cash on hand, cash in transit, deposits held on call with banks and other short term
highly liquid investments. See Note 2 of the EPS Financial Statements.

Trade Receivables

The majority of the trade receivables (74%) are held by SAGCs as at 31 December 2021. See Note 3 of the
EPS Financial Statements.

The table below shows gross trade receivables of $87.2 million (2020: $66.2 million) as at 31 December
2021 less provision for doubtful debts $47.6 million (2020: $37.9 million) resulting in net trade receivables
of $39.5 million (2020: $54.0 million).

Description 2021 2020
Coercive revenue Receivable 14,249 15,036
non-Coercive Receivable 72,942 51,198
Total Trade Recievables 87,191 66,234
Provisions (47,649) (37,943)
Net Trade Receivables 39,542 28,291

Loans Made

Loans Made consist mainly of commercial loans made by the Cayman Islands Development Bank and loans
made to cover overseas medical care to persons not/insufficiently, covered by health insurance. See Note
6 of the EPS Financial Statements.
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What are the Main Liabilities of Government?

The table below shows the main liabilities of the Entire Public Sector:

Retirement Benefits
Borrowings/Public Debt
Currency Issued

Unearned Revenue

Other Payables & Accruals
Trade Payables

This Annual Report should be read in conjunction with the
Financial Statements for the financial year ended 31 December 2021

821,808
252,117
173,504
162,323
106,484

22,242

906,840
284,960
164,426
108,907
40,882
25,473

xvi|Page



Public Sector Debt

To finance its activities and obligations, the Government borrows from the market to ensure sufficient
funding is available to meet its daily cash requirements and financial commitments. Government
borrowing comprises long-term borrowing in the form of commercial bank loans.

Line of Credit and 2021 Convertible Loan

On 10 June 2020, the Government awarded the provision of a stand-by Line of Credit (LoC) to a consortium
of local banks for CI$330.5 million (US$403.3 million) - in order to provide additional financial resources
in the event that such resources are needed and to mitigate the effects of Government's loss of revenue
and increased expenditure related to COVID-19. The amount of US$10.0 million (C1$8.4 million) was drawn
down on 31 July 2021, in accordance with the loan agreement dated 18 December 2020, between the
Government of the Cayman Islands (CIG) and the consortium of banks. This amount represents the
minimum amount which CIG may drawdown under Facility A, the short-term revolving line of credit of
USS$403.3 million (see note 37).

See tables of public sector debt below:

Core 248,555 8,375 34,226 222,704
Cayman Islands Development Bank 11,698 = 4,077 7,621
National Housing Development Trust 3,551 = 779 2,772
Cayman Airways Limited 21,156 = 2,136 19,020

See Note 17 of the EPS Financial Statements.

Public debt continued to decline, from $285.0 million to $252.1 million, as principal repayments of $41.2
million were applied net of new borrowings of $8.4 million.
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Retirement Benefits

The Government, under the provisions of the Public Service Management Act, is obligated to provide post-
retirement benefits to qualified employees in the form of health care and pension. The Government
recognises and provides for actuarially determined present value of retirement obligation on an accrual
basis, using the Projected Unit Credit method. See Note 16 of the EPS Financial Statements.

The following tables present the pension liability at fair value as at 31 December 2021:

Core Government 404,394 473,333

Parliamentarian Pensions 19,678 22,936

Judicial Pensions (848) (172)

Central Government Pension Liability Fair Value 423,224 496,097

Statutory Authorities and Government Companie 28,285 40,865

Entire Public Sector Pension Liability Fair Value 451,509 536,962
Present value benefit obligation 938,910 33,355 6,237 978,502 86,823 1,065,325
Fair Value of plan assets 534,516 13,677 7 085 555,278 58,538 613,816

Deficit/Surplus for funded plans 404,394 19,678 423,224 28,285 451,509

See Note 16 of the EPS Financial Statements.

The Government is also obligated to provide for the future healthcare 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 healthcare benefit upon retirement. However, the Public Service Management Act 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 results of healthcare liability actuarial valuation, completed in April 2022, estimated the post-
retirement healthcare obligation as at 31 December 2021 to be $2.2 billion. The post-retirement
healthcare obligation and any related expenditure has not been recognised on the Statements of Financial
Position and Performance for Central Government.

There are some SAGCs who have accrued a post-retirement healthcare liability as at 31 December 2021
of $370.2 million.
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Currency Issued

Currency Issued (or Demand Liabilities) represents the value of currency notes and coins in circulation.
These liabilities are fully funded by the Currency Reserve Assets of the Cayman Islands Monetary
Authority. See Note 19 of the EPS accounts.

Unearned Revenue

Unearned revenue consists of revenues collected but not yet earned. See table of unearned revenue

below:

Description 2021 2020
Customs Deposits 352 237
Immigration Deposits 35,316 36,802
Cayman Airways Deposits 7,457 4,085
General Registry Deposits 91,743 40,880
Lease of Crown Lands 13,340 13,484
Revenue and Other Deposits Held 14,115 13,419

Total Unearned Revenue 162,323 108,907

See Note 14 of the EPS Accounts.

Trade Payables, and Other Payable and Accruals

Trade payables, and other payable and accruals are expenses incurred (service and or goods and supplies
were received) but not paid before 31 December 2021; they are non-interest bearing and are normally
settled on 30-day term. Accounts payable includes invoices received from suppliers not yet settled. See
Note 13 of the EPS accounts.
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Net Assets and Liabilities

Net Assets increased from $1.4 billion in 2020 to $1.9 billion (see page 10 of the EPS Financial Statements),
an increase of 34%. The eight-year trend in key assets and liabilities is presented in the table below. The
2016/17 period was an 18-month period commencing 1 July 2016 to 31 December 2017 and is not directly
comparable to the all other periods which represent results for 12 months:

Cash and Cash Equivalents

(including Bank Overdraft) 281,182 406,435 231,415 220,281 377,156 356,476 441,216 439,137
Trade Receivables 36,421 31,707 32,165 31,044 54,008 38,314 28,291 39,542
Investments 99,582 102,077 438,511 554,591 500,056 523,383 402,101 380,327
Loans Made 32,774 30,470 30,285 26,243 33,907 19,342 19,518 18,084
Property Plant and Equipment 2,078,619 2,068,405 1,732,843 1,752,736 1,893,541 1,942,426 2,028,000 2,522,149
tabiliies
Borrowings/Public Debt 671,247 629,672 593,191 518,645 475,101 330,138 284,960 252,117
Retirement Benefits 225,519 227,048 481,283 709,833 678,491 729,719 906,840 821,808
Currency Issued 91,720 94,887 106,876 119,544 126,609 140,369 164,426 173,504
Unearned Revenue 37,313 40,238 65,282 86,929 100,412 83,682 108,907 162,323
Other Payables & Accruals 63,942 49,717 62,830 121,635 58,341 56,839 40,882 106,484
Provisions 10,159 11,657 12,877 12,696 12,348 10,353 41,174 45,029
Trade Payables 27,369 30,163 20,213 27,779 29,447 24,646 25,473 22,242

Guarantees

Guarantees of the Government include: Guarantees of the borrowings of Statutory Authorities and
Government Companies, and guarantees, either collective or specific, of the loans of certain individuals

and companies obtained from the private sector. See table of guarantees below.

Cayman Airways Limited 80% 15,216 19,020
Cayman Islands Development Bank 50% 3,810 7,621
National Housing Development Trust 80% 2,218 2,772

See Note 37 of the EPS Financial Statements

The weighting in the table above is applied under the PMFA based on entities that:

e Require an unpredictable level of budgetary support from the Governor in Cabinet are given an
80% weighting;

e Are financially stable and require predictable levels of support are given a 50% weighting; and

e Have not required budgetary support during the last three (3) years are given 20% weighting.
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Commitments

Commitments are future expenses, liabilities and capital outlay to be incurred on contracts that have been
entered into as at 31 December 2021. See tables of commitments below.

Entire Public Sector (includes Core Government)

Capital Commitments

John Gray High School 44,883 18,118 - 63,001 62,875
Landfill 16,895 1,400 - 18,295 26,871
Long term residential mental health facility 5,000 - - 5,000 16,290
Other property, plant and equipment 9,165 79 - 9,244 17,933

Operating Commitments
Non-Cancellable Accommodation Leases
Accommodation leases 5,808 10,953 1,468 18,229 26,427

Other Non-Cancellable Leases

Land Lease 12,375 49,340 37,005 98,720 111,015
Premises Lease 82 219 - 300 19
Aircraft Leases 7,155 22,907 2,545 32,607 36,529
Other Operating Lease 2,545 2,135 - 4,680 2,690

Other Operating Commitments
Other Operating Commitments 11,029 6,331 560 17,920 7,052

See Note 36 of the EPS Financial Statements

Core Government

Capital Commitments

John Gray High School 44,883 18,118 - 63,001 62,875
Landfill 16,895 1,400 - 18,295 26,871
Long term residential mental health facility 5,000 - - 5,000 16,290
Other property, plant and equipment 6,625 79 - 6,705 13,203

Operating Commitments
Non-Cancellable Accommodation Leases
Accommodation leases 5,503 9,867 1,468 16,838 16,615

Other Non-Cancellable Leases
Premises Lease 82 219 - 300 -
Other Operating Lease 1,419 1,009 - 2,428 2,690

Other Operating Commitments
Other Operating Commitments 8,674 5,848 560 15,082 -
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BUDGET ANALYSIS

Actual EPS total deficit of $43.2 million was less than the original budget by $101.0 million. Total expenses
were $124.2 million (or 11%) more than budget offset by revenues surpassing budget expectations by
$26.8 million. Further details can be seen in the table of financial performance with actual results
compared to the original budget below.

Revenue

Coercive Revenue 806,565 918,557 111,992 14%
Sales of Goods & Services 316,228 243,809 (72,419) -23%
Other Revenue 20,096 7,363 (12,733) -63%
TotalRevenue 1142889 1169729 2680 2%
Expenses

Personnel Costs 556,931 557,033 102 0%
Supplies and Consumables 359,323 329,842 (29,481) 8%
Depreciation & Amortisation 67,565 69,706 2,141 -3%
Transfer Payments 46,245 139,401 93,156 -201%
Outputs from Non-Government Organizatio 28,771 56,394 27,623 -96%
Other Executive Expenses 15,576 51,581 36,005 -231%
Finance Costs 13,326 12,556 (770) 6%

Total Other (Gains)/Losses (2,625) (6,432) (3,807) -145%

The chart below shows the net (deficit)/surplus over the past eight years compared to budget.

EPS (Deficit)/Surplus
Eight-Year Trend

250,000
200,000
150,000
100,000

50,000

C1$'000

2013/14 2014/15 2015/16 2016/17 2018 2019 2021

(50,000)
(100,000)

(150,000)

ACTUAL

BUDGET

xxii|Page
This Annual Report should be read in conjunction with the
Financial Statements for the financial year ended 31 December 2021



KEY FINANCIAL ACCOMPLISHMENT

The Government of the Cayman Islands manages its day-to-day operation without direct intervention by
the Foreign and Commonwealth Development Office (FCDO) provided that the policies implemented are
in keeping with the agreed direction/guidelines of the FCDO. These guidelines are referred to under the
Public Management and Finance Act (PMFA) as Principles of Responsible Financial Management. Per
section 34 of the PMFA, failure to comply with the borrowing, net debt and cash reserve principles as
outlined below requires that any additional borrowing must first receive the approval of the Foreign and
Commonwealth Development Office.

See below table showing trends for year-end cash (includes cash equivalents and investments) and debt
balances for Core Government.

Indicator 2013/14 2014/15 2015/16 2016/17 2018 2019 2020 2021
Cash & Investments 173,951 271,468 408,619 462,110 559,434 524,426 460,378 427,408
Government Debt 548,499 523,322 503,318 451,081 419964 284,380 248,555 222,704

The chart below shows the steady improvement cash and debt balances for Core Government, and
highlights that cash exceeded debt as at 31 December 2021.

Investments in fixed deposits with maturity dates greater than 90 days at the time of placement were no
longer reflected under Cash and Cash Equivalents on the Statement of Financial Position, but as
Investments.

Cayman Islands currently holds long-term foreign currency credit ratings of Aa3 (stable outlook) from
Moody’s Investors Services, Inc. Ratings used to determine the creditworthiness of Cayman Islands and
the likelihood of timely payment of Cayman Islands’ long-term debt securities.
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The Table below outlines the requirements of and compliance with the Principles of Responsible Financial

Management.

Principle

Degree of Compliance

Core Government Operating Surplus : Should be positive
(Operating surplus = Core Government operating revenue —
Core Government operating expenses for the 12-month
period 1 January to 31 December 2021)

Net Worth: Should be positive

(Net worth = Core Government assets — Core Government
liabilities)

Borrowing: Debt servicing cost for the year should be no
more than 10% of Core Government revenue

(Debt servicing = interest + other debt servicing expenses +
principal repayments for Core Government debt, Public
Authorities debt and self-financing loans)

Net Debt: Should be no more than 80% of Core Government
revenue

(Net debt = outstanding balance of Core Government debt +
outstanding balance of self-financing loan balance +
weighted outstanding balance of Public Authorities
guaranteed debt - Core Government liquid assets)

Cash Reserves should be no less than estimated executive
expenses for 90 Days:
(Cash Reserves = Core Government cash and other liquid
assets at lowest point)

Financial risks should be managed prudently so as to
minimise risk

2021
Unaudited Actuals

Does Not Comply

Deficit =$16.6 million

Complies
Net Worth =$1.9 billion

Complies

Debt servicing =5.9%

Complies

Net debt =8.5%

Complies

Cash Reserves = 159.8 days

Complies

Insurance cover exists for
all government buildings,
vehicles and major
potential liabilities.
Hurricane Preparedness
Strategy in place.

Approved
2021 Budget

Complies

Surplus =$74.7 million

Complies
Net Worth =$1.6 billion

Complies

Debt servicing =6.4%

Complies

Net debt <0%

Complies

Cash Reserves = 117.5 days

Complies

Insurance cover exists for
all government buildings,
vehicles and major
potential liabilities.
Hurricane Preparedness
Strategy in place.

The 2021 fiscal year shows a deficit of $19.5 million for Core Government due to the impact of the COVID-
19 pandemic on the economy, including loss of key tourism-sector related revenue streams and the
measures taken by the Government to mitigate against impact of the pandemic.
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Responsible financial management as defined by section 14(3) of the PMFA is as below:

e Total core government revenue less total core government expenses (measured using generally
accepted accounting practice) should be positive;

e Total core government assets less total core government liabilities (measured using generally
accepted accounting practice) should be positive;

e Borrowing should not exceed an amount for which the sum of interest, other debt servicing
expenses, and principal repayments for a financial year are more than ten percent of core
government revenue (calculated using generally accepted accounting practice) for that financial
year, where, for the purposes of this principle, borrowing is defined as all borrowing that is in the
name of the Government regardless of whether it is serviced directly by the core government, a
statutory authority or government company;

o Net debt should be no more than eighty percent of core government revenue, where, for the
purposes of this principle, net debt is defined as:

0 Central government borrowing less core government liquid assets

0 Borrowing that is serviced directly by a statutory authority or government company but is
in the name of the Government; and

0 The percentage of statutory authority and government company debt guaranteed by the
Government that regulations made under this Act specify is to be included in the net debt
calculation;

e Cash reserves should be maintained at a level no less than the estimated executive expenses
(measured using generally accepted accounting practice) for the following ninety days where, for
the purpose of this principle, cash reserves are defined as core government cash and cash
equivalents, marketable securities and deposits, and other liquid assets, including any amounts
held for restricted funds and reserves purposes; and

e The financial risks, including contingent liabilities, facing the core government should be managed
prudently so as to minimize the likelihood of any such risk resulting in an expense or liability.
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GOVERNANCE

Preparation of the EPS Financial Statements is managed within the Ministry of Finance and Economic
Development’s overall risk management framework. The Accountant General is responsible on a day-to-
day basis for managing risk and for ensuring that the activities necessary for the production of these
accounts are properly planned, resourced and performed.

In producing the EPS Financial Statements, the Accountant General must rely on the Chief Officer through
their Chief Financial Officer of each entity to manage their own risks. In some instances, the risks from
underlying accounts may have a significant impact on the EPS consolidation and preparation process.

The key risks in the preparation of the EPS financial statements include:

e no formal consolidation software, over reliance on excel spreadsheets;
e inaccuracies in entities’ EPS submissions, which may result in materially misstated balances;
e failure to provide data or delays in the submission of EPS submissions; and

e non-elimination of intra-group transaction streams and balances in Core Government and SAGCs,
resulting in materially misstated figures in the accounts.

To manage the key risks to the EPS consolidation and preparation process, the Accountant General
maintains a control and validation framework to define the controls over the preparation of the accounts
and to monitor the effectiveness and completeness of the controls in place.

Procedures that assist in mitigating key EPS consolidation risks are: validation of agencies’ trial balances;
monthly analysis of variances between actual results and the budget and actual results with prior year
balances; monthly reconciliation of inter/intra-agency balances for confirmation by agencies; and
confirmation that notes to agency accounts reflect balances in the main financial statements of each
agency.

The EPS Governance Framework

The Ministry of Finance and Economic Development (Ministry of Finance) receives support and assurance
on the management of risks in a number of ways:

e support in the responsibilities by the Internal Audit function;
e internal framework of governance and risk management; and
e EPS Financial Statements are subject to external audit provided by the Auditor General. The

Auditor General is independent; she and her staff have access to all Ministry papers and report
their findings on the accounts to Parliament.

Ministry of Finance’s role in Managing Financial Risk

In addition to the EPS Financial Statements governance framework, the Ministry of Finance also has a role
in managing the Central Government’s financial risk more widely. Financial risk is managed in a number
of ways as outlined below.
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The Public Management and Finance Act (PMFA) and its Regulations and the Public Finance Manual
(PFM) - provides Chief Officers with guidance and sets out requirements on how to handle public funds
properly. The Ministry of Finance takes the lead in ensuring compliance with the PMFA and bringing about
changes to the PMFA and PFM to enhance prudent financial management.

Spending Reviews — the process through which spending is allocated to areas of Government activity
according to the Government's priorities. Spending Reviews set firm and fixed spending budgets over
several years for each department. This is achieved through the preparation of a Strategic Policy
Statement which outlines the Government’s medium-term plan and sets spending limits for a period of
three years. Multi-year budgets are then prepared based on these goals and objectives and within the
expenditure limits.

The budget and estimates process for Core Government and SAGCs - the Government uses the biennial
budgeting system to plan and control public expenditure. The Ministry of Finance presents estimates of
budgetary plans to Parliament to obtain the statutory authority to consume resources and spend cash.
The budgetary system has two main objectives:

e to support the achievement of macro-economic stability by ensuring that public expenditure is
controlled in support of the Government’s fiscal framework; and

e to provide good incentives for departments to manage spending well so as to provide high quality
public services that offer value for money for citizens.

The Ministry of Finance works with the other agencies across the public service and help that the legislated
financial reporting framework is adhered to and is practiced uniformly.

The Ministry of Finance monitors agencies’ spending on an ongoing basis. The Ministry of Finance also
advises Cabinet on the financial impact of requests for supplementary expenditure from Core Government
agencies to ensure that the additional spending will not negatively impact the objective to comply with
the FFR.

FINANCIAL RISK MANAGEMENT

The Ministry of Finance manages Core Government’s financial risks such as credit, liquidity, insurance,
interest rate risk, commodity price risk, and currency risk. See further details in Note 38 of the EPS
Financial Statements.
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ENTITIES NOT CONSOLIDATED IN THE EPS FINANCIAL STATEMENTS

The public entities below have not been consolidated in the EPS Financial Statements.
Segregated Insurance Fund of the Cayman Islands

The Segregated Insurance Fund (the Fund) was established under the Health Insurance Commission Act
(2013 Revision). The Fund is maintained and administered by the Health Insurance Commission (HIC). The
Fund’s primary function is to assist the Government in providing healthcare to indigents, uninsurable, and
partially uninsured individuals. Contributions to the Fund are received from approved health insurance
providers regulated under the Health Insurance Regulations (2016 Revision) and under their legislation
the Fund is required to remit all funds collected to the Ministry of Health and Wellness.

Separate financial statements are prepared and audited for the Fund which is not included in the table of
trust holdings below. It is the Accountant General’s view that the assets of the Fund are considered as
trust assets under the definition of the PMFA and therefore do not have to be consolidated in the EPS
Financial Statements.

Trust Holdings

Under the PMFA, “trust assets” are defined as assets (including money, not belonging to the Government)
transferred or paid to the Government in trust for any purpose or to hold for or on behalf of any person,
and include any such assets:-

a. To be held pending the completion of a transaction or dispute; or
b. That belongs or is due to any person and is collected under any agreement with that person.

See Statement of Trust Holdings below:

Opening Balance Additions Disbursements Closing Balance

CI1$000 C1$000 C1$000 CI1$000

Prisoners' Monies 92 - - 92
Immigration Repatriation Deposits 5,406 - - 5,406
Police Bail Bonds 266 10 (5) 271
Asset Forfeiture 422 - - 422
Defunct Companies 49,179 3,679 (35,875) 16,983
Court Fund Trusts 70,075 28,820 (22,415) 76,480
Dormant Trusts Account 9,549 7,131 (3,898) 12,783
Immigration Bail Bonds 19 - - 19
Other Trusts 50 - - 50
Total Trust Assets 135,059 39,640 (62,193) 112,506

(see Note 48 of the EPS Financial Statements)
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APPENDIX 1

AUDITED FINANCIAL STATEMENTS
FOR THE GOVERNMENT OF THE CAYMAN ISLANDS
FOR THE YEAR ENDED 31 DECEMBER 2021
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