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Treasury Department

GOVERNMENT ACCOUNTING OPERATIONS (GAO)
The Cash Office

Cash Flow Projections

During the year under review, this Office has saded in increasing the rate of departmental com#ia
in the submission of Cash Flow Projections retagtording to pre-defined categories. These rehels
Government in assessing the extent of its borrowgggirements, both in terms of amounts and timing.

Bank Reconciliation Exercise

As from February 2005, electronic reconciliatiomsdn been brought up to date and are being camied o
monthly after the month-end routine. Unreconciteths following the first cut reconciliation must b
reconciled manually. As from January 2005, unreiech items started to be tackled immediately after
first cut reconciliations. This enabled officanscharge of Bank Reconciliations maintain a cldiakrwith
government departments and line ministries foretiidy detection and correction of errors and avaida
thereof in future. This approach also alloweddvethonitoring of transactions on real-time basid an
avoided the creation of further backlogs.

Accounting Methodology and Compliance Unit

Since its setting up just over 18 months ago, thi¢ lths managed to increase the rate of complieomce
the Accrual Accounting Returns. During 2005 thet bas therefore focused on improving the quality o
data transmitted by the various government depatsneOfficers deployed within the Unit monitorauta
took a mentoring role as required.

The Unit was involved in the implementation of thiack Ledger System Version 1. This system was
developed by MITTS Ltd to cater for those departismiémat did not already own a computer-based system
for stock recording. During the year, Version Zwigveloped. The Version 2 software package will b
launched in early 2006 following a final user adaape testing.

Bank Transactions Unit

The Bank Transactions Unit is responsible for éffigcoverseas payments to suppliers. The following
table illustrates the number of transactions bggraly that was effected by the Unit:

Transaction Type Number Value (Lm)
Debit Advice 2,928 490,666,682
Telegraphic Transfers 1,499 12,664,576
Draft 1,030 1,266,166
Letter of Credit 5 342,372
Travel 3,183 1,178,209

As from 2005, the Unit became responsible for ®@52onwards post-travel verifications as per Tngasu
Circular 6/2005. The task was formerly carriedlmuthe National Audit Office.
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EU Financing Unit

The Unit continued to process payments in respdctPre-Accession and Transition Facility,
simultaneously gearing up for Post-Accession Fupdiapart from this, the unit continued to exerdtse
control function in accordance with EU Regulationhrough continuous liaison with the Office of the
Prime Minister, the Ministry of Finance and oth&akeholders it has also introduced improvements to
payment practices which were eventually introducdte relative Manuals of Procedures.

SALARIES AND PENSIONS

The primary objective of the Salaries and Pens@edion is to provide a timely service to the publi
sector by the prompt issue of Salaries and Tredemgions.

Salaries Section

In order to secure this objective, the Salariegi@ehas to ensure that the Database for Government
Employees Payroll is properly maintained by effegtihe changes in data captured at departmend! lev
which in turn is transferred to the main systerfiraasury.

« Four-weekly salary payments systédring the year under review the Salaries Unittiowied with the
operation of its four-weekly salary payments sysiemich was introduced in 2004. Coupled with that,
it had also introduced the direct credit systemenehy all beneficiaries receive their salary paysen
electronically in the personal bank account ofrtbleoice.

« HR, Payroll, Pensions integrated IT Systdmview of the forthcoming replacement of goveamn
human resources and payroll IT applications (namitlg HRIMS, PayPer, Treasury Payroll and
Treasury Pensions systems) within the public serviith a new integrated system, the Treasury
continued to take part in various technical fortowi view to arriving at the optimal business sotut

« Support Serviced-ollowing meetings held in the early part of 20@&ween senior officials within
Treasury and MPO, it was agreed that the enhanddestare in the departmental monthly reporting
system, introduced during December 2004, whereladslef Department/Director Corporate Services
are notified three months in advance of those eyepl® whose contract date is due to expire, be
reinforced by the issue an OPM Circular. For fhispose, OPM Circular No 18/2005 dated 2 May
2005 was issued.

Towards the end of October 2005, Government signedw Collective Agreement for employees in
the public service covering the period 2005 to 20K% a result of the new provisions in the said
Agreement affecting salaries, Treasury in consattatvith MPO would ensure that the agreed
provisions and measures are implemented in a timatyner.

During the month of December, MPO requested Trgasuassess the best way forward on how the
current payroll system could be enhanced to catethe introduction of a Donation Scheme whereby
government employees could donate, on a voluntsigpa fixed amount directly from their salares t
approved charitable institutions. The parametétanwvhich the said Donation Scheme could operate
are to be approved in early January 2006 anceitpected that by March 2006 the first scheme would
be operational.

« Public Service ReformThe Department also continued with the implenteniaof the Collective
Agreement provisions and the Addenda to such agnesnmelating to the payment of progressions,
appointments and other financial entitlements dweath class of employees.
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Treasury Pensions

General Data

By the end of 2005 the Pension Payroll stood &6E3,being a net increase of 288 pensioners ovat. 20
The new pensioners for the year under review agprdoy the President reached 760 comprising the
following: Civil Servants - 564; Police Officers56; AFM Personnel - 42; Widows & Orphans - 93;
Members of Parliament - 5.

Pensioners who passed away and ceased to be payilodl during 2005 reached 472. The total payouts
in pensions during 2005 rose to Lm23,220,377 reptes) an increase of 7.45% over the previous year.

By end of December 2005 the amount paid as Geuitas Lm8,155,748, an increase of Lm1,128,030
over the previous year. Out of the total pensipaisl to beneficiaries during the year, 66% of such
payments were effected through the direct crediesy operated with local banks.

Other tasks carried out by Treasury involved theomputation and payment of pension arrears and
difference in gratuity arising from the amendmenthie Pensions Ordinance (Cap. 93) with respest-to
government employees who retired from designatetiqpentities as stipulated under the Ordinance.

ADMINISTRATION

Quality Service Charter

During the year under review, the Treasury laundteQuality Service Charter aimed at setting bet t
standards of service it provided. It included ®m&w given to various stakeholders namely, the rgéne
public, pensioners, stockholders and Financiaititigins. The Quality Service Charter was offilgial

launched in June 2005.

PuBLIC DEBT

The main functions of this Section are the monigpraccounting and servicing of the Public Debbedl
and External. The Local element represents Matbe@ment Stocks and short-term borrowing —
Treasury Bills, whilst the External element repnesdoreign loans.

Treasury Bills

Treasury Bills, which are offered by public auctmma weekly basis, have a dual role: primarilygdaaer
the temporary Cash liquidity of Government and sdadly, to maintain the Bill market.

The outstanding balance of Treasury Bills at arigtpo time is regulated by an enactment of the $éoof
Representatives. While the current limit is Lm3@ilion the outstanding balance as at 31 Decemb@b 2
was Lm190,223,000.

Interest rates ranged between a low of 2.9548% foonth Bills (14 January 2005) and a high of 38806
for 1 year Bills (13 May 2005).

The Treasury accepted the following number of effey tenor, and the respective amounts of the:Bill

Tenor Applications Amount
28 days 18 31,050,000
91 days 335 262,118,000
182 days 84 90,588,000
273 days 49 48,789,000
364 days 28 29,510,000
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The money market determines the rates for shart-tesrrowing and this, in turn, is influenced by the
Repo Market rates.

Government Bonds

The Public Debt Section is also responsible foridhee of Malta Government Stocks in accordande wit
the Government programme. Stocks are normallgdstufinance the budgetary Public Sector Borrowing
Requirement (PSBR). Apart from new issues, exjséaues may also be converted into new tranches as
the case may be.

The Section also services the half-yearly issudvidend warrants to existing stockholders.

During 2005 there was a redemption of Lm55m matstedks and issue of new stocks amounting to
Lm165.6m.

Foreign Loans

These loans are specifically issued to financeta@lgmiojects. A total of Lm3.3m was repaid accogdio
the Repayment Schedule resulting in an end-offya@ance of Lm65.2m.

NOEL CAMILLERI
Director (Treasury)
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Special Projects Division

BACKGROUND

The Special Projects Office has the function toentatke and implement a wide variety of initiatigesne

of which are of a corporate nature and others yinglspecific Ministry of Finance Departments. The
major corporate project undertaken in the year ureléew was to oversee the implementation of Aaicru
Accounting in government ministries and their resipe departments.

ACCRUAL ACCOUNTING

The introduction of accrual accounting will be gjon@hange in the way the internal financial busief
Government is conducted. This financial reformcpss will cross ministerial and departmental
organisational boundaries and have a major impatie@way each department will conduct its dayayp-d
financial administration. Accrual accounting willovide more meaningful financial information, sota
enhance the quality of the Government's finanaaision-making process. It will provide a bettad a
more comprehensive understanding of the overalhtial health of the Government, providing a b#sis
long term financial planning, in such areas astasggacement planning, management of debtors and
creditors and cash flow predictions.

The main achievements that have been registerédydbe relevant period include:

completion of extensive accounting training in amation with SDO, leading to the “A” level Matsec
accounting examination for employees who are wjillim continue their studies in the accounting field
Five participants sat for the “A” level Matsec exaation, all of whom passed the examination;

completion of the development of computer basedirtiga courses (CBT) in general accrual accounting,
asset management, management of debtors and igeditd cash flow management. The CBT courses
have been distributed through CD media and on #p&aiment of Treasury Intranet for a wider and more
cost effective distribution;

- increasing quality and timeliness of informatiolestied from all government departments through the
intervention of the Accounting Methodology and Ctiemze Section within the Treasury Department;
compilation of financial statements under partietraal accounting rules for all ministries and rthei
respective departments for period ending 31 DeceB@f8. These financial statements are prepared fo
internal evaluation and have the objective of galldaleveloping the accounting accuracy base ftith
implementation of accrual accounting in Government;

. finalisation of the technical and business systemsirements tender specifications for the replaceiof
the Departmental Accounting System (DAS). Thetdiaécifications prepared by MITTS Ltd have the
objective of changing the Government's accountiagjdfrom the current cash accounting method to an
accrual accounting methodology. Wide consultatioage been held with all ministries through the
respective Directors of Corporate Services andltimnal Audit office;
preparation of a technical guidelines regardingebé&alisation of the budget process; Inter-Depamtai
transfers; Depreciation of fixed tangible assetdyation of fixed tangible assets;
updating of the Malta Government Accounting StatislafMGAS) to bring them in line with the
International Public Sector Accounting StandarBSAS);
continued support to departments for the compilatb financial statements under (partial) accrual
accounting rules at year ending 31 December 2002@05, in conjunction with the Treasury Department
and MITTS Ltd,;
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maintaining a repository on the Malta Governmertisite regarding accrual accounting that includes th
MGAS, stock control management; fixed tangible tagsanagement; management of debtors and
creditors; prepayments, accruals and capital camenits; and cash flow management procedures;
continuation (in conjunction with MITTS Ltd) of th& systems reviews of all government financial
systems. These IT systems reviews have the ofgeofi providing the basis for interfacing all
Government's financial systems with the accountagkage that will eventually replace DAS.

OTHER ASSIGNMENTS

Other assignments that have been undertaken include

extensive organisational reforms within the CustD&gartment;

- a detailed study and analysis of overseas tragaireznents within the Customs Department relatedeo
European Union obligations;
preparation of a comprehensive Ministry of Fingpaademic influenza contingency plan to ensure that
the departments within the Ministry would still ogke under pandemic conditions;
detailed studies concerning European Union Direstrelated to taxation;
presentation of a technical paper to the Europeaupgsof Public Administration related to public
personnel policies held in Bern, Switzerland,;
active participation in the Euro Changeover IT Tasle related to ensuring that all government cdasrpu
systems are Euro compliant in time for the JanR@®8 changeover;
provision of advice regarding the Identity Manageh&irategy;
acting as the key focal point concerning Maltarsaficial contributions towards the European Union
budget.

EMANUEL CAMILLERI
Director General (Special Projects)
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Economic Policy Division

The Economic Policy Division provides Governmenthvéxpert advice and assistance in the formulation
of economic policy and the management of economtiwity, with the aim of attaining Government’s
overall objectives of economic growth and developimeigh employment, low inflation and a sustaieabl
external sector.Currently, the main challenges facing the Maltesenemy are to attract foreign direct
investment, to continue to develop the tourism gty to improve the competitiveness of the domesti
economy, to support small and medium sized ensarqrito reduce excess bureaucracy, to support
creativity and innovation and to restore fiscatangbility. Challenges and opportunities exisbadh the
area of international economic relations and gpeetive economic impact on Malta. Within thisteah

the Economic Policy Division provides Governmenthwihe relevant technical input, so that the
implementation of policy measures is done withia framework of Malta’s economic developmental
goals.

ECONOMIC STRATEGY DIRECTORATE

BUDGETARY PROCESS

The Economic Policy Division participates in thedbatary process, which is an essential tool in the
implementation of Government's economic strategys in previous years, the Directorate provided
information on the latest developments and outfookhe Maltese economy as well as on the intesnati
economic environment. This information is impottanorder to ensure that the appropriate economic
policy measures are formulated.

Furthermore, during 2005, the Directorate providegport and input during the drawing up of the 2006
2010 Pre-Budget Document (A Better Quality of Life)

EU ECONOMIC PoLICY CO-ORDINATION

The Directorate continued to participate activelytie EU economic policy co-ordination processks.
particular, the Economic Strategy Directorate pidites in the Alternates formation of the Econoamd
Financial Committee (EFC) and the Economic Polioyntiittee. The Directorate also participates in a
number of working groups attached to the EPC. Oihectorate is actively involved in the Working @m

on Ageing Populations (AWG) which examines the eotio and budgetary consequences of ageing.
During 2005, the AWG produced a set of age-relptdalic expenditure projections for all 25 Member
States covering pensions, health care, long-terey education and unemployment transfers. The AWG
also examined how these projections could be usditlp assess the overall sustainability of public
finances. Moreover, the Directorate is also ingdhn other working groups of the EPC namely Output
Gaps Working Group, Labour Market Working Group ghality of Public Finances Working Group.

The Directorate is also engaged in the preparafitaniefings on relate items of ECOFIN meetingsved
as for European Council meetings.

During 2005, the Directorate provided direct injiutthe preparation of th&lpdate of Convergence
Programme 2005-2008This document follows the submission of Malt&'st Convergence Programme
in May 2004 and the first Update in December 200Ae Update of Convergence Programme 2005-2008
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reflects recent developments in the economic siuas well as in the fiscal position and in patc it
reflects the measures announced by GovernmenteirBtitlget Speech for 2006. The document was
compiled in collaboration with the Budget Officetbe Ministry of Finance, with important inputs ingi
received from various ministries and entities, udatg the Central Bank of Malta and the National
Statistics Office. The Convergence Programme ismgortant document within the framework of the
EU’s multilateral surveillance of budgetary positoand the surveillance and co-ordination of ecaniom
policies. It sets out the fiscal policy objectiweithin a macroeconomic policy framework. It praesethe
medium-term projections of the key macroeconomicatsées and fiscal projections, together with an
analysis of government revenue and expenditurasitBéty analyses of the budgetary projectionsaise
included together with an analysis of the long-teustainability of public finances.

The Economic Strategy Directorate participatedha implementation of the EU’'s excessive deficit
procedure for Malta and in the assessment of Malthjddate of Convergence Programme 2004-2007,
which was submitted in December 2004. In particulgresented Malta’s position in the Economid an
Financial Committee (alternates) and contributeghtds the preparation for the relevant Ecofin meeti

During 2005, the Directorate also provided suppoid input in the drafting of the National Reform
Programme (NRP) which was submitted to the Euro@zammission in October 2005. In the NRP, Malta
identified the areas which present the most prgsdiallenges for the economy and explained theracti
and measures that are intended to be taken ovarettiethree years to address them. Moreover, the
Directorate participated in the Cabinet CommittaeCompetitiveness which was directly involved ig th
preparation of this programme. The Directorate phticipated in the country examinations mestielg

by the EPC in November 2005. During this meetMgmber States made a horizontal assessment on the
NRPs. This assessment dealt with whether the NiRlEeess the challenges faced and identified by
Member States; whether they make it possible tohrélae policy goal of the Broad Economic Policy
Guidelines of raising growth and employment in Bercand whether they identify the key priority area
for further reform in Europe.

The Economic Strategy Directorate took an activeipdhe discussions with the Central Bank of ainh

the co-ordination of economic policies with a viewascertain an optimal macro environment for trth
economic growth. This includes issues related aitébs entry in ERM 11, which took place in May ZR0

In fact, the Directorate prepared a comprehensib@n@mic assessment to provide the necessary
background for the decision on the application altis entry into ERM 1l. Moreover, on this isstige
Directorate also participated in consultations \lith European Commission, the Economic and Financia
Committee and the European Central Bank.

Regarding the issue of the adoption of the eusoDiectorate is also represented in sub-commititte
National Euro Changeover Committee.

The Directorate continued to provide informationtio® domestic economic situation and on the ecanomi
policies and measures that are being pursued bgr@ment to the European Commission and other
relevant parties. During 2005, the Directoratetiooed to co-ordinate closely with Malta’'s deskiadf in

DG Ecfin. In particular, bilateral meetings werdchin Malta in February 2005.

MALTA COUNCIL FOR ECONOMIC AND SOCIAL DEVELOPMENT

The Directorate is represented in the Malta CouacilEconomic and Social Development and during
2005 continued to participate actively in its pexstiags. Furthermore, as in previous years, theciirate
computed and presented the relevant cost-of-lisfjgstment for 2006 as stipulated in the IncomdisyPo
Agreement of 1990.
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NATIONAL ECONOMETRIC MODELLING

The Directorate has two econometric models of thaestic economy. One model is used to produce
short-term forecasts for the main macroeconomiicatdrs. The purpose of the second model is to
undertake economic policy simulation exercises tanprovide a framework for medium-term forecasts.
During 2005, the Directorate pursued work relatedttengthening its econometric modelling capabilit
Work on the construction and maintenance of thesdein is undertaken in conjunction with foreign
experts.

The short-term model was used to produce econarecdsts in spring and autumn, which were presented
during the Economic Forecasts Meetings held betwieenCommission and the EU Member States.
Discussions on these forecasts were held with Maliesk officer in DG Ecfin. Furthermore, forecast
were also prepared in the light of preparationgterBudget and Update of the Convergence Programme
2005-2008.

The second disaggregated model was used on a nwhloecasions for the preparation of scenario
analysis, including sensitivity analysis assignreeag well as policy simulation exercises. In aolalit
work proceeded to further fine-tune this extensivedel in order to reflect better the realities loé t
Maltese economy and to modify the way in which enber of important relationships within the model
are calibrated. To this effect, the foreign exgpevorking on this project held a visit during DeteEm
2005.

INTERNATIONAL INSTITUTIONS

The Economic Strategy Directorate provides infoiomaon the performance of the Maltese economy as
well as on Government's economic strategy to remtasives of international organisations. As in
previous years, the Directorate also contributedmieetings with representatives from international
organisations, namely the International Monetampd=(IMF) and credit rating agencies such as Standar
& Poor’'s and Moody’s. As the credit ratings asejio Malta bear a direct influence on the interatst
charged on loans raised from international markbes Directorate assigns significant importancégo
interaction with these agencies. During these ingetthe performance of the domestic economy laad t
policies and measures pursued by Government tesgldine economic challenges faced by the Maltese
economy were discussed.

NATIONAL STRATEGIC REFERENCE FRAMEWORK (NSRF)

The Directorate provided direct input in the pregian of the National Strategic Reference Framework
(NSRF) in relation to the programming of structutaids for the period 2007-2013. In the process of
drafting the NSRF, the Directorate was respondiiideading a working group focusing on economic
development and competitiveness which carried oosutation with relevant stakeholders on this .area
The Directorate also participates in a Steering @iitee chaired by the Parliamentary Secretary witne
Ministry of Finance, which serves as a platform aoiordination among the key players in the
programming of structural funds.

PENSIONS REFORM

During 2005, the Directorate was engaged in thpgpetion of an economic impact assessment of the
White Paper published by Government on PensionrRefo

Furthermore, the Directorate was actively invohiadthe Technical Working Group set up by the
Chairman of the Pensions Working Group to analgsddaedback received during the public consultation
process on the White Paper on Pension Reform. déupgs also given in the preparation of a numiber o
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scenarios/simulations for the Final Report by temdtons Working Group, which was presented to
Government in June 2005.

The Directorate also provided input in the prepamabf work carried out on the 2005 National Stgte
Reports on Adequate and Sustainable Pensions.

In the context of the work carried out by the Dioeate in the area of pension reform, officers frim
Directorate participated in a course, carried aaten the guidance of staff from the World Bank lidga
with the use of PROST (Pensions Reform Simulatiooikit).

FINANCIAL PERSPECTIVES 2007-2013

During 2005, the Directorate provided support anplii for the monitoring of developments as wellaxs
the formulation of Malta’s position during the négtions on the Financial Perspectives 2007-2013.

RESEARCH AND PUBLICATIONS

The professional staff at the Directorate carrigs research work on various issues. Moreover, the
Directorate published tiieconomic Survefor the January-September 2005 period. This deatywhich

is presented to the House of Representatives dietfiening of discussions on Government’s budgetary
estimates, provides a comprehensive analysis dfadaconomic performance and emerging economic
trends, as well as an overview of internationaheaaic developments.

The Directorate continued to collaborate with tlemital Bank of Malta in areas of mutual interestwal|
as to discuss local economic developments and getssp The Directorate also continued to sustain
contacts with similar organisations abroad.

INTERNATIONAL ECONOMIC RELATIONS DIRECTORATE

The International Economic Relations Directoratvjates expert advice and assistance to Governnment o
the economic/financial impact of international gadsues in general and of the formulation and
implementation of the common commercial policyhaf EU in particular. Through its participatiorthe
Commission Working Parties and Article 133 formagiothe Directorate, strives to advise upon the
economic impact the pertinent issues and strategigserning the EU’s common commercial policy. The
Directorate provides an economic and financialyamaland appraisal of Malta’s international, regipn
bilateral and multilateral obligations. Ultimatelguch an analysis is used by Government in the
determination of the most appropriate positionMaita.

During 2005, the International Economic Relatiom&&orate continued to enhance its consultatileetmo
ministries/organisations, in particular the Minystf Foreign Affairs, on issues involving interreatal
economic and trade relations. Where necessatgwfoip action has been taken. Furthermore, the
International Economic Relations Directorate cotregéed its attention on providing an efficient and
effective input in the preparation of national ftiogis on international trade and economic issuBise
necessary internal liaison with the EU Unit witttie Ministry of Finance has been maintained.

THE COMMON COMMERCIAL POLICY - ARTICLE 133 COMMITTEE

The Article 133 Committee is a trade co-ordina@owl advisory committee to the European Union on all
aspects of trade policy. The International EcomoRelations Directorate is constantly monitoringl an
analysing developments that take place during ttielé& 133 Committees in order to ensure that thery
and interests of Malta are taken into accounterfdinmulation of the EU’s common commercial policy.
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The Article 133 Committee is further organised inwamber of sub-committees that are monitored and
followed by the International Economic Relationsebtorate. These sub-committees are the Articke 13
Services, Article 133 Textiles, the General SyswnPreferences Working Party, Article 133 Anti-
dumping and Anti-subsidy Committee and the Safetpu@ommittee.

Other Commission meetings on different trade ai@ees place regularly in Brussels and normally etsper
from the capitals attend these meetings. Participas at times covered jointly by officers withihe
International Economic Relations Directorate andt&d&Trade Attaché in Brussels. Those having mo
pronounced trade content are the Working Party BhAEand the Working Party on Trade Questions.
Normally, these meetings are covered by the Trdtlechéin Brussels. Co-ordination with the Trade
Attaché ensures that relevant authorities in Matteluding this Directorate, are adequately brieféd
developments.

- Atrticle 133 Titulaire:The Titulaire composition of the Article 133 takes place onogoath and is covered
through participation from the capital. During 80thetitulaire committee has been consulted on a number
of trade policy areas, such as the Doha DevelopAgmtda, bilateral trade relations, WTO accessiam,
WTO dispute settlement matters. Other sectonadésdealt with relate to textiles, aluminium, basaand
the “Made in” proposed Regulation.

- Article 133 DeputiesThe Article 133 Committee (Deputies) is convenedliszuss a variety of trade
matters and to prepare discussions for the ArtiB2 CommitteeTitulaires). The Trade Attaché at the
Permanent Representation of Malta in Brusseljates in the weekly meetings.

During 2005 a variety of topics were discussedlarge focus of the discussions revolved around the
WTO Doha Development Agenda and the EU’s positiopreparation for the Hong Kong Ministerial
Conference that took place in December 2005. Ggkaes discussed include bilateral/regional issues
such as the current state of play on the estabdishof Free Trade Agreements with third countries.
WTO accessions were also discussed.

- Article 133 TextilesThe Directorate participated in the 133 Textilesn@Guttee, either directly from the
capital or through the Permanent RepresentatiBruissels.

On 1 January 2005, the EU lifted the quotas imposextiles and clothing items imported from China
following the WTO Textiles and Clothing Agreemertincluded at the end of 2004. However, in view
of the large influx of Chinese textiles and clothijoods into the EU market, the EU felt it hadde r
introduce quotas on a number of textile and clgtliiems imported from China in line with the Tetil
Specific Safeguard Clause (TSSC) included in ChiAatcession Agreement to the WTO.

Various meetings were held in connection with thiatroduction of quotas which were agreed in a
Memorandum of Understanding (MOU) agreed betweerEfd and China signed in June 2005 after
consultations with all Member States. The issubl@tked imports in Chinese ports was discussed in
various meetings in summer and in September 200 Commission adopted a Regulation to clear
these Chinese textile and clothing imports. Malteays supported the Commission’s efforts to find a
swift, balanced and satisfactory solution for tlemdfit of all concerned with respect to the issfie o

blocked products.

All through the year, the Directorate worked inseldiaison with the Commerce Division, MCMP
which is responsible for the issuing of import isexg and the management of quotas.

TRADE DEFENCE INSTRUMENTS

The International Economic Relations Directorats kantinued to monitor and analyse the ongoing
developments in the fields of Anti-Dumping, Antit&idy and Safeguard mechanisms. The Directorate
provided advice on the economic impact of proposals
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BILATERAL AND REGIONAL TRADE RELATIONS

The International Economic Relations Directoratastited competent authorities in a bid to provide
assistance to the Ministry of Foreign Affairs artkdlen competent authorities on the following agressie
with third countries:

EU-US PartnershipThe EU initiated negotiations for a stronger EU-p8tnership and a more open
market for the twenty-first century. In additiotraft work programmes of the EU-US Economic
Integration and Growth Initiative as agreed atdhmee 2005 Washington Summit were discussed. The
Directorate reviewed all the relevant documentatierinent to Malta’s position, and spelled outitsvs

to competent authorities.

- EU-China Framework Agreemerithe Directorate submitted its views to Governmaittt vespect to the
proposed framework Agreement on Partnership andp€mtion with China.

EU-Japan Regulatory Reforrithe Directorate followed and relayed its draft caanis to Government
with respect to the dialogue on the EU-Japan RegylReform.

EU-Canada Trade and Investment Enhancement Agréerrerconsultation with other pertinent
authorities, the Directorate submitted feedback wétspect to the EU-Canada Trade and Investment
Enhancement Agreement.

EU-GCC Free Trade Arealhe EU-GCC revised services offer has been swdaittiring 2005. The
Directorate has consistently submitted its feedbattkis respect.

EU-Mexico Free Trade Aredhe EU-Mexico Free Trade Area has been ratifiethbyCouncil in 2000.
Following the progress achieved in 2004, the Comsionishas once again in 2005 invited Member States
to comment on further liberalisation in trade inveres with Mexico. The Directorate analysed lad t
correspondence relating to liberalisation in theaand proposed a Maltese position in line widnemic
feasibilities.

EU-Mercosur Free Trade Aredn contrast with the significant progress achiewe2004, progress during
2005 has been minimal. The Directorate is monipifie situation with respect to this agreement.

EU-India: The Directorate contributed towards the formutatmf a Malta position with respect to
economic co-operation, in particular on investnelated issues, the EU-India summit and GSP.

- EU-Russia:The Partnership and Co-operation Agreement (PCHjeicentral plank of the EU-Russian
relations. On 27 April 2004, Russia extended @& B the new EU Member States. During 2005, the
Commission continued to further improve trade aodnemic relations with Russia through further
initiatives to enhance the common economic spabte Directorate has been in the process of anglysin
the state of affairs and in proposing draft Madiaifons.

EU-Euromed Free Trade Are&urther to the political commitment by EU Trade Miers in 2005, the
Commission has formally asked the Council to iskeemandate for further trade liberalisation betwee
the EU-MS and the Euromed countries. The Diret#dnas been actively involved in the technical and
economic aspects, especially in relation to agdtiall and services liberalisation as well as invesit
issues. The technical feedback of the Directdratebeen passed on to the pertinent Maltese digthori
within the Ministry of Foreign Affairs.

MULTILATERAL TRADE: THE WTO DOHA DEVELOPMENT AGENDA NEGOTIATIONS

The Directorate assisted the Ministry of Foreigiia$, the Permanent Representations in Brussels an
Geneva and other pertinent authorities, co-ordiaate construct a Malta perspective of the EU Rdvise
Offer in connection with the Doha Development Agenuegotiations. The main issues included
agriculture, services, intellectual property righten-agricultural market access, environmentaldgpo
trade facilitation and Rules.
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The Round’s negotiations culminated in the Hong d<dfinisterial Meeting in December 2005. The
Maltese delegation was composed of eight persathisvas led by the Minister for Competitiveness and
Communications. The Economic Policy Division weysresented by the Director General.

THEMATIC ISSUES

Market Access Advisory Committee

The Market Access Advisory Committee meets oradrhocbasis and seeks to address market access
opportunities to EU exporters. The Committee & an important forum where tariffs and non-tariff
barriers affecting EU exports to third countries addressed. The Market Access Database isltadedita
Maltese businesses free of charge as a result ofbarship and is an indispensable tool for Maltese
exporters tapping third country markets. The Doete was instrumental in disseminating a Cominissi
questionnaire to local users of the database rieggttte use and effectiveness of this database.

COMMITTEE ON RULES OF ORIGIN AND THE EUROMED WG ON RULES OF ORIGIN

The International Economic Relations Directoratel &ustoms liaise and co-ordinate the issues in
question. Participation in these meetings is mastered by Customs while the Directorate is a bwm

of the PanEuroMed Cumulation of Origin Working GuouThe issue of the derogation from the rules of
origin aimed at anticipating the effects of pand=Ntediterranean cumulation of origin among Tunisia,
Turkey and the EU was closely studied by the Dimeté after consultations with the local industihe
Directorate also provided assistance to the MinisfrForeign Affairs regarding the textile indusiry
connection with the regional conference on the Blediterranean Partnership that was held in Mayb200
in Cairo.

General System of Preferences

In July 2004, the Commission released a Commuaitatncerning guidelines for the EU's GSP System
for the ten-year period over 2006-2015 since tl®ipus scheme was due to expire in December 2005.
Further to these guidelines, the Commission reteas®roposal for a Council Regulation applying a
scheme of generalised tariff preferences for thieg@006-2008. The Directorate continued to fwliEand
monitor all GSP meetings to discuss this propo3aichnical Assistance was provided by the Diretgora
to the Ministry of Foreign Affairs and the Ministfyr Rural Affairs and the Environment on the issue

INVESTMENT GUARANTEE AGREEMENTS

During 2005, the International Economic Relationge&orate assumed responsibility for the negotiati
of Investment Guarantee Agreements. The Direepimiconsultation and co-ordination with the Miryis
of Foreign Affairs and other pertinent authoritissconsistently evaluating negotiations with respe a
number of bilateral Investment and Protection Agreets.

ADVISORY SUPPORT SERVICES

The International Economic Relations Directorate t@ntinued to extend its advisory services toouari
government entities, mainly through the compilatébriefings, the drafting of instruction notes;tinical
advice, research and economic analysis with respdise economic impact and financial repercussibns
specific agreements, including the CHOGM.
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RELATIONS WITH FINANCIAL/ECONOMIC INSTITUTIONS

The Economic Policy Division provided the necessaupport to the Maltese government in the area
concerning Malta's relations with internationabfigial institutions. Such support was useful ip Malta
manage and co-ordinate its relation with such ingmbfinancial institutions.

The Division monitored the relations with theseafinial institutions and provided the pertinent ee\to
Government with respect to the World Bank, the Nawéiral Investment Guarantee Agency, the
International Finance Corporation, the Internatidvianetary Fund, the European Bank for Reconstincti
and Development and the European Investment B&uipport by both Directorates within the Division
was indispensable for the drafting of positiondflridions Notes on related issues.

The Economic Policy Division also conducted theessary preparatory work for the convening of the
World Bank Constituency that has been schedulbd teeld in early 2006.

GENERAL SUPPORT TO DIRECTORATES

HUMAN RESOURCE DEVELOPMENT

The Economic Policy Division attaches importanceh® enhancement of its human resource potential.
Training of professional staff is also pursuedaffSnembers participate in training courses orgahisy

the Staff Development Organisation and other tnginnstitutes, as well as in various conferences an
seminars held both locally and abroad.

In order to meet its expanding demands, during 206ps were taken to increase the complement of
Economics Officers in the Division. Furthermol® tecruitment process of senior professional siaff
also initiated.

INFORMATION SYSTEMS AND SUPPORT

The Division continued to work to ensure that i ltide appropriate IT systems to support its primfieak
staff in their work as well as its desktop publighcapacity. The Division also continued to mamtts
extensive information base on international econdafiairs, in particular relating to the EU and We&O.

JOSEPH RAPA
Director General (Economic Policy)
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Department of Contracts

RESTRUCTURING

The Department endeavoured to strengthen its @atonal structure by means of an internal resiring
exercise. This was augmented with the additiareof staff.

THE NEW PuBLIC CONTRACTS REGULATIONS

Malta’s membership into the European Union ledh® introduction on 1 January 2004 of the Public
Contracts Regulations, 2003 to transpose into meititegislation the relevant EC public procurement
directives.

Whilst the Department was still adapting to theoduction of these regulations, two new Directives
namely 2004/18/EC and 2004/17/EC of the EuropeaiaP@nt and Council were established on the 31
March 2004. The Commission made it mandatoryttteste directives be transposed into the national la
of Member States by 31 January 2006. Hence, tipardeent undertook the necessary steps to transpose
these new directives into local legislation and thas undertaken well before the January 2006 idead|
Legal Notices 177 and 178 of 2005 relating to RPuBtntracts Regulations, 2005 and Public Procuremen
of Entities operating in the Water, Energy, Trams@md Postal Services Sectors Regulations, 2005
respectively, came into force on 3 June 2005.

In order to cope with the implementation of the n@actices adopted, the Department successfulfiedar
out a training programme organised by the Itali@pdtment of Community Policies in collaboratiorthwi
the Staff Development Organisation.

Inquiries with SIGMA on a TAIEX funded Project withe aim of obtaining further expert training oe th
new procurement procedures stipulated under thedirestives was also initiated during the lattert p&
2005.

While all these changes were taking place, the Brapat continued with the usual publication of ersd
as part of the Department focused on EU fundedetsnalith the other part dealing with the localipded
calls for tenders. The Department also initiatedegercise to create a holistic approach to atléeng
procedures by means of creating new tender documneemplates. Initial work on this initiative
commenced in the latter part of 2005.

The Department was heavily involved in the new prement procedure relating to the ‘Competitive
Dialogue’. This innovative type of procedure isnigeutilised in the Public Private Partnership ® b
formed for the Melliaa Residential Care Facility as well as that forgh®vision of Catering Services at
the new Mater Dei Hospital. The procedure willoae utilised in another large project for the falt
Tourism Authority, preparations for which commentadards the end of the year.

EUROPEAN UNION MATTERS

The Department is responsible for the administmatioall tenders that are fully or partially fundiiough
EU funds. These operations, which include vettihtender documentation and publication thered, ar
related to the procurement of Supplies, Servicadarks. Such tenders owe their origin to the Finam
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Memoranda signed for the year 2003, from the Fingniglemorandum signed for the Transition Facility
for the year 2004 and also from the Single Programgmocument for the years 2004-2006.

A review of the administrative processes was adroiet and a major change in the role of Evaluating
Committees was implemented. This resulted in betianagement and quicker response times in
concluding contracts.

The Department of Contracts is actively involvedha Structural Sub-Committee on Pre-Accession and
Transition Facility Assistance for Malta. In fdlae Department is a member of this committee aretidd
both the Sectoral Monitoring Sub-Committee (SMS@J dhe Joint Monitoring Committee (JMC)
meetings. Assistance was provided to the indeperadelitors contributing to the drawing up of Malta
Single Programming Document (2004-2006).

The final contracts applicable to the Pre-Accesstoogramme for Malta for 2003 were issued by 30
November 2005. The Transition Programme 2004 faltdvis in an advanced stage while the Transition
Facility Programme 2005 for Malta is at the initsihges of its implementation. The Structural Fund
Programmes for Malta for 2004-2006 are presentfylirswing with the majority of tenders launchdcda
advanced stage of processing and a number neamatgnentation.

The Department also contributes to the developmieptiblic procurement methodologies adopted in the
European Union. Senior officials from the Departimactively participate in meetings organised by th
Commission on the Advisory Committee on Public €axis, the Working Group on e-Procurement, the
Working Group on Public Procurement Statistics arfidrmal meetings for new Member States. The
Department of Contracts also took part in a senargainised by the EU Public Procurement Laboratory.

Officials of the Department were afforded spedifaning by means of participating in an ‘Introcugt
and Practitioners Seminar on European Public Peozemt Rules, Policy and Practice’ organised by the
European Institute of Public Administration (EIPify) Maastricht and other officials attended a traini
seminar on FIDIC General Conditions of ContradBiinssels.

EXTENDED DECENTRALISED IMPLEMENTATION SYSTEM

Following the granting by the European Commissiam, 2004, of the Extended Decentralised
Implementation System (EDIS) to Malta, the formentsan audit mission to Malta in June 2005. The
Department adopted several minor recommendatiorisdouditors in order to enhance the monitoring,
contracting and control systems in place. A remisf the Manual of Procedures, introduction ofcghe
lists and other tools was recommended and effégtiv@ried out while final preparatory work was
concluded concerning training to Senior Programrffgcers and project leaders on the new amendments
earmarked to be carried out in January 2006.

The Directorate responsible for Compliance has lalsoched a series of monthly meetings in ordéreto
able to identify the projects that may be at rigkngplementation. As a result of the initial meeti a

template based on the status report presented it Monitoring Committee was forwarded to &%

who in turn circulated it to the project leaderslemtheir responsibility, for better reporting gsrdposals
of solutions.

AUDIT VISITS

Three other audit visits relating to the Structarad Cohesion Funds were effected in June, Septeante
October 2005. One focused on the European Souaiad FESF), another on the European Regional
Development Funds (ERDF) while another was on thmiristrative set-up to deal with the Cohesion
Fund. These visits were aimed at having a clasde &t the systems in place, with a view to enguitiie
sound management of EU funds. The auditors conaddat/ourably on the procedures in place at the
Department.

Annual Reports of Government Departments ~ 2005 Ministry of Finance



110

GENERAL CONTRACTS COMMITTEE

The General Contracts Committee held 109 sittingsng which 1,024 cases were considered. The
Committee evaluated reports and recommendationsitatl by contracting authorities resulting in the

issue of 340 Letters of Acceptance by the Depattmé&rhe Committee deliberated on 19 objections
emanating from appeals lodged against recommendatioaward of contracts pertaining to departmental
tenders.

PuBLIC CONTRACTS APPEALS BOARD

The Public Contracts Appeals Board is appointedhisyPrime Minister to decide on objections lodged
against the recommendations of the General Cosit@mnmittee on the award of public contracts.

During 2005,the Public Contracts Appeals Board held variouggg that dealt with 34 objection cases,
18 of which were upheld.

WEBSITE

Information regarding tender publications and awanés successfully maintained to keep customers
abreast of government procurement. The Departser@bsite contains information on the workings of
the Contracts Department. Prospective bidderpranéded with essential facts on public procurement
The site offers links to details on published tesd&eneral Contracts Committee recommendations and
contracts awarded. A link is also available toEkkprocurement SIMAP website.

STATISTICS

Projects Fully or Partially Funded through EU Funds

The following is a list of the contracting activitarried out in relatioto projects fully or partially funded
through EU funds. These were related to the pepoant of Supplies, Services and/or Works.

Pre-Accession Programme 2003 for Malta
Launched Estimated Contracts Value of
Cost Signed Contracts Signed
Commercial Tenders (Supplies, 14 11,665,000 14 11,137,075
Services and Works) in Euros
Twinning Light Contracts in Euros 2 500,000 2 2091
Trangtion Facility Programme 2004 for Malta
Commercial Tenders (Supplies, 14 3,573,800 5 861,946
Services and Works) in Euros
Twinning Contracts in Euros 6 2,600,000 4 1,700,000
Twinning Light Contracts in Euros 15 1,770,753 8 084,894
Transdtion Facility Programme 2005 for Malta
Twinning Contracts in Euros 2 1,000,000 Nil Nil
Twinning Light Contracts in Euros 1 163,000 Nil Nil
Structural and Cohesion Funds 2004-2006 for Malta
Commercial Tenders (Supplies, 61 40,355,968 23 5,814,276
Services and Works) in Euros
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Locally Funded Projects

The following is a list of the contracting activitarried out in relatiomo projects funded locally. These
were related to the procurement of Supplies, Ses\and Works.

Commercial Tenders (Supplies, Services and Works) in Malta Liri

The Department published 370 calls for tendersiltieg in over 1,500 offers being submitted. Totlk
value of contracts awarded by the department irb2@ached Lm24,997,000. The following is a
breakdown of the contracts awarded:

Categories No. of Contracts Awarded Totals (Lm)
Supplies 250 14,455,700
Works 63 9,273,600
Services 21 1,262,300
Sale 6 5,400
Total 340 24,997,000

Purchase of Pharmaceuticals

Lm 11,402,000

Housing Construction Lm 5,749,600
Maintenance on Schools Lm 1,158,800
Construction on Roads Lm 966,600
Purchase of various equipment Lm 921,300
Period Contracts Lm 803,800
Purchase of Foodstuffs Lm 784,000
Installation of Lifts Lm 658,200
Supply of Miscellaneous Items Lm 623,200
Various Works Lm 592,200

IT Equipment and Software Lm 362,600
Loading and Transportation of Material Lm 288,000
Hire of Vehicles Lm 242,000
Security Services Lm 129,800
Testing of Foodstuffs Lm 120,000
Production of Cultural Events Lm 80,900
Various Construction Works Lm 65,300
Medical Care Lm 43,300
Sale of Unserviceable Vehicles Lm 5,400
Total Lm 24,997,000

In order to satisfy the Department’'s obligationssibmitting the annual statistical report to the &g
Compliance Directorate devised an electronicadipgmitted user friendly template that was distatuiy
means of a circular to all departments.

NEW INITIATIVES

e-Procurement

The aim of introducing e-Procurement across Goventiis that each and every economic operator across
the EU should be able to participate with simplé emmmonly used equipment and basic technical know-
how in public procurement processes.

The European Commission has outlined its plan ler attainment of a uniform electronic public
procurement system across all Member States.sdtlaits the benefits that should result from apgly
such a system and places emphasis on the corgiciaéipn of such a tool in order to increase @ficy
and levels of competitiveness.
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Subsequently, an e-Procurement Working Group wagpsby the Director General (Contracts) in March
2005. The Group was entrusted with the draftingaafiational Action Plan for the introduction of
electronic public procurement in Malta. The woskrizd out by the Group involved intensive workhwit
MEU and MITTS Ltd on past initiatives. Particigatiin a seminar on international e-Procurement in
Spain was followed up by an in-depth report on ggpees of introducing e-Procurement in various
countries. A meeting of the e-Procurement Work@igoup of the Advisory Committee on Public
Contracts in Brussels was attended as well asteovggnised for members of the Working Group ® th
Scottish Executive. This was also followed up byledailed report on the visit contributing to the
formulation of the Action Plan. Numerous meetingse held by members of the group culminating é th
drawing up of a draft report entitlefiction Plan 2006-2009 Implementation of e-Procungnaeross
Government Once finalised and adopted, the Action Plaroiserve as the roadmap that leads to the
implementation and use of e-Procurement acrogkoaitrnment.

Green Procurement

At the same time as Green Leaders were appointe@dh ministry/public entity to help manage the
environmental initiative undertaken by the Governtnéhe Department was entrusted to lead the drive
towards the introduction of environmental critesiad initiatives within all public procurement. The
introduction of specific references on environmkrgsues in Directives 2004/18/EC and 2004/17/EC,
necessitated the adoption of these aspects in LAA@TN178 of 2005. Consequently, and as a fiegt, s
the Department introduced generic guidelines aiateofficers responsible in the preparation of tesde
These guidelines, formulated in conjunction with RAE encourage the application of technical
specifications and criteria and their access throatated internet links to bring ‘green’ procurerneoser

to both providers and clients, creating as adjiostl an awareness mentality.

Specifically aimed at this objective the DG Envimmnt and DG Internal Market invited a number of
senior officers from the new Member States to dteeseminar in Brussels. The Department of Caistrac
together with the Ministry for Rural Affairs andettiEnvironment represented Malta in this initiatives a
result of the Seminar the Department was directiplived in the issue in the Maltese language of the
bookletixtri Malti, an initiative by the DG Environment.

EDWIN ZARB
Director General (Contracts)
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Inland Revenue Department

GENERAL

In the year 2005, the Inland Revenue Departmenintad with further legislative amendments to the
Income Tax Acts. The Tax Audit Section has esthblil itself by conducting and concluding more gases
with a higher yield of revenue over previous years.

A new business process was introduced within tmalFsettlement System, while the Income Tax
Declarations and Self-Assessment returns were ggedewithin the set time-frame. The concept of non
filers was also introduced to taxpayers withingblected parameters.

The enforcement for the collection of revenue wegh fon the agenda and the desired results were
satisfactorily obtained. Enhancement of IT systam$a broader menu of online services was intextluc
to the benefit of various categories of taxpayers.

The International Tax Unit concluded two other deubxation agreements and started negotiatiores on
technical level with other countries.

INCOME TAX

Legislation

The Income Tax Act and the Income Tax Managementware amended by the Budget Measures
Implementation Act (Act Il of 2005). The more inmfant amendments were the following:

- achange to a flat rate of taxation in cases aihmefrom overseas employment
- extension of the benefits regarding taxation of-frae work to spouses where one spouse workdipaet-
- increase of the Commissioner's powers to colldotination for the purpose of determining taxahility

A considerable number of legal notices were alsaed, as listed hereunder. The more noteworthy
concerned extensive amendments to the capital gainsules; a special scheme for the taxation of
agricultural produce; a tax credit to women whaoimreto employment; a number of incentives in thenfo

of tax credits for various sectors of industry; metes to regulate the taxation of finance leasing.

The following legal notices were also publishedmythe year:

LN 3/2005 Adjustments to Declared Value of ImmoeaBtoperty Ruleallows adjustments to the denunzja of
property inherited between 24/11/92 and 25/11/03

LN 4/2005 Tax on Capital Gains (Exemption) (Rep€atjerrepeals the previous exemption order on inherited
property

LN 5/2005 Capital Gains (Amendment) Rutesensive amendments to the CGT rules

LN 49/2005 Sale of Agricultural Produce RuB8 withholding tax on agricultural produce sold

LN 52/2005 Income Tax Exemption (Philanthropic Wadoticeexempts the MITTS Foundation for IT
Accessibility

LN 105/2005 | Part-Time Work (Amendment) Ruégsendments re persons working part-time only it sgiouse
working full-time

LN 110/2005 | Tax Credit (Women Returning to Emplopth&ulegtax credit to women returning to work after five
years
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LN 190/2005

Income Tax (Form of Return for a Conyp&@ody Corporate or Undertaking) Rukedds attachment-
schedule re agricultural produce

LN 191/2005

Income Tax (Form of Return) Rulgdds schedules to the return

LN 192/2005

Electronic Communications (Income T@hendment) Regulationzovides for electronic filing of
FSS forms, individual returns and mandatory elegtdiling of returns by companies benefiting fron
fiscal incentives

LN 193/2005

European Union Directives (Amendmemryiationsncorporates the EU guidelines re the Savings

Directive

LN 234/2005

Income Tax Exemption (Philanthropic Wd¢No. 2) Noticeexempts the Rotary Club La Valette

LN 235/2005

Authorised Financial Intermediariev (llmcome) (Amendment) Regsxtends date for tax deduction
end of June

LN 330/2005

Deductions and Tax Credits (Resear€re$elopment) Rulegarious deductions and tax credits to
incentivise R&D

LN 331/2005

Tax Credit (Back Office Operations) Rutes credit incentive for back office operationdalta

LN 332/2005

Tax Credits (Owners and Operators of Warehousest8it in Free Zones) Rulésx credits as a
incentive for owners and operators of warehousetd in approved free zones

LN 333/2005

Tax Credits (Electronic Business) Rulas credit as an incentive for e-business

LN 334/2005

Reinvestment Tax Credit (Income Tax) Rubescredit as an incentive for reinvestment of iggof

LN 335/2005

Deductions and Tax Credits (General and Specifialifnations) Rulesvarious deductions and t
credits as an incentive for qualified personnel

LN 369/2005 | Finance Leasing Ruldsgislates on the taxability and deductions coneatjto a finance lease
GN 1222/05 | First and Second Boards of Special Commissicapgsintment of Boards
GN 1225/05 | Appointment of Secretagppointment of secretary to the BSC

FSS Tax

=)

X

During 2005 the number of employers who submittelRSS annual reconciliation documents for 2004
amounted to 9,811. The FSS division captured ecohciled data covering 267,251 employees for 2004;
101 employees for 2003; 88 employees for 2002.

The FSS division also issued 3,952 notices forecttin of outstanding tax and social security
contributions due by employers.

FSS enforcement efforts resulted in Lm1,127,28336 tax and Lm2,194,125 in SSC as well as Lm1,653
in additional taxes being collected over and akixéenormal monthly tax revenue through employers’

payroll.

The Division also issued 1,626 clearances to thize@iship and Expatriate Affairs Department for the
renewal of work permits to foreigners.

Assessments

During the period under review, the Department inoed with its drive to clear the backlog of
assessments and to collect arrears of tax. A ©6td8B,063 assessments for past years prior to gfear
assessment 1999 were served on taxpayers.

Self-assessment Returns for Y/A 2005

A total of 67,566 self-assessment returns for 2088 processed up to 31 December 2005 apart from
131,105 tax declarations. These resulted in 2056tements for the year being issued to taxpayets
the end of December 2005.
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Outstanding Book Balance

The outstanding book balance is a fluctuating égilmat is automatically inflated whenever asses@men
are raised and similarly reduced whenever taxigipaettlement and assessments under objectitsede
following agreement. In view of the re-structuring the Tax system with the introduction of Self-
Assessment and the Year by Year Accounting system ¥/A 1999 onwards, the book balance is being
presented in parts; the balance for the yearssefsament from 1949 up to 1998 and the book bafance
years of assessment 1999 to 2005.

Book Balance for Years of Assessment up to 1998

The Debit balance up to year of assessment 1998 & December.2005 was Lm123,172,118. This
figure represents the total outstanding balanceallotlaims issued since 1949 less all payments of
PAYE/FSS and Provisional Tax for the years of assegt for which assessments have been raised, less
settlement tax. Against this book balance of Lm128illion one has yet to set off any overpaymerfts
PAYE/FSS and Provisional Tax held in Suspensespee of which assessments have not as yet been
raised, claims for settlement of tax not legallg dand the difference resulting from the revisibtbest of
judgement” assessments following settlement ofabiojes.

Book balance for Years of Assessment 1999 to 2005

On 31 December 2005 the book balance, estimateahtétax in dispute for years of assessment 1999 to
2005 stood as shown in the following table:

Book Balance Estimated Tax | Tax in Dispute
Y/IA Taxpayers Amount Dug Taxpayers| Estimated Tak Taxpayers| Amount in Dispute
(Lm) (Lm) (Lm)
1999 16,854 30,314,005 11,078 28,127,900 72 599,698
2000 15,851 9,965,506 11,039 7,783,914 73 866,182
2001 18,657 14,123,043 12,349 9,376,386 91 824,577
2002 21,272 14,357,704 13,892 11,353,747 73 702,360
2003 22,557 15,423,493 15,193 13,222,911 42 566,245
2004 26,141 30,970,488 18,383 28,978,356 14 198,38
2005 32,374 31,338,429 22,820 28,001,889 0 Q

Included in the book balance is an amount of Estithdax charged to taxpayers who did not submit any
form of Tax document. This book balance will bdueed by the difference between the value of self-
assessment returns submitted after end 2005 amedtihgated tax charged. A number of assessmengs we
issued against which the taxpayer filed an objedtieflected in the Tax in Dispute column).

The book balance in Foreign Currency for Years s$éessment 1999 to 2005 as on end 2005 stood at
Lm13,454,240, of which Lm106,539 represents Eséohdiax in Foreign Currency in respect of taxpayers
who did not submit any form of Tax document.

Tax Audits

During the year, the Department continued to contiucaudit enquiries. A total of 640 new casegewe
opened while 725 cases were concluded, resultiranimcrease in income brought to charge of some
Lm18,195,669. Cases in hand at the beginningeoyéar were 518, while at the end of the year dses

in hand were 433.

During the year a total of 185 new objections werived by the Department against assessmergd rais
under the self-assessment system. A total of b&ctions were concluded, resulting in an incréase
income brought to charge of Lm2,186,368. At thgit@ng of the year the objections in hand were, 197
while at the end of the year the objections in haace 254.
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Computerisation
The Information Systems deliverables that wereemginted during 2005 were:

Final Settlement System: New business processaparall the FS3 paper forms received from employers

- Taxpayer Registration: Comprehensive review of @atacompared to the Common Database with a
system that identifies double registered taxpayers.

Budget 2004 related enhancements to the Tax Ratocessing software. These include the provision o
Tax Credits under the Scheme for Agricultural PoeduCapture of Information from the Capital Gains
attachment, capture of employment sources misndatiihg data capture and enhancements to the interes
on refund logic.

- The Tax Compliance Management System was furthéewed to enhance the software to provide
facilities such as preview of omitted tax calcalasi to specific users, processing of objectionsraptbve
functionality of the software. Further work wagriesl out to define a pre-audit business process to
improve the effectiveness of the compliance proeedu

. The Tax Calculation processing software was aldoarssed to automatically identify undeclared
employment sources and undeclared interests assuenew statements to taxpayers.

- Further Software enhancements were implementeddmize the functionality of the Works Management
System.

Website
Enhancements

Final Settlement Systetmproved the online validations for employers vtfith major validation being the
verification of valid identity cards on-line. Emogkrs were also given the facility to view paymehesy
effect during the year.

On-Line Paymentsimplementation of processing of Income Tax paysiaming Internet Banking
facilities for Taxpayers. Corporate taxpayers vgiven the facilities to effect payments onlinengsihis
channel.

- A major upgrade to the secure service for thedfilof Income Tax Returns by Taxpayers was also
implemented. The upgraded service includes viewirbe tax return in both Maltese and English amd
improved message display system.

Take up statistics

During 2005 the transactions effected through 2 Website were as follows:

e-returns transmitted over the web 11,951
Online Payments (Bank and EPG) 8,556
PT reduction forms 382
FSS Submissions 1,623

Workflow Management System

The Workflow Management System was introduced toage and control the work flow devolving on the
various units of the Department. For the year undeiew, 84,071 work items were received and
forwarded for processing, while 79,716 cases haea blosed.
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Objections

Individuals

The number of pending objections of individual taygrs against one or more assessments on 1 January
2005 stood at 22,180. There were 2,883 new objectiegistered during the year whilst objectiotigese
by the Department for the year were 10,218, leal#h§45 objections outstanding as at end 2005.

Companies

At the start of 2005, there was an outstandingricaleof 6,081 years of assessment under objection.
During the year, new objections were filed agaizi& years of assessment. 1,485 years were cleared
leaving a balance of 4,868 years of assessment abpetion, as at 31 December 2005.

Board of Special Commissioners

In terms of Section 35 (1) of the Income Tax Mamagat Act, a taxpayer is entitled to file an appeitth
the Secretary of the Board of Special Commission&re appeal should be filed within 30 days friw t
service of a Notice of Refusal by the Commissiariénland Revenue to an objection made by a taxpaye

At the end of 2004, the then applicable nominatiginde members of the two Boards expired. Asehes

were renewed late in the year, the Board only logld sitting in 2005. The number of outstanding
undecided/unceded appeals increased from 42 &084dto 101 at end 2005.

Cases before the Court of Appeal

The number of cases involving the Court of Appeaird) 2005 was as follows:

Cases before Court of Appeal in 2005 Cases before the Constitutional Court
Cases pending as on 01.01.0% 16 New cases | 2
New cases for 2005 4* Law Court Sittings
Concluded cases 13 *7 Court of Appeal 41
Total cases pending 31.12.05 7 Civil Court 34

* 3 of the new cases are all Re-Trials, tedncerns a preliminary plea
** Including a preliminary sentence

Revenue

Revenue from Income Tax collected in 2005 totdlie®21 million. The Department also collected Lm$95
million in Social Security Contributions. As frakanuary 2005, by Act Ill, which amended the Scélurity
Act, the Inland Revenue Department was handeagmonsibility for the enforcement and collectiorsotial
Security contributions for years also prior to 199he following table shows the revenue from Inechax
collected over the past seven years and the pagesvdiriance from the previous year:

Year Revenue Variance from previous year
Lm million Lm million %
1999 128.4 17.8 +16.0
2000 149.5 21.1 +16.5
2001 166.3 16.8 +11.2
2002 190.1 23.8 +14.3
2003 205.2 15.1 + 7.9
2004 211.2 5.9 + 2.9
2005 221.8 10.6 + 5.0

The table below gives a breakdown of the revenlieated in 2005:
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I INCOME TAX

Settlement Tay PAYE/FSS | Provisional Tax| Self-Assessmeni  Total

Lm Lm Lm Lm Lm

Govermnment/Parastatal 1,041,601 20324330 1,301,987 1,745,534 24,413,452
Employees
Dockyard Employees 66,161 2,066,532 50,272 102,74% 2,285,710
Private Employees 1,254,162 59,049,838 2,047,315 2,674,157 65,025,472
Shareholders
Shareholders 54,276 0 98,997 223,871 377,146
Expatriates 134,516 0 1,878,778 901,964 2,915,253
Business, Trade, Professio 4 5q 575 0 5,833,464 4,31548] 11,698,526
& Ecclesiastic Entities, Clulys
Rentiers 398,889 0 714,055 1,160,945 2,273,889
Companies (local) 2,114,008 0 56,308,789 11,530,275 69,953,162
Companies (foreign) 6,179 0 685,184 642,737 1,334,100
Other Categories 58,4[79 0 88,836 754,557 901,872
Capital Gains D 0 23,663,261 0] 23,663,261
Tax at Source 0 0 909,576 0 909,576
15% Withholding Tax 0 0 14,655,779 16,450 14,672,229
Others 1,335,072 0 961 0 1,336,033
Total 8,013,008 81,440,700 108,237,249 24,068,724 221,759,681
Il SOCIAL SECURITY CONTRIBUTIONS
Class | 117,012,834
Class Il 13,288,794
Further Contribution 134,414
State Contribution 65,150,814
Total 195, 586,856

Cash Office Receipts

The number of receipts issued by the Cash Officegpect of Income Tax and SS Contributions were:

Revenue Receipts Value
Income Tax 268,370 Lm 185,104,448
Social Security Contributions 149,710 Lm 94,888,

Enforcement

The Collection Section commenced judicial actionaonumber of individuals and companies to secure
revenue in the eventuality of tax falling statuterbd. Defaulting taxpayers were served with Daman
Notices requesting them to regularise their pasitid/arious cases were concluded while others were
offered instalment plans.

Pre Y/A 1999 - Individuals PAYE/FSS Pre-2004
Type of Enforcement No Value (Lm) Type of Enforcement No Value (Lm)
Demand Notices issued 6,587 10,538,000 | Demand Notices issued 1,768 12,195,513
Judicial letters created 4,929 8,794,906 | Judicial Letters created 920| 14,921,381
Agreements 1,141 867,026 Agreements 126 3,961,826
Pre Y/A 1999 - Companies Year by Year - Individuals
Type of Enforcement No Value (Lm) Type of Enforcement No
Demand Notices issued 49 529,381 Default Notices issued 3,326
Judicial Letters created 652 4,126,284 -
Agreements 43 247,162 Year by Year — Companies
' Type of Enforcement No
Default Notices issued 2,163
There were 160 court cases sittings during the year
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Outdoor Inspections

The services of the Revenue Security Corps wendaiyg availed of to help the Department in itsvdri
against tax evasion and for tax collection. Outdiospections were carried out mainly to ident&ges of
persons liable to tax who had failed to registaaggayers, to ensure payment by employers ofandstg
remittance of tax/ Social Security ContributionsSC3 deducted from salaries/wages under the Final
Settlement Systems (FSS) system, and tracing tarpayho fail to claim assessments sent by registere
mail.

Inspections by RSC carried out in 2005 were:

Cash Escorts 748
Collection purposes 712
Investigation 119
Capital Transfer Duty Branch 603
PAYE 240
General enquiries 98

In addition, members of the RSC Investigation $eactiiere committed on a special exercise carried out
between October/December 2005 to conduct engainésollect outstanding payments for FSS and SSC
from various taxpayers/employers. This exercisesisted of 82 documents and the amount collected wa
Lm104,521.

Taxpayer Service

The Department operates a one-stop-shop taxpapdceséo address the needs of taxpayers, especially
pensioners and individuals. During 2005 the Depamt’'s Taxpayer Service Office (Help Desk):

- dealt with 29,920 personal encounters;
- registered 1,973 new taxpayers;

reached 1,330 direct agreements for programmeehiarents by individuals;

reached 873 agreements with employers on behalkpfyers for programmed payments of tax;
- amended 3,781 addresses

issued 10,108 Income Tax Returns

Expenditure

The total recurrent expenditure, inclusive of afgmnal emoluments and other operating expenses, to
administer income tax and the enforcement for tileation of social security contributions was LA.
million. This figure does not include the amouht.m2.98 million paid in tax refunds which shouldtn

be considered as an item of expenditure.

Thus, the cost per Lm1 of income tax collectedrdp@005 works out at 1c. When considering also the
actual revenue collected from social security doutions, the cost per Lm1 of revenue collecteanfro
both sources works out at 5 mils.

Refunds

A total of 2,336 refunds of overpaid tax amountind m611,843 was issued for years of assessment pri
to 1999. Up to 31 December 2005, the total ofrélissued for year of assessment 2005, whichiralso
some cases included year of assessment 2004 andfyassessment 2003, was 37,759, amounting to
Lm15,758,624.

Annual Reports of Government Departments ~ 2005 Ministry of Finance



120

Social Security Contributions

During 2005 the Social Security Division continweith the verification and enforcement of sociallség
contributions. Class two payers continued to Werimed of their Social Security Payment through the
issue of the form PT1 every four months.

The major tasks carried out during 2005 were theviing:

4,680 personal encounters;

- 276 determination of class one contributions fesqas working abroad;
. 785 adjustments of receipts;

- 45 refunds issued, amounting to Lm45,000;

- 914 pensions scheme applications.

INTERNATIONAL TAX UNIT

Double Taxation Agreements

The double taxation agreements with Spain and SarinM have been signed. Negotiations at the
technical level were concluded with Spain and $eabnd Montenegro. Negotiations at the technival le
were held with Switzerland but have not been catedu

Work Processed

During 2005 the International Tax Unit processed:

1,059 requests for certification of exemption frdaty under the provisions of the Duty on Documents
and Transfers Act;

« 470 claims for refunds;

- 337 applications for new Advance Revenue Rulings;

29 applications for renewals of Advance Revenu@gsil

- 85 exchanges of information with foreign tax auties.

Revenue

During 2005, Lm5,553,000 were transferred to reeefltam tax paid by companies dealt with at the
International Tax Unit

EU and OECD Affairs

Staff of the International Tax Unit attended 22 timggs in connection with EU/OECD related matters
abroad.

Tax Law Amendments

The International Tax Unit took part in the dradtiof subsidiary legislation concerning the taxatidn
trusts and EU-related matters.

CAPITAL TRANSFER DUTY

Duty on Documents

During 2005 the Department examined 14,502 notdeatls, out of which 4,582 cases were inspected by
the Department’s engineers. As a result, 5,04@nai assessments were raised. During the sariwa per

Annual Reports of Government Departments ~ 2005 Ministry of Finance



121

1,024 objections were filed, 788 revised claimsanssued and 1,115 objections were settled. I08als
were issued in anticipation of appeals for the icl@mation of the Board of Special Commissioners for
Duty on Documents and Transfers.

Besides duty on the transfer of immovable propegyenue under this source included also the duty
collected in respect of share transfers, insurgodieies, bank credit cards and other duties payahl
various documents.

Total revenue collected from this source amounted.rm38,927,962 (Duty on Documents) whilst
outstanding balance of assessed duty, includinguid duty up to and including 31 December 2005
amounted to Lm12,160,725. This included revenueegpect ofcausa mortistransmissions. Besides
arresting the further growth of arrears of revenmeer the Duty on Documents and Transfers, the
Department succeeded in reducing the arrears flguierca Lm2.3 million through intensified actiof
collection and conclusion of objections.

Since its inception, late in 1992, tlimusa MortisSection received 26,950 declarationcafisa mortis
transfers, mainly consisting of multiple transfaree beneficiaries in respect of Malta and Gozauririg

the year, 4,82tausa mortigeturns ancdcausa mortisadjustments were processed and 179 declarations
filed by notaries were referred to the Departmetetthinical experts to verify the valuation of imrable
properties declared therein.

The Department receives and investigates a nunitdgfigient returns. In fact, during the year,983
claims were issued and 550 revised assessmentsaige.

During the same period 255 objections were filedréigsferees against the seaisa mortislaims, while
599 objections have been concluded; appeals tdualerfusals will have to be finally consideredtbg
above-mentioned Board.

The Department offers an efficient public relatieesvice and maintains full liaison with notariesl ahe
public in general.

Death and Donation Duty
The number of returns of chargeable transmissiatsduring the period was 158 - all were processed
no outstanding returns remained unassessed. DRiyed was Lm17,176. Revenue collected, including

prepayments on account and from arrears, totalla@3,651. Outstanding balances of assessed duty,
including disputed duty up to end 2005, amountdchi@,382,625.

Acquisition of Immovable Property by Non-Residents
The number of AIP Permits issued during the ye8b2@as 401.
Revenue

The total revenue collected in Malta and Gozo dyitire year was:

Lm
Death and Donation Duty 73,651
Duty on Documents and Transfers 38,927,962
Fines and Late Fees 6,010
Fees on AIP Permits 44,300
Total 39,051,923
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Refurbishment of Offices

The extensive refurbishment of the offices hougeitieaMonte di Pieta’ Buildings was continued and a
satisfactory progress of work was maintained.

Computerisation

In collaboration with MITTS Ltd the implementatiaf the computerisation programme of all sections
within the Department was further accelerated dmubst all sections, except the Monte Office and the
Consul's Office were automated.

Preliminary Agreements

The registration of Promise of Sale Agreementd@tQapital Transfer Duty Department was introduced.
A Promise of Sale is to be registered within 21sdaym its completion whereby the transferee isgehl
to pay in advance 20% of the amount chargeabler tine®uty on Documents and Transfers Act.

By the end of 2005 the Department registered & ddt3,762 Promise of Sale Agreements, of which 782
were registered in Gozo.

lI-Monti

II-Monti advances money on pledges of precious In&ealow is a record of its activities during 2005

Pledges accepted 3,512
Pledges redeemed 4,067
Money loaned Lm164,296
Money received back Lm185,122
Interest received Lm17,050

The number of pledges remaining on hand at end 2@358,964 against which Lm384,304 had been
advanced. Besides advancing money on pledgesitiflso holds regular Court deposits lodged &b s
keeping. On 3December 2005 a total of 693 deposits were still. he

Expenditure in running II-Monti during the periocisvL m350, excluding Lm16,350 for Wages and Bonus.
Moreover, a sum of Lm49,768 was spent for ContedBervices in connection with watch duties of the
Monti and Consul’s Offices.

Steps taken to improve the cost effectivenesseMhbnte di Pieta’ Institution have led to fruitiovith
reduced capital outlay and undiminished service.

Assay and Valuations Office (Office of the Consul)

This Office regulates the marketing and distributed precious metal articles and conducts alscctdire
market surveillance via shop inspections.

The Goldsmiths and Silversmiths Act which came fot@ce on 1 April 2004 requires that all marketed
goods must be hallmarked either by an Assay Offiedimark or by a manufacturer's or sponsor’s
hallmark as authorised in Malta or in an EU MemBtte. The implementation of the new Act was
carried out smoothly in 2005 in spite of the raditenges involved, thus demonstrating the vighilitthe
new legislation in both the local and single magkatironments.

The price of gold and silver, on which valuationad® by this Office are based, was determined daily
the values quoted by the Central Bank of Malta.
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The number of articles assayed, weighed and valsigekll as the number of inspections during thsger
is shown below.

Gold Silver Total
2,087 44,073 46,160
381 460 841

Articles received

Assays

Articles weighed and valued 336 0 336

Articles broken up on being found to be made ahéerior standard 24 285 309
| 31

No of Inspections

Revenue from fees on assays, hallmarking, valuidgn@anufacturers/sponsors registrations was Lm4,456
Expenditure incurred in running the Consul’'s Offieas Lm67,203 including salaries, overtime and bonu

ADRIAN CHETCUTI
Director General (Inland Revenue)
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Customs Department

MANAGEMENT

For the year 2005, the Department of Customs dpedlits activities and operated under the following
three strategic objectives:

- Effectiveness in the action to combat tax evasion.
- Protection of public economic and financial inteses
- Improvement in efficiency and effectiveness indbeinistrative action to achieve operational objest

Customs focused in particular on the following gexct

- The fight against fiscal evasion.

- Collection of revenue.

- The fight against organised crime with particulgard to violations of origin and preferential syl
terrorism financing, to drug trafficking and cigéeesmuggling.

- Controls on spending to make the best use of #ueirees available.

- The fight against counterfeiting of marks and awitoal piracy.

The Department of Customs is structured organisatipas follows: Administrative function; Compliea
function; Enforcement function.

The Department as at 31 December 2005 had a compierh 548 compared with that of 577 on 31
December 2004, a reduction of 29, mainly as atreuttirement.

Most of the training is carried out in-house andriganised by the Customs Training Unit which draft
Annual Training Plan. Additional training to stéfprovided from the Customs 2007 Programme amd th
Fiscalis Programme of the European Union. Alinirag activities are targeted at the functions whiah
officials will be called upon to carry out, and bate aim of developing the knowledge, capacityskiits
required to perform the tasks they will be entdistéh. Faced with the manifold and complex duties
Department has to carry out, the Management haaboleted in its organisational culture the firm
conviction that professional training may not bstiieted to a limited time period but has to bestant
along the entire span of the working life of thepayiees. In a society that attaches more and more
importance to knowledge, the Management consitiei®an human resources the strategic resource par
excellence, in the awareness that only by buildipgn this wealth any organisation may successfeip

up with the evolution of its role and the transfation in progress with the global system. Thegefor
through the training activities carried out eaclryare imparted the knowledge and skills necedsary
achieve national and Community objectives andrbtitutional strategies set down by the Managemient
the Customs Department.

Coupled to this, the Department operates a manageaoetrol system, thanks to which it directs o
activity towards the production of measurable tesul The system ensures the monitoring of the
operational initiatives undertaken and the evadnadif the impact of the deviation from the targetgrder

to allow for any corrective interventions. Thigpagach allows Management to optimise the use of the
resources, reaching high levels in terms of efficjeand effectiveness.

The following functions have been carried out dy2005:
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Fiscal checks in defence of the national budgetdanitie European Union in order to safeguard the
revenue utilising flexible and targeted tools sashaudits and risk management techniques. O of t
significant missions of Customs is that of safedingrthe European Union budget. This task is aiated
the prevention and suppression of violations in fialel of Customs, border duties and other Own
Resources.

Excise duties in our tax system have always beendad to play a relevant role both in terms of tax
revenue and of consumption policy. Considering, tAlustoms and Excise have always operated a
constant and qualified surveillance action.

- Cigarette smuggling appears to be in general dee@though a new trend has emerged in the t@nsit
cigarettes destined to the Northern Europe blaakeha However, this illicit phenomenon which digrin
2005 was detected more and more together withaheterfeiting one continues to represent a criminal
activity of great danger.

Customs controls cover the carrying out of actigitio search and suppress illicit internationéfldria the
widest meaning. Customs controls are steeredstorethat transactions take place in compliande that
relevant national, Community and international sul@he selection of the goods to be checked ig mor
based on constant risk analysis and on the irgallig action typical of a modern Customs Administnat
Customs serves as an agency for other departnmehggithorities particularly in the area of heaitd the
environment. Customs collaborates with these sgtons.

Customs, during 2005, was strongly engaged in tt®mnato combat the illicit phenomenon of
counterfeiting which illicit activity has grown tnammoth proportions.

- The illicit traffic of drugs feeds criminal actiyit Customs operational activity is based essngal strict
border controls at the ports and airports and aeguirveillance of the seashore.

- The fight against international crime has to dgqweaioore intense international co-operation with our
foreign counterparts for the protection of the oval and the European Union budget. During 2005,
Customs has implemented a series of initiativegéaiat strengthening co-operation and relations with
other EU member states Customs administrationthedommission.

Customer Care

Requests for assistance were dealt with quickly @mg complaints and queries were referred to the
Director responsible for prompt action. Informatizvas distributed on a regular basis to explain our
services and keep the traders informed of chaoga®tedures.

COMPLIANCE

Prior to accession, the general perception wasthieatole of Customs shall be reduced consideiadnly
this has been proved wrong because following aiccgsSustoms responsibilities have been increased
significantly with addition of the following roles:

- Most of the EU goods are brought into Malta on regular shipping services and the EU status has to
established before the goods are taken out of @esiceas.
Customs has the exclusive competence for contitticf illegal and restricted goods at the barde
Customs has the experience to assist other govetm@gartments and agencies enforcing controlgeat t
border on both imports and intra-community supplies

- The application of customs duties as set out irCim@bined Nomenclature and interpretation of the EU
legislation requires specialised officers to assiskgive opinion to fellow officers at the border;
Co-ordinate continuously with the Commission andt@us Administrations of other member states;
Several questionnaires are received from the Cosionisind have to be replied to within limited time
frames.

Several sections were restructured prior to aamessid the roles and responsibilities of theses urave
been revisited to include experience gained framirthial months of accession.
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Consultation meetings were held separately withtakeholders namely; ship agebisdnaraand traders

to explain legislation and procedures and discagganding issues. Furthermore, in view of thategjic
position and experience that customs has at bavttey follow-up meetings were held with government
departments and agencies/authorities to sharemaf@wn and co-operate on issues of mutual interest.

PROCESSING SERVICES

Trade facilitation, post clearance compliance igaiion and Malta’'s accession to the EU were tlmer
movers which transformed the operations of thedasing Services. From a core function based oe-a p
release scrutiny of documents, the role of the dasing Service was transformed into a risk-based
targeting of consignments selected for control podt release verification of documents. This new
character brought about the need to specialisertaic areas.

Common Agricultural Policy Unit

During the year under review, the CAP Unit contohte fine-tune the assignments initiated in 2004, o
Malta’s accession to the EU. The experiences daime varied but can be described as successes.

The Unit was responsible for the control of theanivProcessing authorisation for sugar granteddozdh
company.

The Unit was also responsible to monitor the playsiontrols on intra-community purchases of sugar.
These controls were undertaken on behalf of theaf@ent of Commerce which is responsible for the
subsidies handed out to purchasers of sugar frerlth

During the year the Unit approved electronicallg thportation of consignments under an agricultural
quota system or AGRIM licence. Same were submitiedsuing bodies for verification. The Unit also
controlled goods under transit procedure (T5) Aadrmportation of wine.

Since most agricultural controls are provided by @AP Unit as one of the delegated services of the
Ministry for Rural Affairs and the Environment, thénit was in constant liaison with the Ministry
especially personnel from the Paying Agency. Tiison applied both to the importation and the
exportation of CAP products. The CAP Unit co-opemteully with the Paying Agency especially in its
pre-accreditation stages. The Temporary Stateségtion, also within the MRAE, was assisted by the
Unit by helping in the formulation of control pratees over agricultural consignments eligible tates
aid.

Members of the CAP Unit also attended Trade MechaniCommittee meetings held in Brussels by the
DG AGRI.

The Unit was involved in preparing training matesiad conducted two half-day briefing sessions 8i®C
Transit Procedures. These sessions were delit@@tumber of Customs Officers who were selecied t
participate in this training.

Customs Valuation Office

During 2005, valuation performance followed thevimas year's pattern although it seems that a ferem
referrals from Customs out-stations have been dedor Queries from the general public about the
valuation methodology were also registered. Vedmilice was given accordingly, emphasising the
importance of relevant documentation to supportrdresaction value.

The customs work approach regarding the correda@@ion of the customs value is being tackled by
various sections and it is considered opportutteitd up a more holistic approach. A number of tings
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were held in order to discuss the possibility @fcteng this aim. Members of this Section partigdan
the Customs Code Committee — Valuation Sectionihefiussels.

Binding Tariff Information Unit

The main activity at the BTI section is to provibi&iff and TARIC information to importers and Cusi®
Officers. Importers may request Binding Tariffdrhation as set out in EU Regulations orally or in
writing. Customs Officers, who phone up for guickwon particular imports and declarations areres,
requested to submit samples for classification gaep.

The Unit kept abreast of developments by attendimigus meetings and seminars held in Brussels.

Customs Analyst

Analytical and chemical work was executed durirggriod under review as follows:

Locally produced fruit juices & nectars for drawkac 132
Alcohol for determination of denaturant 3
Kerosene, aviation turbine fuels for flash poird/an specific gravity determination 5
Diesel & other mineral oils for the determinatidritee fiscal marker 136

A total of 53 requests involving 186 samples weaterred to the Laboratory by the Binding Tariff
Classification Unit for the determination of therreat HS Code Number. The Compliance Verification
Unit referred to the Laboratory a total of 350 doemts relating to goods imported from non-EU cdestr
for the checking of the correct Customs Classificeand of other technical details.

The Laboratory assisted the CAP Unit in technicattens relating to the formulation of an operationa
strategy within this same Unit.

The Laboratory was actively involved in the orgati@ of the Seminar on accreditation, quality and
centres of excellence which was held in Malta ori8November 2005 and in which over 70 chemists
and laboratory quality managers from European @ustbaboratories participated. The Seminar was
supported by the Taxation & Customs Union Policyn@ussion. The organisation involved preliminary

group meetings in Malta, Brussels and in Amsterdam.

Customs Economic Procedures Unit

The processing of documents, which previously Wwascbre duty of this section, was phased out during
2004. During 2005 a total of 19,564 documents yespared. This consisted of export documents EX 1
for goods dispatched to third countries, T2Ls ifidra community supply of goods, temporary impaootagi
and transit documents. The transit documents, hwinitially were presented in a manual format, were
later entered and submitted electronically throtighh New Computer Transit System (NCTS). 673
preferential certificates were also issued durip@s2

The section is also responsible to issue authimisafor procedures having an economic impact.irigur
this same period authorisation holders were infdrmae apply only when absolutely necessary. This
section maintains constant liaison both with MEitéerprise and the Customs Audit Unit.

CEPU was also responsible for the sale of Cust@als,scarrying out export duties and the preparatio
and issuing oBurdnaralLicences. A member of the staff was responsinié¢hie preparation durdnara
employees’ ID Cards which are valid for five yea@ustoms personnel of the Landing and Warehousing
staff were also issued with ID Cards.
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Binding Origin Information Unit

23 verification requests re origin certificates vamade. In the same period 12 certificates weniéece
correct while four proved incorrect. Maltese Costoand OLAF started investigating fraudulent
transactions brought to the Maltese Customs. Aesalt the Commission issued alerts to other Member
States to watch out against such fraudulent desviititercepted by Maltese Customs.

In March 2005, four INF 1 certificates were refdrte UK Customs, of which one resulted to be irextr
Four verification requests of certificates thatevissued in Malta were received.

Document Verification Unit

The primary task of this Unit is the checking otldeations earmarked for release without examinatio
the Customs Electronic System (CES). About 33@Helarations on non EU imports were approved in
the system of which 35 per cent were scrutinisedigoal and non fiscal offences. It resulted g&teral
queries were raised and the number of post endsesd tallied to 284. The revenue collected legeh
post clearance controls tallied to Lm137,506.

Another role that falls under this section is tlegification of Intra Community declarations for imients
brought into Malta through the Freeport.

Risk Analysis is carried out by selecting particut®nsignments either for a documentary check or
physical inspection.

During 2005 the Verification Unit participated rée audits undertaken on behalf of the EU Comarissi
DG TAXUD re Tariff TARIC in March; European Courf éwuditors re Traditional Own Resources in
September; DG Budget re Traditional Own Resourc€xiober.

The results obtained from these audit visits weney ypositive and satisfactory. In December thig un
participated in assessment sessions conductedoblyuve Customs Experts who visited our departnzent t
check Post Clearance controls and procedures.

Front Office

This office is responsible for processing of docotsén respect of importation of personal effegtd a
vehicles by persons coming from third countrieanghipments and shipping bills, EU Taric Database
queries, refunds and correspondence in connecitbnBuro 1 Certificates, and other correspondence i
connection with various Customs queries.

The main activity of the Data Input section, whiehw forms part of the Front Office, is the inpuitiof
manually prepared import declarations presentethéyraders or their representatives, into the dbost
Electronic System.

This section is also responsible to input stasiftitata regarding intra community trade arrivirmpfrand
departing to other EU Member States as per thedtdt’ forms presented by traders, post cleariupce
of export declarations for statistical purposegisteation of new importers and administering @EEounts
of the CES. The Office is also responsible fordhle of Customs Forms to the public.

Archives/Records Office

The Section was responsible for the archiving aitviewal of files and Customs release documengsresf
from Customs Stations.
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Administrative Support Services

The total sum collected for Groupage Bond Operalacence fees was Lm98,868. A total of 35 Bond
Operators made use Hil Far Complex, of which two ceased operating &edspaces vacated are to be
allocated to four new pending applicants.

The Unit is also responsible to follow up casednobrrect Declarations up to the final decisiond an
eventual settlements. 211 cases of incorrect d¢iclas were settled while 111 new cases wereregfer
and 35 remained pending. Total taxes and findsatetl amounted to Lm133,823.

The Unit processed and assessed requests fostigeascopies of misplaced Customs Documents. éNhil
38 documents were issued, four requests were cetuiseithdrawn.

In conjunction with Yacht Marina and in liaison issistant Director Processing, this Unit moniticiree
status of yachts/pleasure sea craft and colleaies tvhere applicable.

The Unit collected Lm12,105 in respect of unsetedt Entries, referred to it by other sections.afend
year the amount of Lm905 was still pending. Thét biad the competence to refer Garnishee Orders to
Landing/Excise stations with the resulting feedb@&dkrred back to the Civil Courts.

LANDING AND RELEASING

Deep Water Quay

During 2005 a total of 363 vessels berthed at DW&harging 9,751 containers/trailers. 250 full
containers/trailers were exported/dispatched tthend&U member state.

During last year the number of vessels unloadirigesip Water Quay dropped by 20% when compared to
2004. However, there was an increase of 3% imtimber of containers and trailers discharged. A
substantial increase of 38% conventional cargo neesrded during this period and this was attributed
mainly to an increase in imports of iron and stéeiportation of new cars was also up by 10%. dJihé

end of November two vessels were operating un@eregular authorised shipping line’ status.

Freeport

During 2005 the following activities were performettthe Freeport.

1,694 pratiqueswere carried out, of which 769 were for vessetwing from non-EU countries and 925
from EU countries. 165 vessels were not boarded.
.+ 28,711 containers were discharged, of whigl®2 were despatched with Customs seals;

At the Freeport there was a slight drop of 3% i tlumber of containers destined for release far fre
circulation in Malta. A substantial increase of28as noted in the number of containers importeohfr
non-EU countries. The move to the new premisds wiproved facilities, which took place at the @rfid
the year, is offering better working conditionghe staff who work in such a hectic environmenhother
system which is having the desired results is yisgem of vetting of Customs documents at Custonrsklou
prior to the units being despatched from Freepdrhis system has facilitated the flow of container
despatch to the benefit bfirdnaraand importers who are no longer experiencing tprepes.

Malta Shipyards

Following accession into the EU, measures werentiyeCustoms to ensure that all taxes due on goods
which were not intended for use or not used onaeggvessels undergoing maintenance works or
alterations at the yards are collected. The psocastinued this year. Lm23,949 were collectedAsE.
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Luqa Airfreight

During 2005 the following activities were carriegt at this Section:

- 6,599 Aircraft manifests were registered,

. 26,421 Customs documents were processed, of whjsBA were selected for control;
Lm37,846 were collected on 368 post entries;
IPR Officers were called 170 times.

The above Section offers a one-stop shop Customisese This was the first full year of operationder

EU regulations and compared to last year thereansagnificant drop in revenue due to the fact thast

of the cargo in this section originates from EUrddes. From this section, Lm346,050 were collgcte
customs and excise duties, resulting in a dropso¥edwhile VAT collected amounted to Lm2,581,721,
representing a drop of 23 %. The Customs Eleci®ystem (CES) is now functioning well and problems
throughout this year were minimal. A limited numbé industrial concerns continued to benefit fram
simplified procedure which facilitated the releasergent cargo.

In October 2005 a new handling operator startedgeyations. The Company has its own freight shed
within the airport precincts and so far most of ¢hego handled was of Community status. No perntane
staff is detailed at this shed, however, regulspéctions by Customs officers from the Airfreigbtton

are carried out.

This year officers from this section raised 368t mogries. This contributed to an increase of 118%
revenue normally raised through post entries. i8pattention has been given to Intellectual Priyper
Rights infringements and IPR officers were calledazerage of twice a week. Goods in transit were
thoroughly monitored together with Fraud Sectidicefs and also Non-Proliferation officers weregeret
when the need arose.

General Examination Shed

During 2005 the following activities were carrieato

1,319 Containersftrailers were stripped and seaifchdlicit goods;

- 1,962 Containers/trailers were examined by otladfrattached to the Section at importers’ premises;
1,248 Containersftrailers consisting of second hahétles and parts were examined at LaboratoryrfiVha
151 discrepancies were detected, of which 57 ¢otestiincorrect declarations;

. four inspections by the Fraud Section were caoigdhroughout the year.

Considering that the amount of units examinedytbés decreased by about 15% this Section still getha

to collect Lm49,548 as post entries and Lm14,90&daitional amount pending possible fine; an insgea

of 18% over last year. Most of the discrepancieteated consisted of incorrect declarations, fteigh
charges not included and classification errorse filease of 26 consignments was withheld and goods
were placed in safe custody pending clearance fstimar departments mainly; Department of Trade,
Consumer and Competition and Port Health. Persémame the Customs Enforcement Unit inspected four
containers using the mobile X-ray Unit.

Hal Far Groupage Complex

During the year under review the following actiedtiwere carried out:

- 5,468 Containers/trailers entered the complexhiéin3,906 contained EU goods only;
1,115 Containersftrailers were unstuffed and thilieder Customs supervision;

- 95 instances where spot inspections on EU carge eeeried out;

. 71,166 Exit Gate Passes were collected;
Lm31,877 were collected from Post Entries;

« Lm6,997 were raised as fines.
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A good proportion of goods imported in Malta arediad at this complex. The amount of units which
entered the Complex registered a slight increasi8ainits. Movements of non-EU units are managed
through the Transit module in CES where a compiatk is kept from the time the unit leaves the@laf
landing up to the time of arrival at the CompléXdthough Community status containers are unstudiedi
released without customs supervision, random inigpecare carried out by officers from the SIATnteat

the gate. This year a new procedure was introdwberdeby Bond Operators were asked to deconsolidate
also EU groupage cargo. This was done mainlydistadSO to easily identify consignments which twad

be declared in the “arrivals” forms. The introdoictof a cash-point at the Complex last year atewqul

to be of great benefit to both importers &ddnara

Although the amount of physical checks was reduciiders at this section still maintained a goedard

in post entries and managed to collect Lm31,8°&,ith 93% of the revenue collected last year. 98B
was collected as deposit pending possible fine.

Laboratory Wharf

During 2005, 368 vessels berthed at Laboratory Y4ssiollows:

Discharges Loading

7,076 (EU) and 846 (Non-EU) Containers/trailers;| 1,158 Full load containers/trailers, of which 9Geve
4,021 New vehicles intended for transhipment

139 Live animals 5,648 Empty containers/ trailers

346,926.43.43 Metric tons of bulk cargo including| 19,540.79 Metric tons of scrap iron
sand, cement, marble chippings;
78,796,600 metric tons of cereals, feedstuffs, etc.

This section experienced an increase of 20% iratheunt of vessels discharging and loading cargo. A
marked increase of 18 % was also noted in the aiafeecond hand vehicles imported. Officers &t th
station monitor ships® manifests with regards &ust and non-EU containers are sealed upon landing.
This section is also responsible to supervise bufiorts of cement, animal feed and marble chippings
Silo landings are also the responsibility of tlast®n.

Parcel Post Office

Compared with last year this section experiencddasatic reduction in revenue, however, the amotint o
declarations processed (3,149) shows an incre&¥.01.m17,678 duty was collected, a decrease %f 27
over previous year. Lm134,377 VAT was collectad; also shows a reduction of 48% over the previo
year. This can be attributed to the fact that gosids are brought into Malta from another EU membe
state and also that Malta was not yet an EU mehlngng the first four months of 2004. Furthermore,
importation by postal services is continually oe tiecline and a good part of packets imported dount
personal purchases made over the Internet. Rasdamming of parcels for illicit and/or illegal geod
continued to take place.

In collaboration with Port Health Services and Mdadist, a new system was introduced to expedite
clearance of medicinals that need the approvabdfifealth services. So far this system has prowds
of great benefit for individuals who make use atpapost to purchase their medical requirements.

Courier Office

During 2005 Lm79,720 duty, Lm872,377 VAT and Lm&3&ditional amounts pending classification
and possible fine were collected.

This section handled over 21,000 bags, an incréfa28% over last year. This shows that this medins
importation is getting more popular. Regular X-sganning is carried out especially on bags detlase
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documents. A total of 5,628 cartons and 4,258 bage scanned. This section also handled over 600
consignments transhipped through this section.

Weighers Section

During the year under review, weighing fees coflda@mounted to Lm1,111. Compared to last year, thi
shows a decrease in revenue. This can be atttibuitdecrease in imports of goods which are sulgect
duty according to weight of goods.

EXCISE AND SYSTEM CONTROLS

Computer Section

The section administers the Customs Declaratioce3sing System, the Tariff Quota and Surveillance
Applications and any other electronic system thigrconnects with central EU or member statesesyst
the implementation of the TARIC database requiresygmeparation for the extensive future develogmen
foreseen in the modernised Custom Code and the Auiual Strategic Plan published by DG TAXUD,
dissemination of information to interested part&s] delivery of training as and when needed.

In order to carry out their duties the team memhbeaxe had to gain expertise on legislative, busiaes!
technical issues. This necessitated, in 2005y émgattendance at various training courses, ngseéind
seminars both in Malta and abroad.

Following specific training all members are nowwersant with the Unified Modelling Language (UML)
which is used for all new EU programs. Two teanminers obtained the NCC International Advanced
Diploma.

The section also represents the Department on th@mated Import System Working Group, which has
been set up by the Commission to design the busspregesses of the forthcoming system. From 2005
traders importing excise products from EU membatiestwere obliged to submit a declaration using the
Import System. Changes to the system referenecadadttariff were needed to accommodate this psoces

The Export and the Risk Analysis for manifest wextensively tested in conjunction with other setgias
part of the implementation procedure. The Defepagiment system of Accounting was introduced at the
beginning of the year, after workarounds were pefion some existing problems. A new version of the
MCC transit application was implemented followingl tonformance testing together with the members
of the National Transit Office, and with assistaftoen MITTS Ltd.

Quota and Surveillance Office

The section was set up as a separate unit in Di¥edter it was split off from the Computer Seatidt is
responsible for administering applications for erehtial duties under the EU Tariff Quota systeanthie
TQS application, and for sending, on a regularshasirveillance information to the EU’s centralvigass.
It also administers the warehousing applicatiom] provides first-line helpdesk services to userghef
Customs Import and manifest systems.

Members of the team attended Commission ‘EconoraidfTQuestions Group’ meetings which are held
regularly in Brussels on Quotas, Surveillances@umpension of Duties.

Excise - Local Production and Services

This section is responsible for the collection okiEe Duty on alcoholic and tobacco products made
locally, or imported by local manufacturers, ashasl Excise Duty on mobile telephony. The DutyeFre
shops at the airport and at the seaport both astwe aunder their remit. It is also responsible tfe
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registration and control of other Excise tradereate not also warehouse keepers. Tobacco Exaise T
banderols for both local producers and for impsréee issued by, and controlled from this office.

Tax Warehouses Monitoring Unit

The Tax Warehouses Monitoring Unit supervises 2&dé@rs who are established within Barriera Tax
Warehouse, plus another 25 Traders who have Piieat&Varehouses.

During January and February a stock taking exevezsecarried out at Barriera Bonded Stores sdttlegt
could be handed over to the new owners, namelyeBarfax Warehouses Co. Ltd. This was eventually
finalised on the 14 February 2005, on which dayt@us Personnel moved to their new office at Customs
House.

The new paper-based controls and post clearandtepaoicedures that are required by EU tax warehouse
Regulations were introduced while physical contneisre carried out where necessary. Those Tax
Warehouse Keepers who had never submitted a morghtyt or who were late in sending them to
Customs were contacted and the opening balanesxbfand every Tax Warehouse were tallied.

One of the unit's main duties consists of thoroygttiecking the monthly statements against relative
AAD’s and the relative payments. This audit prasedis performed through the Customs Electronic
System and by visiting the Tax Warehouse offidess envisaged that by the end of February 2004llit

be ensured that all Tax Warehouse Keepers arecfuthpliant with existing regulations.

In the very near future the stock situation irtledl warehouses and all inward and outward movenaeuts
transactions will be recorded in real time. Theg#mtives are aimed at producing, in as far gossible, a
water-tight control system of control without oyesiffecting trade flow.

Excise Liaison Officer

The liaison officer is responsible for the upkeéhe SEED database of European excise tradersianut
assistance with other Member States in connectitin tive tracking and tracing of intra-community
movement of Excise goods via the exchange of irdition over the Movement Verification System
(MVS) and the Early Warning System (EWS); both exyst have now been made electronic. He is also
the implementation officer for the new Excise MoesinComputerisation System and in 2005 he attended
a number of meetings in Brussels of the Excise @enigation Working Party, working on the design of
the EMCS.

Excise - Fuel Section

Following is a table indicating the amount of vasdypes of fuel imported during 2005:

Imports Exports
Product Vol (Ltrs) WGHT (M/T) WGHT (M/T)
Benzine ‘P’ 0 0 0
Benzine ‘U/l’ 92,372,933 68,027.957 0
Kerozene 3,699,19 2,462.401 0
Gas Qil 476,329,68] 433,371.195 101,816.144
Avgas 100 179,852 128.307 0
Jet Al 79,468,702 64,160.432 1,816.480
Fuel Qil 0 1,583,472.570 21,990.297
L.C.O. 0 15,624.694 0
L.P.G. 0 18,598.121 D
Annual Reports of Government Departments ~ 2005 Ministry of Finance



134

Total duty collected on all fuels shows an increafs8% over the previous year bringing the amoant t
Lm27,106,942. There was also a considerable isered 42% in bunkering tax collected over the
previous year bringing the amount to Lm205,999.

IT Centre

The IT section is responsible for the upkeep amtaging of the ICT infrastructure at Customs. They
on call seven days a week. In 2005 three new Larea Networks (LANS) were set up, while othersaver
connected via fibre-optic cable to the governmetivark. Relocation of several Customs officeshaag
the Front Office, the Accounts Section and the &dpost Office led to the redesign and modificatdn
the relative networks. The section gave its cbation to the migration of the Customs networkie new
MAGNET II.

During 2005 several new computers were installechabus sites and other equipment had to be moved
between sections according to specific needs.waddtinstallation, repairs and upgrades were caaig
in-house wherever possible.

During the course of the year the Malta Customssitelwvww.maltacustoms.gov.mt was kept updated.
On various occasions this involved the introductidmew sections to enhance the site so that arbett
service could be provided.

The section provides support services and developwerk to the Department. Staff members attended
several seminars and courses to keep in tune ldgtlatest technological changes.

Transit and Free Zones/Free Warehouses Section

Transit and Free Zones/Free Warehouses are new @freastoms operation. Prior to accession to the
Community the concept of transit, whereby goodgetracross the Community under cover of guarantees
until they are placed under a customs proceduttgeatountry of destination, did not have any releea
Likewise, where the importation and exportatiogodds were concerned, free zones and free warehouse
were as much third country territories for Maltdlasrest of the Community.

With accession to the Community, Malta has becoaneqd the customs territory of the Community and
so Transit and Free Zones/Warehouses had to hg setline with the Community Customs Code and
Implementing Provisions. A lot of groundwork hade done in a relatively short period, at the stime
that changes were taking place to existing legisiatnd procedures within the Community regardiotip b
sectors, particularly the transit sector where migj@ets for the computerisation of the sectorevising
set.

Transit

The transit regime provides for the tracking ofgcamovements through the Community until the goods
are placed on a customs procedure at the officdesfination and the guarantee is cleared. The
computerised version of the transit procedure (M@Ca Community/EFTA online application with
computer terminals at border customs offices anttalemonitoring in Brussels.

The transit section of Malta Customs monitors maseis of transit goods through Malta using MCC. The
transit section provides feedback to the Commisaimh the Central Project Team (NCTS) in Brussels
about the state of play of transit in Malta. llidaes data required by the Commission from eaember
state for the purpose of analysing and develodiegttansit system. It participates in regular ditan
meetings held in Brussels with the Commission @hdraational administrations.

Apart from the Community/Common transit procedutese is made within the European Community of
other transit procedures, most notably TTRafisport Internationaux Routiers

Annual Reports of Government Departments ~ 2005 Ministry of Finance



135

Free Zones/Free Warehouses
The Free Zones Section supervises the applicatianes on free zones and free warehouses.

Besides the basic activity of storage, goods held free zone or free warehouse may undergo certain
forms of handling without having their essentiahigtter and value altered for the purposes of mssto
duties.

The Free Zones Section exercises control overtdiok secords of goods kept within the free zone fezwl
warehouses at Malta Freeport. It ensures thatahditions under which the free zone and free vearsh
operators have been authorised to carry on theinbkss are adhered to. This is achieved through
periodical inspections and meetings with the fe@znanager as well as individual operators.

Woarehousing Unit

During 2005, a total of Lm1,158,443 duty and LmZX,831 VAT were collected on goods released for
free circulation from warehouses, either for locahsumption/use or for onward supply to other EU
member states.

At present, an exercise is being carried out whitngrivate warehouses which were authorised utiaer
Customs Ordinance are being requested to submésh &pplication so that the authorisation is seed
according to the Customs Code. This is also napess view of the upcoming operating of the
Warehousing Module of the CES. A total of five nearehouses were approved during 2005.

Newport Bonded Stores
During 2005, 19 consignments were received for sadeody whilst seven consignments were released.

During the year, 28 lots were sold in two auctiafes. Total income from these sales amounted to
Lm12,400. Other merchandise is being selectemétusion in the next Auction Sale.

ENFORCEMENT

Customs Baggage Room

The duties of the Branch include the clearance ridsvand outwards of ships, yachts, aircraft and
passengers; censorship of video tapes and softweatghing and escorting of non-Community

uncustomed goods; patrols on land and sea in Ceshoeas, supervising the landing and loading of all
cargo imported/exported by air.

Grand Harbour

During the year, 4,846 vessels, 2,261 of which fram-EU countries, arrived in Malta and 4,821 were
cleared outwards. These figures include Arrivadgp@tures at Marsamxetto, Marsaxlokk angam
harbours. Rummages on arriving vessels amountetd.to Passenger arrivals totalled 78,037 whilst
departures amounted to 74,740.

Airport

A total of 2,560 aircraft, from non-EU countrieantled in Malta. Import Duty, Excise Duty and VAT
amounted to Lm14,781, Lm1,303 and Lm41,834 respadgti The sum of Lm2,351 was collected as fines
on dutiable goods undeclared by passengers pahsingh the Green Channel. Freight landed amounted
to 5,961,895 kilos whilst 7,918,036 kilos were axgad.
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Yacht Marina

A total of 2,228 yachts, 216 of which from non-Etlntries, arrived at the Msida and Gozo Marinas and
Grand Harbour with departures amounting to 2,243uty collected amounted to Lm474 and VAT
Lm7,671.

Prohibitions and Restrictions

Total duty collected amounted to Lm20,896 whilstVAmounted to Lm110,514. The sum of Lm5,362
was collected as fines in terms of the Customsrardie. A total of 107,433 DVD’s were submitted for
censorship, 1,782 of which were viewed. 439 weithheld, 171 of which were appealed and 58 were
released by the Printed Matters Appeals Board.

Non-Proliferation Unit

This unit carried out 92 enforcement activities o84vhich were carried out on goods transhippeoliin
the Malta Freeport. All cargo checked resultedm@nt with local laws and regulations.

Enforcement Unit
72 temporary importations of vehicles were issugdotal of 32 vehicles were surrendered to Customs

Two Auction Sales were organised by the sectione-for seized vehicles which yielded Lm11,267 and
the other for seized jewellery which yielded LmBB1 Regular inspections for excise goods weréechrr
out at various business outlets. These resultéberconfiscation of 6,726 bottles of spirits ané62
cartons by 200 cigarettes. Other items seizetidogection were costume jewellery, live birds, wamsall
arms, jewellery and bird skins.

Officers from the Enforcement were instrumentalofiecting Lm16,519 from Customs debts.

The section was very active in the detecting ohterdeit trade arriving in Malta as transit cargh.total
of 50 full load containers (34 being 20’ and 1640f) were seized. The bulk of the merchandise was
cigarettes with a total of just over 28 millionhélother main items seized were car parts and &awtw

A number of drug related seizures were made byéation. The drugs seized were: Heroin — 6.47 Kgs;
Cocaine — 6.2 Kgs; Cannabis — 1.1 Kgs; MarijuaBayrms; Sinsimilla— 1.5 grms; XTC — 10,000 tablets

Container Monitoring Unit

The year under review was a most successful ontniounit, based at the Malta Freeport, sinceais w
instrumental for the largest number of containergtaining counterfeit cargo to be retained by Gusto
The number of containers for domestic market treevecanned amounted to 1,946 while those in transi
amounted to 7,827. In all the number of contaiseized amounted to 61.

Legal Office

Personnel attended 1,017 court sittings: 554 du@ing cases and 462 Criminal cases. During ther ye
under review, 15 Criminal and seven Civil casesewagcided by the Court with fines amounting to
Lm8,528. A total of 42 Letter to Prosecute ands8&ure Notes were issued by the Section. A nuwifber
cases were settled against Section 63A and Ses3ievith a total of Lm107,348 collected as fines (VA
involved).
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Special Investigation Action Team (SIAT)

This section continued to offer assistancé&lat Far Complex while doing observation and suraede
duties at various localities. A total of 96 grogpaontainers/trailers were tallied by the sedtionng the
year under review &fal Far. However, some trailers were also tallieoinporters’ premises. Between
March/April owners of all vehicles parkedi#l Far Complex were asked to remove them.

Post Clearance Audit (PCA) and Economic Procedures Enforcement Unit (EPEU)

Officers from these two units carried out variousity to Importers’ premises and local Manufacirin
Industries. Some were visited on more than onasiae. A total of 218 visits were conducted by the
PCA while 27 were made by the EPEU. During thiarytbe PCA collected a total of Lm950 in Duty,
Lm31,795 VAT and Lm337 in fines. The EPEU was imeol in Lm35,929 in Duty and Lm6,724 VAT.

Customs Intelligence Unit

The CIS continued to build on the 2004 achievemants is fast becoming a reference point to other
sections of the Department. The section’s mairkstaare information gathering, analysing and
disseminating. During this year the CIS issued&fis (general, cargo and passenger) and set28d
containers for scanning by the VACIS. The sectmmk an active part in three International Customs
Operations namelf*AKE, ENEASand CALIMERO. Personnel from the section attended a number of
courses/lectures locally and abroad. This yeaséotion was represented in security meetings dieggr
the CHOGM.

ADMINISTRATION

A new Director for Administration was appointed 2% April 2005 following the retirement of the forme
incumbent.

The Directorate took the initiative to initiate aopess leading to the relocation of offices at Qust
House, maintenance to the Customs House, renovatitire Annex Building, Mifsud Verandahs and
Laboratory Wharf. The Customs Quay and part ofthstoms House fagcade were also repaired.

Following a number of meetings an agreement washeshbetween MPO, Customs and the two main
Trade Unions on the request of five ex-postal geployees to be included again for releasing slutie
after an interruption of four months.

Due to the difficulties being encountered by Custafficials to park their vehicles after carryingto
fieldwork, and following representations to the letth Local Council, the Park and Ride Committes wa
asked to consider the peculiar nature of Custoriidats in its strategic plan for access to Vadedind
Floriana.

A blueprint on how Customs will be undertaking tbquired changes for the introduction of the Euas w
submitted to the Chairman of the Sub-Committee ioarfee. The paper specified eight areas but laid
particular importance on information systems, amemds to Customs legislation and the updating of
forms.

The Department initiated an awareness campaigheoBitd Flu through the issue on a monthly basis of
departmental internal bulletin, in view of the pbiity that it could be Customs officers who mag the
first to come across infected birds at the airpodeaport. A contingency plan was devised in ralecwe
with a government-wide initiative that foreseestirwration of operations with a reduction of 25 pent of
the staff complement who may turn up sick, shob&lgandemic flu hit Malta. Protective clothing was
purchased and disinfectant soap dispensers imsialidl the Customs offices.
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The Training Centre was upgraded with the purcbéselditional equipment to make its training delwe
more effective.

An exercise was undertaken to audit trail all titesfat the Registry with the objective of reducthg
2,260 files held in offices. Two university gratkgawere recruited for two weeks to carry out tiigal
phase of the audit, and heads of sections weresgmito adhere to the normal procedure of allugati
files to the registry. By the end of the year, enthran 1,200 files were traced and their movenssarded
in the DocReg system.

An exercise to renew Customs Identity Cards wasiied following an absence of such an exercisatfor
least a decade. The complete process was camti@utfvouse.

FINANCE

All outstanding payments were settled to initigZ@@&with a clean sheet, thus gearing the Departmelht
in advance for the introduction of the accrual aotimg system in two years’ time.

Customs’ new obligations have led to the partigipain a large number of meetings abroad with other
member states.

Below-the-Line account 8556 was reduced to zerangal at the end of 2004. A new balance had to be
allocated in order to cater for the necessary d=furf levy which were still being received. Asidés/were
dismantled on 30 April 2004, the need for fundshis respect would eventually be phased out. fk®r t
purpose of still outstanding deposits covering L.&ydget Office has voted Lm7,000.

A new agreement between the Government and MadtepBrt Terminal Limited was reached in July to
settle all outstanding debts which accrue to emieh s

In connection with other Customs clients, the ActsuSection continued in its attempts to colleditde
accruing for services rendered by the Department

Capital expenditure in 2005 covered the followingjgcts:

- The procurement of a sea craft — the vessel wilesie enable the Customs and Excise Officersronpe
better and timelier interventions in harbour openstagainst illicit trading on yachts and fishbaats that
often berth alongside harbour quays;

- The upgrading of the electrical supply at the Gusténnexe building.

A proposal from the Director General to locate sahior staff on the first floor was approved by the
Management board. This involved the relocatiothefAccounts Section to the former Front Officeltom
ground floor after being refurbished, and the paning of the vacated area into five offices. ot
initiatives were undertaken during 2005, with therks in the new Management offices nearing
completion by the end of the year.

Several area offices and warehouses were refuchishéith the need of new sections, several offices
mainly at Customs House had to be refurbished.

Customs Debt Unit (CDU)

The Customs Debt Unit (CDU) was responsible for ritnitoring and for the reporting of all duties
concerned with the Traditional Own Resources (TO&) to the European Commission. Besides, the
CDU maintains records relating to guarantees reduiy the Department to cover duty, cheques arat oth
transactions in CES.
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The year 2005 was characterised by four auditsvisito from local government bodies namely the
Internal Audit and Investigations Directorate (IAlBnd the National Audit Office (NAQO), one from the
European Court of Auditors and another from theogean Commission. All the visits were carriedtout
analyse, verify and confirm the transparency ofGlistoms Electronic System (CES) accounting system
where it concerns the CDU.

The purpose of the visit of officers from the 1A@as to analyse and confirm the transparency oditioit
trail in the Customs CES accounting system.

The visit of two officials from the NAO during JuBOO5 was intended to cover a detailed overvieth®f
Accounting module in the CES system, in preparaiiorthe visit and joint audit participation withe
delegation from the European Court of Audit.

Officials from the European Court of Auditors it Customs from 26 to 30 September to inspect and
audit revenue relating to the EU Traditional Owrs®&gces (TOR) and the ‘A’ and ‘B’ accounts in the
CES system. The CDU was directly involved in tipection as the Audit team held investigationgen
operations of the CES. A report for the visit wabmitted to Customs for its evaluation, termseplyr,

and follow-up action.

During October, officials from DG Taxud and DG Betlgf the European Commission services visited
Malta for a one-week audit visit as a follow-ughat undertaken in December 2004.

HUMAN RESOURCES SECTION

The Human Resources Section provided support tBukget Office, senior management, Section Heads
and to employees in general. The staff complelisihe end of 2005 was 553.

Staff Turnover: During 2005, there was an overall staff turnover3af officers. Four officers were
transferred to Customs while nine Customs employiess transferred to other departments. Sixtesdh st
members retired, eight employees were medicallydeockbout, and two officers resigned from Government
Service.

Staff on reduced hours: Twenty employees were working on a reduced-houngtéible, while four
employees availed themselves of thirteen weeksrpaigrnity leave. At the end of 2005, there wére 1
employees who were on unpaid leave.

Training Unit

Internal Training Courses: During 2005, the Training Unit organised a totalb8f courses of which 61
were delivered to Customs staff and two to thegbeivsector from which a total of 1,543 participants
included 19 traders, shipping agents and stevedovednara) benefited, giving an overall total of 6,920
man/hours. Forty percent of this training was igieed whilst the remaining was in basic trainfag%),
briefings (22%) and seminars (9%). Staff and tsldeercentage of attendances was 83% and 100%
respectively.

External Training Courses. Seven additional courses were organised by othgrirtg organisations in
collaboration with the Training Unit and held atexiernal location: four US-sponsored courses d#éen

to four groups of selected Customs staff; one wfsponsored by the Technical Assistance Infoomati
Exchange Unit (TAIEX); one course sponsored byDbpartment held at Malta Red Cross to a group of
applicants; one course sponsored by the Departmengroup of selected Enforcement staff held eit th
premises. These were attended by 113 members sfafi and amounted to a further 2,180 man/hours.

Moreover, 86 Customs Personnel attended a toteb4fSDO courses, giving an average of two courses
per participant.
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Health and Safety Unit

The Customs Health and Safety Officer was acceggealMember of the Institute of Safety and Hedith o
the United Kingdom (MIOSH). He maintained his highel of awareness by participating in a number of
activities held locally, including those held by IKaStandards Authority, Occupational Health anga
Authority and other institutions on various topitse also attended a conference organised by fibetibm
Control Unit of St Luke’s Hospital re the Pandermfluenza. Meetings were held with the Principal
Medical officer at the Disease Surveillance Unitpieparation for a possible outbreak of the Bird Fl
Pandemic. This high profile by the Health and &yaificer is essential in view of the many outsatsiat
Customs has around the island and to the pecubigking environment of Customs staff who operatselo
to the movement of merchandise.

Eight risk assessments were carried out. These@dboth work places and work practices.

A Radiation Protection Course was organised in#dos personnel who act as Radiation Protection
Supervisors on the VACIS scanner and X-Ray equipmditis was carried out by officials from the
Radiation Protection Board of the Occupational themhd Safety Authority.

Following an internal call for applications, the pgaetment nominated eight Health and Safety
representatives. These were given a comprehersiaith and Safety induction course which was adirrie
out by the Occupational Health and Safety Authorithe firstad hocmeeting for the Health and Safety

representatives was held in November 2005.

Procurement Section & Stores

With effect from 2005, a thorough process was putiace to secure value for money in the procurémen
of supplies.

INTERNATIONAL AFFAIRS

Foreign Travel

Members of the Customs Department made 177 fotgggduring 2005. These involved 73 persons and
were mostly EU-related.

Business Change Management Plan/Transition Facility/Malta IV (Eurocustoms)

The execution of the Malta Ill contract by Euroomss was successfully concluded during 2005. In
September work started with Eurocustoms and Depattwf Contracts re: execution of the follow-up
contract (Malta IV). The first visit under the ¢r@ct took place in December.

JOHN MIFSUD
Director General (Customs)
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Value Added Tax Department

AIM

The principal aim of the Department is to ensuet the VAT revenue target set out in the annualggtd
is attained, in line with Government’s policy ofsening sound public finance and with the minimuratco
and burden to registered persons.

VAT LEGISLATION

During 2005, the following legal notices were psbéd under the VAT Act 1998:

Amending Legal Notice 219
Act XlIl — Amending various articles of the VAT Act

REVENUE AND EXPENDITURE
Compliance Rate
VAT returns continued to be issued regularly eacmtim The following table shows the returns issued

and received during 2005. The overall compliarate as on due date, expressed as the percentage of
returns received over the number of returns issuas 81.87%, increasing to 89.36% by end year.

Returns | Returns Recelved| Compliance Rate | Returns Received | Compliance Rate
| ssued ason DueDate | ason DueDate |uptoEnd of Year| asat End of Year
Total 107,248 87,801 81.87 % 95,840 89.36 %
Revenue

During 2005, gross revenue collected under the YA&T1998, the CET Act 1997 and the VAT Act 1994
was Lm197,473,507 compared to Lm164,615,488 iptbeious year. Refund of excess credit paid out of
revenue amounted to Lm29,277,574 resulting in a meenue of Lm168,195,933 compared to
Lm141,720,689 in the previous year. The relevaiotmation is shown in the following table:

VAT Act 1998 | CET Act1997 | VAT Act 1994 Total

(Lm) (Lm) (Lm) (Lm)
Total Gross 196,632,174 221,894 619,440 197,473,507
Less Refunds 28,528,411 209,072 540,091 29,277/574
Total Net 168,103,762 12,822 79,34p 168,195,983

Refund to Taxpayers of CET on Stocks 1998

Under this Scheme, the Department received applicaftor the refund to taxpayers of CET on Stocks

1998, totalling Lm22,005,513.

An amount of Lm12AB3 was referred for payment, of which

Lm17,441,085 were actually paid, after deducting2Bh358 interest and Lm1,366,973 (VAT 95),
Lm412,062 (Stock 97), Lm707,492 (CET) and Lm258,82&T 99) in set-offs against outstanding debts.
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Outstanding Credits and Debits

As at end 2005, the Department had a net debihdmlafter deducting outstanding taxpayers’ credit,
Lm85,985,974. The amount of Lm79,247,215 was @& form of estimated assessments and interests
which would automatically be cancelled once thatre# missing returns are submitted. Hence the
realistic net balance was Lm6,738,758 in the foftaxpayers’ credit, as shown below:

VAT Act 1998 | CET Act 1997 | VAT Act 1994 Total
(Lm) (Lm) (Lm) (Lm)
Net Debit Balance 91,940,286 3,430,179 10,409,094 05,779,559
Outstanding credits 19,544,707 48,6211 200,261 B3%89
Net Balance 72,395,583 3,381,558 10,208,883 89985
LessEstimated Assessments 50,426,212 526,685 1,389,316 52,342,213
LessInterests 16,202,186 2,292,962 8,409,854 26,905,002
Realistic Net Balance 5,767,185 561,911 409,663 386769
Accounts with a balance as at 31.12/05 17,617 3,447 5,387 26,451
Accounts with a balance as at 31.12/04 16,939 4,020 5,844 26,803
ENFORCEMENT
Inspections

During the year, 13,019 field inspections wereiedrout, consisting of 12,989 spot-check inspestemd
40 surveillance visits. As a result, 466 case®weferred for Court action (vide table below):

Number of Inspections
Spot-Checks [ Surveillance Visits ~ Total Court Action| Hit-Rate
Total 12,989 40 13,029 466 3.59 %

Throughout the same year, the majority of Inspscieere assigned work connected with administrative
tax enforcement and review of tax assessmentserftiaspectors were regularly assigned dutiesry ca
out inspection visits, supported by seven Revemaer®y Corps members carrying out limited inspmecti
duties.

Court Action

Legal action was taken against taxpayers wherévesllted that the VAT and CET legislation wasngei
abused. As a result, 294 cases involving failuissiue fiscal receipts were brought before thetCoiuwhich
190 were decided. Of these, 152 cases were tofjatigba total of Lm24,100, whilst 38 cases wemuited.

The Compromise Fine System was started in July .19&payers have the option to pay a reduced
penalty for failing to issue a fiscal receipt, e of appearing before the Court. During 2008 39
taxpayers availed themselves of this option, pagit@al of Lm31,000 in fines.

Another 1,392 appointed cases involved failureutangt tax returns. As a result, 250 cases weretheg
fined Lm302,833 whilst 1,198 cases were withdrawneothe returns were duly submitted prior to the
Court’s hearing. The relevant information is shdvefow:

Involving Fiscal Receipts Involving Tax Returns
Appointed Fined Acquitted | Appointed Fined \Withdrawn
No Lm No Lm
Total 294 152 24,100 38 1,392 250 302,833 1,198
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Manual Fiscal Receipt Booklets

The number of fiscal receipt booklets distributadmh 2005 was 79,750, an increase of 0.51% ove#:20

Printed Booklets 80,604
Distributed Booklets 79,750
Returned Booklets 51,964

Fiscal Receipts Lottery

The Fiscal Receipts Lottery continued to be runth®y Public Lotteries Department. During 2005 an
amount of Lm312,423 was paid as prize money.

INVESTIGATION AND REVIEW

Audit Investigations

The number of VAT cases assigned for investigdiipprofessional auditors and the Tax Compliancé Uni
was 38. A total of 81 cases were concluded, iaglitt Lm419,547 of under-declared tax. The nunadber
cases pending investigation as at the end of 2@85146.

Validation of VAT Returns/Review of VAT Refund claims

VAT returns are regularly validated for erronecas tleclarations. During 2005, 63 cases were erifi
resulting in 45 final assessments amounting to L8354 VAT credit claims are also regularly moratbhr The
number of claims reviewed during 2005 was 710,lef289 claims were deduced, amounting to Lm8@2,70

Type Cases Assigned Cases Concluded| Final Asseg#sie
No Lm
Validation 49 63 45 54,935
Correction 618 483 268 620,058
Credit Control 680 710 289 802,704
Investigations 201 199 145 1,818,631
Total 1,548 1,455 747 3,296,323

Objections

During 2005, a total of 945 objection letters weealt with completely. The number of objectioridet
received by the Department during the same year64ds As a result, the number of outstanding
objections as at the end of the year was 81.

Appeals Boards

During 2005 the number of new appeals lodged wiéhMAT and CET Appeals Boards was 130. The
Boards decided a total of 330 cases compared tm4B8 previous year.

COLLECTION OF TAX ARREARS

Civil Procedures

A total of 153 cases were settled through Civil €aation, resulting in the collection of Lm2,99B}4of
tax in arrears, as shown in the following table:

Demand |Judicial Letters Garnishee Orders/ Civil Cases Tax Collected
Notices Warrants of Seizure Settled
Total 2,149 146 66 153 Lm 2,993,411
|
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TAXPAYERS’ REGISTRY

Registration and De-registration

During the year, 4,431 taxpayers were registeréiuthve Department, bringing the total number ofsteged
persons to 77,788. The number of outstanding cgtigins as at the end of the year was nil. 3,856 n
applications were received for de-registratiortotal of 2,777 applications were processed coniplete

Maintenance of Taxpayers’ Details

During the same year, a total of 4,824 intervestiarere made with a view to maintaining taxpayers’
details. Special attention continued to be giverutidelivered mail which was received back by the
Department. Such mail was either redirected tattdress obtained from the Common Database system
or else referred for on-the-spot inspection.

GENERAL

Customer Service

Customer Service was also improved. An ongoingesuwas launched in May 2005. Customers were
asked to reply whether or not they are satisfigtl thie service given. Out of 633 replies, 599ieepin

the affirmative which is 94.6% of the total questiaires replied. The Department is also analysing
comments made by customers in order to improveehace.

e-Government

In September 2005 the VAT Department adopted #etrehic identification system for online serviess
part of e-Government project.

Updating of Internet Website

Throughout 2005, the VAT Department has continuallpdated the Department's website at
www.vat.gov.mt. The website provides useful infation on VAT for the general public, for traderslan
for tax professionals as well as online applicaf@mVAT registration and submission of VAT retutios
Register B taxpayers. The Intranet site was gisiated for the benefit of the VAT Department offisi

The VAT Department has also started to publisht®mvebsite, guidelines regarding the interpretatibn
issues relating to VAT. These guidelines wouldsassaders and tax practitioners in areas whicfuire
clarification in interpretation. The guidelineshfished so far relate to Trusts, Onward SupplydRelind
Leasing of Pleasure Crafts.

Setting up of a Legal Commiittee

During 2005, the VAT Department set up a legal cattemto discuss the various changes proposedeby th
European Commission and the EU Council to the VAD8ective and which should be included in the
Maltese VAT legislation. The committee also male®mmendations to the Inter-Ministerial Committee
regarding these changes and also deals with cedaegs of VAT interpretation. The legal commiitee
chaired by the Commissioner of VAT.

Participation in EU Commission and Council Working Party meetings

The VAT Department also participated actively inetiegs held in Brussels of the Working Party No 1,
VAT Committee, SCAC Committee, and the Recovery @iitee.
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The Commissioner of VAT also participated in theu@@l Working Party on Tax Questions which
finalises draft VAT Directives for approval by CORER and ECOFIN.

Scheme for Waiving Off of Penalties

As part of the measures announced in the Budgetc8der 2005, the VAT Department has launched a
scheme for those taxpayers who fell behind in gyement of VAT arrears.

Under the conditions of the scheme, a taxpayerpaibthe VAT and interest due by 31 June 2005 sd h
penalties waived off, provided that the balance ttu¢he Department was equal or in excess of the
penalties incurred. Such scheme was extended 8eg@ember 2005. The Ministry of Finance has also
made arrangements with the local banks to asgjsayars in providing a financial facility at a ratich

is more advantageous than the interest imposdupepartment.

The number of persons who benefited from the scheae3,127 and this involved 9,248 transactions.
The amount collected through such scheme was L5223

ECO Contribution

From September 2004 the VAT Department became dhgpetent authority for the administration and
collection of ECO Contribution. During 2005 the @mt collected from this contribution was
Lm4,449,353. During the year various meetings vedse held with businesses, in conjunction with the
Office of the Parliamentary Secretary for SmalliBess and the Self Employed. During these meetings
VAT Department officials explained to traders tloerect application of ECO Contribution.

Meeting re Market Surveillance

During 2005, the VAT Department continued to pa#tte in meetings held by the Office of the
Parliamentary Secretary for Small Business andSt#ie Employed regarding Market Surveillance. The
aim of such meetings was to increase the co-oparhttween different enforcement departments in the
fight against unfair trading.

Seminar on Carousel and Missing Trader Fraud

In April 2005, the VAT Department together with HRevenue and Customs of the UK organised a two-
day seminar on Carousel and Missing Trader VAT drraln this seminar delegates from 25 member
states, as well as from OLAF and the European Cesiom, discussed ways how to tackle and improve
the fight against VAT fraud especially that con@ggrmissing traders.

UK - Malta Twinning Project

In November 2005, the Parliamentary Secretary @ Ministry of Finance launched the UK-Malta
Twinning Project. This project provides assistamgehe UK Revenue and Customs to the Maltese VAT
administration and the Tax Compliance Unit, torgitben the overall capacity of the VAT Department
and TCU to adequately implement and control theogeein VAT system and to combat international
evasion and fraud in the field of VAT. For thigpose, a Resident Twinning Advisor has been atthtthe
the VAT Department for 15 months. This projectjalhcosts around Euro 400,000, is financed through
the EU Transition Facility Programme.

JOSEPH SAMMUT
Director General VAT
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Tax Compliance Unit

GENERAL

During the year the Tax Compliance Unit (TCU) coudd to consolidate its core competencies of:

- expanding its Data Warehouse to include new soofdaformation;

- increasing its efforts in combating tax evasion amdidance through better and more cost effective t
audits;

- continuing with the implementation of the Advan@xRgreements Scheme;

- improving the expertise and technical knowledgethef TCU professional staff through continuous
education programmes.

ADMINISTRATION

Finance & Budgetary Control

During 2005, the TCU’s expenditure was kept wititénpre-established budgetary limits and incurred i
accordance with the Financial Administration andlifAct.

HUMAN RESOURCES DEVELOPMENT
In 2005, the Tax Compliance Unit maintained theesataff complement as at end 2004.

During the year, TCU professional staff attendesl fibllowing training and development courses and
seminars:

- an intensive three-day course for all operatiotzdf en the use of advanced and specialised furstid
Microsoft Excel, organised in conjunction with &&ff Development Organisation;

- a comprehensive five-day course for two of thef staflT duties on Information Security Management
Principles organised by MITTS Ltd and QinetiQ;

- athree-day seminar on Missing Trader VAT fraudhwhie participation of the UK Revenue Authorityk(si
members of staff participated);

. Capital Gains & transfer duty Seminar (Malta lustitof Taxation);
Euro-tax Seminar (Malta Institute of Taxation).

General Service support staff attended the follg@8DO courses:

- Communication Skills training;
- Secretarial Skills training;
DAS related training;
« Occupational Health and Safety Training.
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IT SYSTEMS & DATA WAREHOUSE

Business Objects Query Tool Software — Standard Reports

Further enhancements to the data analysis soft{@arginess Objects programme) were developed to
generate additional analytical reports on taxpagedsbusiness sectors:

Following the integration of the amended VAT systdBES, Intrastat and VIES within the data
warehouse, all major reports have been updatenider to include data forthcoming from such data
sources.

- All new/updated reports have been integrated witterAudit Trail and User Rights systems to piotae
TCU data bank from unauthorised access.

Business Objects Software Migration to new Microsoft Platform

During 2005, a testing plan was initiated wherdi®y Data Warehouse and Business Objects instaflation
were replicated on a Microsoft platform in ordereealuate the performance and reliability of such a
platform. Plans are underway to migrate the actat warehouse onto the new platform.

Concurrently, the Business Objects version willupgraded from v5.4 to XI. This upgrade has been
further necessitated by the fact that the techrsigpport to the former version will cease as fr@dd&2
This migration is planned to be finalised by mi@®&0

Use of TCU information by other departments

Throughout 2005 a total of 3,291 reports were gaadrfrom the TCU data bank for other government
departments, mainly the VAT, Inland Revenue andab&ervices Departments as well as the ETC, on
specific taxpayers. The number of reports furmsteethe departments during 2005 show an increfase o
850 (35%) over 2004, an indication that the effofthhe TCU to raise awareness amongst the depame
involved in enforcement against tax evasion or fisrfeaud is bearing fruit.

In fact, apart from the VAT and IRD, a liaison chehwas established in 2005 with the new Bene#itiir
Directorate of the Ministry for the Family and Sacolidarity and the ETC for these two entitiesnake
requests for information on a regular basis.

The table below lists the reports furnished byTiG&J to the mentioned entities:

TCU Reportsfor other Government Departments/Entities
IRD VAT DSS ETC MFIN Total

January 49 114 - - 2 165
February 29 119 - - 148
March 66 8 - - - 74
April 36 284 1 101 - 422
May 24 5 - - - 29
June 25 207 - - - 232
July 16 4 732 - - 752
August 11 3 2 - - 16
September 11 9 - - - 20
October 9 19 1 - - 29
November 30 2 1,123 245 - 1,400
December 6 - - - - 6
Total 312 774 1,859 346 2 3,293
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COMPLIANCE TESTING TEAM

Towards the last quarter of 2005, a Compliance Teasiset up in order to compile a series of sdctora
and categorical tax compliance reports on taxpapased on information available within the data
warehouse as well as on information available withiher governmental entities and/or third parties,
depending on the case. The objective of thisaiiit is to promote tax compliance, by inducing Td°se
more factual in their declarations considering ttatt about their specific activities and/or wetheing
collated. Such reports will be referred to theatl Revenue and VAT Departments for action as
necessary.

OPERATIONS

Tax Investigations

During 2005, a total of 61 tax investigation cagese concluded — an increase of 16 cases over 2004.
These audit cases resulted in:

Assessed income tax: Lm1,623,298n increase of 33% over 2004
Assessed VAT: Lm1,294,123an increase of 297% over 2004
Total Assessed Tax: Lm2,917,44an increase of 89% over 2004

The above amounts do not include interest, fineoarpenalties due for under-declaration and late
payment.

Advance Tax Agreements Scheme

The Unit continued with the implementation of thdvAnce Tax Agreements Scheme announced in the
Budget speech for 2002. During 2005, the followtergagreements were concluded:

Agreements reached under VAT Act Agreements reackaunder Income Tax Act
Agreements concluded 77 Agreements concluded 92
3-year VAT liability agreed Lm403,761 3-year Inaifax liability agreed Lm517,502

3-year Social Security Contributions Lm220,164
Total number of Agreements: 169

Total tax liability and SSC over 3 years agreed tbm1,141,428

Tax Assessments Cost

The total cost per Lm1 of assessed tax during 2@0ks out as follows:

TCU personal emoluments cost 2005: Lm 397,153
TCU Operations & Maintenance cost 2005: Lm 93,934
Total operational cost: Lm 491,087

Tax assessed resulting from 2005 tax audits:

VAT assessed: Lm 1,294,123
Income Tax assessed: Lm 1,623,299
3-year tax agreements (tax for 3 years): Lm 1,141,428
Total tax audits & tax agreements: i 4,058,850

Total cost of assessed/agreed tax liability: LmDAer Lm1 of assessed/agreed tax.

PAUL J BARBARA
Director General (Tax Compliance Unit)
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EU Paying Authority Directorate

Mission Statement

To perform duties and responsibilities relatingthe financial management of EU-Funded projects BhidOwn
Resources with the aim of maximising the benefitsldlta within the obligations and parameters as @at in
National and EC Legislation.

MAIN AREAS OF RESPONSIBILITY

- To act as National Authorising Officer (NAO) in ¢ba of the National Fund which has been set up as a
Unit for the management of EU Pre-Accession andsiian Facility Funds.

- To be a permanent member of the Joint Monitoringpp@dtee (JMC) which monitors EU Pre-Accession
Programmes and Transition Facility.

- To act as the EU Paying Authority with regards tou&@ural and Cohesion Funds regarding the
certification of expenditure and subsequent drawdeoidunds from the EU Commission.

- To open and manage accounts in connection witipte@d payments of EU-related funds.

- To disburse funds relating to Own Resources a®phtalta's contribution to the EU Budget.

Core Functions

- to manage in an efficient manner the Paying Auhtot Structural and Cohesion Funds;

- to perform the duties of the National Authorisinfji€@r for Malta and be responsible for the managem
of the National Fund;

- to monitor progress of the projects which are béimanpced through foreign funds emanating fromBEhe
and the European Economic Area, and draw budgetoeectasts for the said funds;

- to control and report on a regular basis the fildposition of the funds and relative disbursersient

- to liaise with the DG Budget on the payment anarfagial management of EU Own Resources;

- to compile and maintain proper records of ex-anterim and ex-post inspections by third parties;

- to perform on-the-spot checks on the stakeholdeahvied in the implementation of EU-Funded projects

- to monitor the work of the Treasury and Contracepd@tment, which together are equivalent to the
Central Financing and Contracting Unit (CFCU);

- to maintain an ongoing liaison with Governmentifatbns on EU related matters in order to endoat t
all commitments emanating from the various fundipgrations are being met;

- to manage the EU Travel Envelope regarding Maltagicipation in EU Council and Commission
meetings.

Work Report for 2005
Pre-Accession and Transition Facility Funding

The Director EU Paying Authority is also vestedhwihe responsibility of NAO which is a function
directly delegated by the Minister of Finance. N#O is recognised as the leader in the implemiemtat
process of the programmes regulated by EC Regulafi6/2000.

During 2005, the NAO ensured the continued adoptibthe Extended Decentralised Implementation
System (EDIS) in the management of EU Pre-Acceskinds, including the Transition Facility. To
ensure sound financial management, proper accalitgtaind transparency in the Pre-accession and
Transition Facility funding, the Directorate, tdget with the co-operation of the horizontal, aslvasl
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vertical stakeholders involved in the project inmpémtation process, updated the detailed Manual of
Procedures and checklists. The Manual provideahé¢oessary tool to guide all users to the bestipeac
possible across all government entities dealing pribject implementation.

The NAO was also involvedter alia in the following:

chaired meetings with the participation of all Hwizontal stakeholders, including the National Qid-
ordinator, the Contracts and Treasury Departmemidtee Internal Audit & Investigations Directordte
monitor the progress of all projects under thedeaession and Transition Facility Programmes aswital
resolve any pending issues.

- participated in the Sectoral Monitoring Sub Comeeitt together with the National Aid Co-ordinator
(NAC) and Senior Programming Officers and the Rtdjeaders of projects under the Pre-accession and
Transition Facility Programmes from various mitésty departments and other entities.
participated as a permanent member, in the Joimitbfing Committee meeting held between the
European Commission and the Maltese Authoritiehiding the NAC, with regard to the monitoring of
EU Pre-Accession Programmes and Transition Facility

- participated in Steering Committees of Twinningj€uts of various departments and ministries.
issued various circulars related to the implemiamtaif projects under the Pre-accession and Tiamsit
Facility Programmes. These circulars included am¢he carrying out of on-the-spot checks, anather
Budget Estimates for each Project, and anothdreind of the Commitment Period for NP 2003.
monitored the carrying out of a number of on-thetsghecks on projects under the Pre-accession and
Transition Facility Programmes at various Implenmgnfuthorities and also thPerseusSystem for the
updating of financial data on the same projects.

The total amount of funds received from the EU Cdssion during 2005 to finance projects of the
Programmes still open amounted to €6,536,756. owblh authorisation of payments according to
expenditure effected at project level, €2,608,97&ewactually transferred to Government Revenue.
Detailed information is included in the followingfe:

Pre-Accession and Transition Facility Funds 2005
Funds transferred to
Programme Funds received from EC| Government Revenue
€ Lm

NP 2000 -46,676.21 33,107.95
NP 2001 87,582.43 130,129.44
NP 2002 1,618,174.40 1,489,458.36
NP 2003 2,471,000.00 562,300.72
TF 2004 2,360,000.00 393,982.30
TF 2005 0 0

Structural and Cohesion Funds

The Directorate also had the role of Paying AutiidfPA) for Structural and Cohesion Funds and durin
2005 honoured Malta's commitments and obligatioasfalfilled its functions and tasks emanating from
EC Regulations 1260/1999 and 438/2001.

During 2005, the Directorate experienced a heasy lof work since it had to start coping with ak th
obligations and responsibilities emanating from3$treictural and Cohesion Funds system whilst rietgin
all the responsibilities pertaining to Pre-Accessamd Transition Facility Programmes. The Diresor
performed the first certifications of expendituee the Commission and was directly responsible for
overseeing the whoteertification process, and drawing up the necedsaaxcial reports and disbursement
claims. Two such certifications were held in Jand October.
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During the year the Directorate had three EU ComsionsAudit visits related to Cohesion Fund, Europea
Social Fund (ESF) and European Regional Developfamd (ERDF). Their findings reflect positively
on the way the Paying Authority functions and exesits tasks.

The EU Paying Authority continued to establish amaintain established efficient communications and
contacts with the Financial Services at the EU Casion in Brussels and with the different Funds to
ensure a smooth and reliable process and alsgttezred the good working relationship and co-ofmerat
with the Managing Authority at OPM.

During the year the EU Paying Authority ensured tha funds concerning projects under the Strulctura
and Cohesion Funds were provided and committedhenNational Budget and the relative accounts
opened. Furthermore, sound communication links @BM were maintained at all times and instructions
to the CBM were issued to provide statements abatcof all transactions including interest earned
balances and other certifications requested byEtheCommission. Details, about the relative account
including conditionalities, were communicated te fiertinent services in Brussels.

Throughout the year the Directorate communicategadisition on various issues including comments on
the interim Evaluation of the implementation of jBats under the Structural and Cohesion Fundsor t
period 2004 to 2006, comments on the Implementingistons for the Structural and Cohesion Funds for
the period 2007 to 2013, the treatment of advaagenpnts under the various funds and also completed
and submitted to the EU Commission a Central Haisation Unit questionnaire on the financial
management of EU Funds.

The table below indicates the aggregated amour@#gwétural and Cohesion Funds per fund receivad fr
the EU Commission together with the Certificatiafi€Expenditure effected by the Directorate, amounts
reimbursed by the Commission following certificaticand the equivalent amount in Malta Liri transfer

to Government Revenue. The total amount of cedtifiunds received throughout the year by the
Commission was €1,520,386 was transferred to GowvanrhRevenue.

Structural and Cohesion Funds during 2005
Fund Funds Received from| Expenditure Certified | Funds Reimbursed by Equivalent amount in
EU Commission by the Directorate | the Commission after| Lm of column 3
during 2005 Certification transferred to Govt.
Revenue
€ € € Lm
ERDF 3,475,061.86 673,261.71 673,208.5 288,756.12
ESF 1,401,809.33 834,359.33 834,359.33 357,642.11
EAGGF 252,000.00 136,675.59 0@ 0
FIFG 170,250.00 0 0 0
Equal 85,863.91 11,394.13 11,394.13 4,885.80
Interreg 1,329.37 ©. 1,329.37 570.70
Cohesion 0 0 0 0

! Discrepancy between Certification and Funds reisgalidue to co-financing rate used for measure
2 Certification done in December and therefore reirsiment in 2006
% Certification effected by foreign lead Paying Aarity.

Lump-sum Budgetary Compensation

The EU Paying Authority Directorate was also resjma for managing the Lump-Sum budgetary

compensation which the EU pays to Malta as path®fEU accession negotiations - a monthly sum of
€8,601,072, totalling to €103,212,864 (Lm44,341,98pbwhich was transferred to Government Revenue
in 2005.
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Own Resources

The EU Paying Authority Directorate also managesl Bank Account relating to EU Own Resources.
During 2005 close relations were maintained with tblevant services in DG Budget of the European
Commission on the payment and financial manageofédivn Resources, reporting requirements, and the
transactions to be made in the accounts and tHeaege rate criteria. As a consequence, continuous
contact, as an ongoing exercise, was maintainddtigt Customs Department regarding Traditional Own
Resources (TOR), the VAT Department for the VAT @h©Own Resources calculation, the National
Statistics Office (NSO) for the GNI-based workirgsd the Special Projects Division (MFIN). The
Directorate ensured that payments to the EU Conmmissere effected on a regular basis and in the
appropriate manner within the stipulated deadlines.

The Table below indicates the payments of Own Ressueffected by the Directorate in favour of the
Commission during 2005.

Own Resources during 2005
Own Resources (Lm)|  Traditional Own Total Notes
Resources (Lm)
January 4,310,038.69 407,901.75 4,717,940.44 T@RypaNov 04
February 1,207,548.20 447,604.50 1,685,152.70 TadRvrt Nov 04
March 1,298,255.74 388,198.00 1,686,453.74  TORwsidan 05
April 973,691.81 384,499.00 1,358,190.81| TOR paichegb 05
May 1,298,255.74 442,008.75 1,740,264.49 TOR pdidiAar 05
June 1,298,255.74 415,770.75 1,714,026.4P TORwraitlpr 05
July 1,298,255.74 440,427.00 1,738,682.74 TORpeiay 05
August 1,319,254.07 544,799.25 1,864,053.32 TORwHIJune 05
September 1,622,124.43 380,212.50 2,002,336.93  pE@Rwrt July 05
October 172,027.26 392,602.50 564,629.76 TOR pdidwg 05
November 1,477,237.32 413,778.00 1,891,015.32  Ta&dRvart Sep 05
December 1,477,237.32 459,051.75 1,936,289.407 TaRwat Oct 05
-567,691.29 - -567,691.29 Adjustment
Total 17,184,490.77 5,116,853.75 22,331,344.52

European Economic Area (EEA)

During 2005, the Directorate was involved in thafiing of the Memorandum of Understanding regutatin
the whole process for projects which are financgdttie EEA, Norwegian and Swiss Financial
Mechanisms. The first meeting was held with thesSvidelegation to discuss the way forward on the
financial management of the funds. The line takehis regard will be to follow the system used tfte

EU Structural and Cohesion Funds. Information ndigg the EEA Programmes will also be
communicated to the EU Commission since the fimaneigreement does not only cover the bilateral

agreement between Malta and the EEA countriesrbahate from an agreement between the EU and the
EEA.

Travel Vote

The EU Paying Authority Directorate managed theva@ir&nvelope of EU Funds allocated to Malta in
respect of the reimbursement of travel expensegpdaticipation in EU Council Meetings as per EU
Decision 190/2003 and also implemented the proesdior reimbursement for participation in EU
Commission Meetings.

The total of travel funds claimed and transfer@ed/altese revenue for participation in EU Counaitla
Commission Meetings during the year in questiorguanted to Lm378,010, approximately €880,534. This

included Lm280,515.08 (€653,432) for Council Megsirand Lm97,494.89 (€227,102) for Commission
Meetings.
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Other Work

The EU Paying Authority was also involved in otspecific areas of work as follows:

- the implementation process for the Euro changeoVie Director EU Paying Authority was appointed
Deputy Chairman of the Public Finance Sectoral Citiex as a sub-committee of the National Euro
Changeover Committee (NECC) structure. The Diratggarticipated in meetings of the Public Finance
Sectoral Committee, the Public Sector Sectoral Gtteerand the NECC Executive committee and also in
the National Euro Changeover Conference organigddHCC which launched the Master Plan for the

Euro changeover. The Directorate formulated the Ebangeover impact on the operations of the EU
Paying Authority.

. the setting up of the centralisation of the Natfioc@aordination and representation of the Fiscalis
Programme 2007 within the Ministry of Finance.

CLAUDE G CUSCHIERI
Director (EU Paying Authority)
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EU Affairs Directorate

During 2005, the EU Affairs Directorate was resyilgiasfor:

- Co-ordination of Council of the EU and EU Commissia meetings- involving the dissemination of
meeting agendas, co-ordination of the attendancefficfals at the meetings and the drawing up of
Instruction Notes to be used by the Ministry offisiand technicalttachégparticipating in the meetings.
Malta’s position is drawn up in consultation widthnical experts from both the public and the piva
sector.

Preparation of Memoranda for National Consultation - co-ordinating the consultation process on
proposals submitted by the Commission. Malta'stipasis drawn up in consultation with both intdrna
and external entities. The Directorate was alspamsible for presenting the proposals at the-Inter
Ministerial Committee. Once approved by the Cormmjtthe memoranda were then presented to the
Cabinet for endorsement. The Directorate co-orelihthe transmission of the approved memoranda and
the holding of meetings on very technical subjedtis the Standing Committee on Foreign and European
Affairs for discussion. During 2005, a total of Biémoranda were prepared for presentation at the In
Ministerial Committee.

Preparation for the Economic and Financial Ministels meeting and other meetings preparing the
briefing notes and speaking notes for the Primadtdin Parliamentary Secretary and Maltese detatsati
participating in the ECOFIN and the European Cdumeietings. The briefing notes include not only
Malta’s position, but also that of other membetestathus enabling meeting participants to lobby
effectively.

In order to facilitate informal lobbying, the Ditecate started organising pre-ECOFIN briefing
meetings, engaging all resident EU member staterdgis, which ensured that Malta’s position on the
various issues was known before the actual ECORdltimg. The Directorate was also in contact with
Maltese embassies within the EU in order to obb#ier member states’ positions on particular agenda
items of the ECOFIN meeting.

- Transposition of EU Acquis - monitoring the transposition of the EU regolas and directives into
Maltese law. Its role included organising meetingth stakeholders in order to ensure a correct
transposition of thacquis The Directorate monitored legislation from iiseption (as a proposal) to its
adoption as Maltese legislation. This exerciseldesn facilitated via the creation of an EU Regujat
Monitoring Database that assists in keeping tréttk tve legislation being proposed.

« Questionnaires and other requests related to EU the co-ordination, compilation and clearance of
guestionnaires prepared by the European Commiasithithe Council of EU. It was also responsible for
addressing EU-related requests from both publiqarete organisations, both in Malta and in the EU

FRANCIS ATTARD
Director (Programme Implementation)
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