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Foreword by the Permanent Secretary

Her Majesty’s Passport Office (HM Passport Office) was an
executive agency of the Home Office. Its role was, and will
continue to be, to issue passports to British nationals and
provide civil registration services through the General Register
Office (GRO).

On 26 September 2014, the Home Secretary announced to
Parliament that HM Passport Office would no longer operate
as an executive agency of the Home Office, and its remaining
functions, employees, expertise and knowledge would be
brought under the control of the Home Office from 1 October
2014. A Director General replaced the role of Chief Executive,
ensuring greater accountability to the Home Office Executive
Management Board, Ministers and the public.

Throughout the transition, the Management Board of HM Passport Office has continued to
oversee the operational governance and has implemented a number of changes to improve the
continued provision of services, which could not have been achieved without the dedication and
@ commitment of its workforce. ®

@J\ﬁm&r\;k\

Mark Sedwill
Home Office Permanent Secretary and Accounting Officer
19 March 2015
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Management commentary

Until 30 September 2014, Her Majesty’s Passport Office (HM Passport Office) was an executive
agency of the Home Office. It is the sole issuer of British passports and is responsible for civil
registration services through the General Register Office (GRO), which holds records of births,
marriages, deaths, civil partnerships, stillbirths and adoptions in England and Wales.

During the reporting period from 1 April to 30 September 2014, demand for passports significantly
exceeded HM Passport Office’s expectations, with 3.55million applications received during the

six months to 30 September 2014. The increase in demand resulted in delays in processing and
issuing passports, with some customers not receiving their passport within the published service
standards. In response to the increase in demand, HM Passport Office, following a statement

to Parliament by the Home Secretary, introduced a number of contingency measures which
enabled applications to be processed in a more timely manner and reduced the volume of work in
progress. These included:

e expediting 24,254 applications from customers with an urgent need to travel, which had
exceeded published service standards;

e providing emergency travel documents to customers free of charge when there was an urgent
need to travel and HM Passport Office could not meet the published service standards;

e redeploying staff from other areas of the Home Office to assist in the processing of applications;
and

* increasing capacity across HM Passport Office to ensure customer queries were logged and
escalated.

These interventions, along with the subsequent decrease in seasonal demand, have returned
performance levels back to within published service standards.

In response to the delays encountered by the public, the Home Secretary commissioned two
reviews. The first was an operational review to ensure that HM Passport Office works as efficiently
as possible, with better processes, better customer service and better outcomes. The second,
the Agency Status Review, considered whether alternative accountability and management
arrangements would have meant the situation over the summer could have been avoided.

Having considered the findings from the Agency Status Review, the Home Secretary announced
on 26 September 2014 that HM Passport Office would cease to operate as an executive agency
of the Home Office and would report directly to Ministers with effect from 1 October 2014. The
core purpose of HM Passport Office remains unchanged.

Following the operational review, HM Passport Office has reassessed its business model and
redesigned its capacity and resilience strategy in preparation for the expected demand in 2015.

Annual Report and Accounts for the period 1 April — 30 September 2014 5
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Management commentary

HM Passport Office expects passport demand to continue to increase over the next year:

6.7 million domestic and overseas applications are forecast to be received in 2015. In order to
manage this continued increase in demand and restore public confidence in the quality of services
offered, HM Passport Office has reviewed its forecasting, workforce planning and contingency
arrangements in readiness for 2015. This will be achieved through a number of projects focusing
on applying the lessons learned from the summer.

HM Passport Office has identified five key areas where it will seek to strengthen its operations:

1.Forecasting and capacity planning

Having a reliable forecast is integral to ensuring the business can cope with demand. To

ensure there is confidence in forecasting, the model has been revised and tested to validate its
robustness. The workforce plan has also been revised in order to set capacity at a level to cope
with the expected demand the business will see over the coming years.

Developing capacity planning to allow for a greater variation from the forecast will mean that the
business can function normally for longer without having to implement contingency measures.
This will, in turn, reduce HM Passport Office’s exposure to risk. HM Passport Office is looking to
equip teams with a range of skills so that staff can be deployed flexibly to meet the demand in
different areas at any time.

2. Structure and governance planning

HM Passport Office has appointed a Chief Operating Officer (COO) to reinvigorate the
operations command of the business, and is looking to increase resilience, oversight and ensure
responsibilities and accountabilities are aligned.

The appointment of a COO adds a layer of operational control and improved governance to the
business. A strengthened command at the centre will provide an overview of daily operations,
and will enable contingency measures to be deployed effectively if demand steps outside of the
agreed variance.

3.Current process improvement

The increased demand during 2014 provided HM Passport Office with an opportunity to review
and improve processes to enhance business functions. Going forward, there will be a focus on
understanding processing times and setting productivity expectations, which will be used to
inform resource planning. HM Passport Office is also looking at how teams currently function
and assessing new ways of streamlining the passport process.

4.Customer service

HM Passport Office is committed to improving communications with customers, facilitating a
simple application process and enhancing customer contact during the application process.

5.Preparing for digital services

HM Passport Office is continuing to invest, commensurate with Home Office capital investment
plans, in its information systems and is working towards the Government’s digital agenda by
ensuring the services provided are as modern and flexible as possible.

Annual Report and Accounts for the period 1 April - 30 September 2014
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Shared services

HM Passport Office remains committed to the Civil Service Reform Plan. A key theme was for
government departments to make greater use of shared services, so that this becomes the
normal way to provide support for operational delivery. The intent is to do more together, more
efficiently, and more flexibly.

Early in May 2013, Ministers and the Home Office Executive Management Board agreed to move
to shared corporate services across the Home Office to reduce costs, and refocus resources on
the front line. Following a period of detailed planning, it was agreed that a number of HM Passport
Office functions would move across to the Home Office. At the end of October 2013 the finance,
estates, knowledge management and human resources functions, along with parts of both the
security and commercial areas, transferred to the Home Office. In doing so, significant emphasis
was placed on making sure staff were well informed and fairly treated, with nearly 200 people
moving to the Home Office.

The IT live service operations function was transferred to the Home Office at the end of March
2014. Since April 2014, the transition of functions to the Home Office has been embedded
successftully.

Performance

In 2013-14, HM Passport Office met and exceeded seven out of eight key performance indicators
(KPIs) covering operational delivery, customer service, employee engagement and value for
money, and came within 2% of meeting the counter-fraud KPI. For 2014-15, HM Passport

Office put in place a new public protection and counter-fraud strategy and a new way of
measuring the effectiveness of this activity. In addition to three new public protection KPlIs, the
remaining measures were realigned with public commitments to customers to ensure continued
improvement to overall performance.

For the six months to 30 September 2014, business activity was measured against the KPIs' in
the table on page 9. During this period, as a result of the increase in operational demand HM
Passport Office met only two of its KPls, is partially on track to meet one KPI, and failed to meet
seven of its KPls.

Throughout the reporting period, HM Passport Office maintained its focus on preventing fraud
and other potential criminal activity, resulting in the KPI of preventing the issue of passports to
people not eligible or entitled to them being exceeded at the mid-year point. As a consequence of
the contingency measures which were implemented across HM Passport Office, resources were
redeployed from the counter-fraud investigation teams. Whilst this did not negatively impact upon
the security of the passport operations?, there was an impact on the level of post issuance activity
undertaken to detect the number of genuine passports obtained by deception. The number of
fraudulently obtained genuine passports detected during the six-month period to 30 September
2014 is lower than the same period for 2013 and below the six-month target. However, once
contingency measures came to an end and fraud investigation teams returned to normal duties
fraud detection rates began to recover.

1 Due to the operational pressures encountered by HM Passport Office these indicators measures were not approved
by Ministers.

2 The overall number of frauds detected during the period to 30 September 2014 has increased in respect of both absolute
volumes and as a proportion of intake.

Annual Report and Accounts for the period 1 April — 30 September 2014 7
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Management commentary

The GRO met its operational KPI to measure performance against customer service commitments
for the delivery of certificates. Although demand was down 5.5% compared to the same period
for 2013, with 580,000 certificates dispatched during the reporting period, the achievement of
this KPI represents an improvement on overall performance compared to 2013 during a time
when a number of civil registration staff were redeployed to support passport operations during
the summer. In achieving this KPI, GRO completed 26,000 complex cases involving 52,000
transactions, received 159,000 phone calls from the public and the local registration service, and
processed 102,000 emails and letters.

8 Annual Report and Accounts for the period 1 April - 30 September 2014
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Management commentary

The high levels of passport demand experienced in the last quarter of 2013-14 continued into
the first quarter of 2014-15. The contingency measures that were introduced contributed to
ensuring the majority of customers received their passports when they needed them. However,
this sustained level of demand meant the level of service provided fell below HM Passport Office’s
target turnaround times. The feedback from the customer survey® conveyed the level of service
provided during this period of high demand fell below the required standards. Performance
against the turnaround KPIs has improved considerably during September and plans are in

place to ensure safe operational delivery in the second half of the year and to restore customers'
confidence in the speed and reliability of the services offered.

Financial summary

HM Passport Office’s principal activities are funded by the revenue generated from its passport
and certificate fees. Fees for passports and certificates are set to recover the full cost of providing
the service, in line with HM Treasury guidance. In addition to this, the Home Office funds

HM Passport Office in relation to its statutory services and capital programmes.

In 2013-14, the average unit cost of producing a passport for UK applicants was £57.71, while
the average unit cost in respect of overseas applicants was £129.04. For the six months to 30
September, the average cost of producing a passport has fallen to £57.47 for UK applicants and
£89.13 for overseas applicants. The continued fall in the average unit cost of processing passport
applications arises in spite of the increased demand experienced by HM Passport Office and

the associated additional costs, while the 31% decrease in the average unit cost of producing
passports for overseas applications supports the decision to repatriate this process.

The additional costs incurred in managing the increase in demand are outlined below:

e £483,000 paid to the Foreign and Commonwealth Office (FCO) in relation to the lost income
and additional costs incurred in processing emergency travel documents and 12-month
extensions. Of this figure, £46,000 was paid to the FCO in respect of the 482 emergency travel
documents that were issued to customers free of charge.

e 726,000 recharged to HM Passport Office by other areas of the Home Office in respect of the
additional overheads incurred in processing passport applications.

e £918,000 in respect of shipping extension stamps across the world in order to meet demand.

Conversely, in respect of HM Passport Office’s registration operations, there has been an increase
in the average unit cost for producing certificates to £10.87 compared to £10.44 in 2013-14. This
marginal increase has arisen due to a fall in demand for the civil registration services provided by
the GRO.

The costs of central corporate services are allocated to HM Passport Office’s activities through
a cost allocation process, which ensures the integrity of the separate funding streams. Note 2 to
the Accounts provides an analysis of the expenditure in respect of each of HM Passport Office’s
activities. Any overall surplus arising in the reporting period is remitted to the Home Office as
Consolidated Fund Extra Receipts (CFERSs), taking into account Home Office funding for

HM Passport Office’s statutory services and capital expenditure.

3 Customer survey conducted between March and June 2014.

10 Annual Report and Accounts for the period 1 April - 30 September 2014
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Management commentary

During the six months to 30 September, HM Passport Office made an overall surplus of

£42.3m on a turnover of £280.3m, representing an operating surplus margin of 15.1%. For the
corresponding period of 2013, a surplus of £50.7m* on a turnover of £260.6m° was generated,
representing an operating surplus margin of 19.5%. Despite the substantial increase in demand
during the period — which is reflected in the increase in revenue — the year-on-year decrease in
HM Passport Office’s operating surplus reflects the decrease in the overseas passport fees® along
with the increase in costs attributed to the contingency measures to help manage the increase in
demand. The surplus generated in 2013-14 for the year was £56.1m on a turnover of £448.7m,
representing an operating surplus margin of 12.5%. A breakdown of HM Passport Office’s income
and expenditure by operating segment is provided in note 2 of the Accounts.

In addition to this, HM Passport Office invested £2.2m in capital towards modernisation
programmes, and a further £0.2m of assets were brought into operational use. Details of non-
current assets held by HM Passport Office are contained within notes 7 and 8 of the Accounts.

The Home Office monitors performance in line with Government guidance on prompt payment.
During the period to 30 September 2014, HM Passport Office paid 99% of all invoices within
5 days (2013-14: 91%)°

Basis for preparing the Accounts

This Annual Report has been prepared in accordance with the 2014-15 Government Financial
Reporting Manual (FReM), and the Accounts contained herein have been prepared under a
direction issued by HM Treasury under section 7(2) of the Government Resources and Accounts
Act 2000.

Going concern

In line with the FReM, the Annual Report and Accounts for HM Passport Office has been prepared
as at 30 September 2014 on a going concern basis. Although HM Passport Office no longer
exists as an executive agency of the Home Office, its assets, liabilities and functions transferred

to the Home Office on 1 October 2014. As the operations and activities of HM Passport Office
continue as a directorate of the Home Office, it is appropriate to prepare the accounts on a going
concern basis.

People

During the summer, HM Passport Office experienced exceptional demand, resulting in increases
in the length of time taken to process applications. To manage the increase in demand,

HM Passport Office collaborated with other business areas across the Home Office and

provided training to employees in order to manage the number of applications being processed.
HM Passport Office is responding to expected increases in future demand by strengthening
operational resilience and capacity through the recruitment of fixed-term employees for part of
the year, the use of temporary and agency workers, the secondment of people with relevant skills
from commercial partners, and through the redeployment of previously trained staff from other
areas of the Home Office.

4 Figures as at 30 September 2013 are unaudited.

5 From April 2014, the passport fee for customers applying for a UK passport from overseas was reduced by £45.00 to
£83.00 for adults, by £28.50 to £53.00 for children, and by £63.50 to £91.00 for jumbo passports.

6 Figures reported in 2013-14 showed that HM Passport Office paid 94% of its invoices within 10 days.

Annual Report and Accounts for the period 1 April — 30 September 2014 1
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Management commentary

During the six-month period to 30 September 2014, HM Passport Office recruited 415 (12
months to 31 March 2014: 413) new employees, increasing the average full-time equivalent

(FTE) headcount to 3,576" (31 March 2014: 3,469). In addition, there have been 111 internal
promotions, demonstrating HM Passport Office’s commitment to investing in, nurturing and
developing internal talent. In line with HM Passport Office’s commitment to build resilience to meet
the increasing demand for passports and certificate services, plans are in place to have 3,244 FTE
employees working directly within these areas of the business.

HM Passport Office has continued to support staff in redeployment. The number of employees in
redeployment has decreased from four to three during the six months to 30 September 2014.

Below is an analysis of the number of persons of each gender employed by HM Passport Office
as at 30 September 2014.

| Male | Female | Total |

% %
Executive Board Members of HM Passport Office as at 6 85.7% 1 14.3% 7
30 September 20148

Senior managers® of HM Passport Office (other than - - - - -
employees who were directors of HM Passport Office)

All employees of HM Passport Office™ 1,371 36.4% 2,397 63.6% 3,768

Learning and development

Learning and development has focused on supporting frontline operations and passport
production. During the six months to 30 September 2014, 1,065 staff have received 27,340 hours
of training. Civil Service Learning (CSL) has provided generic and professional training through a
mixture of face to face classroom training, e-learning and “how-to” guides, as well as links to the
Civil Service Competency Framework.

As at 30 September, 189 people had enrolled on the Managing Fundamentals programme. This
course is targeted at new managers and provides a consistent approach to developing managers’
core skills through a clear framework, and provides access to structured and engaging learning.

HM Passport Office has continued to promote the Operational Delivery Profession, with learning
accessible through CSL. This has enabled 94 employees to undertake level 2 diplomas and 34
employees to undertake level 3 diplomas. In addition, 344 new employees have attended the
full 7.5 day nationality training course, and in response to the high level of passport demand a
two-day course was delivered to Home Office staff from outside passport operations, designed
to provide the skills required to process straightforward renewal applications. In total 554 people
received this training.

We have also appointed two qualified trainers who will deliver the accredited Fraud Managers and
Fraud Specialists training course, and this is helping to facilitate our public protection strategy.

7 Figures relate to the FTE headcount as at 30 September. Figures stated in note 3 of the Accounts reflect average FTE
during the year. Figures quoted represent permanent civil servants employed by HM Passport Office as at 30 September
2014, including part-year appointments and unpaid staff on career breaks, but excluding staff on secondment or loan, and
agency and temporary staff.

8 Does not include Paul Darling, Victoria Smith or Tyson Hepple. These directors are employees of the Home Office and are
consequently excluded from the HM Passport Office headcount.

9 Senior managers are defined as Pay Band 1 Senior Civil Servants (SCS) and higher. All SCS of HM Passport Office were
represented on the Executive Management Board at 30 September 2014.

10 Does not include those employees who have transferred to the Home Office as part of the Shared Services transition.
Based on headcount, not FTE.

12 Annual Report and Accounts for the period 1 April - 30 September 2014
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Management commentary

Environment

HM Passport Office is committed to achieving the Sustainable Development objectives of the
government’s Green Agenda and complying with relevant environmental legislation. In doing so,
HM Passport Office took steps to rationalise its carbon footprint and implemented programmes
to improve sustainable performance. This included the move to secure telephony, facilitating

a reduction in business travel, and the rationalisation of IT and printer provisions, resulting in a
decrease in energy usage.

Further information on how HM Passport Office worked towards its sustainability priorities can
be found in the Sustainability Report. HM Passport Office will continue to work towards these
objectives as well as those of the core Home Office.

Community

As part of the Home Office, HM Passport Office seeks to contribute to the communities in which
it operates and has historically supported employees in volunteering for a corporate responsibility
social activity. The Home Office as a whole encourages this by offering up to five working days a
year to work as a volunteer on a corporate social responsibility activity. More days are available
for our employees who undertake community work such as a special constable, a magistrate or a
school governor.

Health, safety and wellbeing

During the period to 30 September 2014, HM Passport Office continued to provide high quality
support to the health, safety and wellbeing of its employees. In April 2014 a comprehensive
annual health and safety report was submitted to the Management Board to reflect on the
previous year’s performance. The report advised the Board of actions planned for 2014, which
included the continued audit of health and safety implementation across business areas in HM
Passport Office, a full review of the Health, Safety and Wellbeing material on the HM Passport
Office Intranet, the revision of how wellbeing of staff is measured, and the delivery of a range of
training to ensure the continued professional development of HM Passport Office employees. As
at 30 September 2014, all of the actions prescribed in the report had been implemented.

HM Passport Office promoted and managed a range of health, safety and wellbeing activities
through a number of channels, and will continue to do so as part of the Home Office. This
includes the appointment of competent safety advisers in each geographical area with annual
events designed to assist their continued professional development, and accredited face-to-
face safety training for staff which includes courses by the Institution of Occupational Safety
and Health.

Employees of the Home Office have access to a range of services, including a mobile health
kiosk, online health checks, regular wellbeing newsletters and resilience training. Employees also
have access to support through an Employee Assistance Provider which offers an independent
and confidential counselling and support service free of charge.

Annual Report and Accounts for the period 1 April — 30 September 2014 13
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Health Management continued to provide occupational health services throughout the reporting
period. During the six months to 30 September 2014, 614 referrals were made, representing

a decrease of 2% on the corresponding period of 2013. In addition, the employee assistance
programme continues to offer a 24/7 service to staff across the Home Office, which was taken up
by 366 HM Passport Office employees.

The services offered to employees of HM Passport Office will continue to be available, and
management will continue to work with colleagues across the Home Office in maintaining the
standards required by the Health and Safety at Work Act 1974 and European Union regulations
relating to the health and safety of its employees, contractors and members of the public.

é\ﬁmx\;k\

Mark Sedwill
Home Office Permanent Secretary and Accounting Officer
19 March 2015

14 Annual Report and Accounts for the period 1 April - 30 September 2014

‘ ‘ 2903572 Book.indb 14 @ 23/03/2015 17:17‘ ‘



B [ [ [ ® . EEES

Management commentary

Corporate governance

This Annual Report includes a Governance Statement, which is supported by the work carried
out by the Home Office Internal Audit Unit (IAU). The work of the IAU is provided under a shared
service model, with a Service Level Agreement in place for the delivery of the service.

The Home Office IAU was represented on HM Passport Office’s Audit and Risk Assurance
Committee (ARAC) alongside the non-executive directors, the Chief Executive, and representatives
from finance, the Security and Risk team and the NAO. During the six months to 30 September
2014, the ARAC met on three occasions to oversee all audit and assurance work. From 1 October
2014, this will be overseen by the Home Office ARAC.

The external auditor of HM Passport Office was the Comptroller and Auditor General (C&AG),

who is supported by the National Audit Office (NAQO). The C&AG is an officer of the House of
Commons and is accountable to Parliament. The NAO has charged a notional fee of £105,000
(2013-14: £175,000) for the statutory audit carried out on this Annual Report and Accounts. There
has been no remuneration paid to the NAO in respect of any non-audit work.

At the time of publication of this Annual Report and Accounts, the Accounting Officer for
HM Passport Office is the Permanent Secretary of the Home Department. The Accounting Officer
believes that the C&AG and the NAO are aware of all relevant audit information. The Accounting
Officer has taken all the steps that he ought to have taken to make himself aware of any relevant
audit information needed to prepare the Annual Report and Accounts, and to establish that the
@ C&AG and the NAO are aware of that information. @&

All executive directors of HM Passport Office have given details of any significant interests which
may conflict with their management responsibilities, or declared that they have no such interests
during the reporting period. Full details of the members of the HM Passport Office Management
Board for the six months to 30 September 2014 are included within the Remuneration Report.

Financial risk

The cash requirements of HM Passport Office are met through a combination of the fees it
charges in respect of its passport and certificate income streams, and funding from the Home
Office in respect of Statutory registration and capital expenditure. Consequently, HM Passport
Office is not exposed to any material financial risk. Additional detail on HM Passport Office’s
exposure to financial risk is provided in note 9 of the Accounts.

Personal data related incidents

During the period to 30 September 2014, there have been no personal data related incidents
which required reporting to the Information Commissioner’s Office.
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Management commentary

Employee remuneration

HM Passport Office has continued to modernise the terms and conditions of its employees in line
with Civil Service Reform. The second phase has now been implemented and revised terms and
conditions will now apply to promotions and staff joining the Home Office from other Government
departments. Modernising terms and conditions supports the Home Office transformation agenda,
providing an employment package with greater long term sustainability.

Following the Home Secretary’s announcement on 26 September, formal negotiations have
commenced with the trade unions to work towards assimilating pay and related terms and
conditions for HM Passport Office staff with the rest of the Home Office.

Employees of HM Passport Office are members of one of five pension schemes provided through
the Civil Service pension arrangements — these are:

e Classic, Classic Plus and Premium, all of which are final salary pension schemes;
¢ Nuvos, a career average scheme; or

¢ the Partnership pension account, a money purchase stakeholder pension scheme with
significant employer contributions.

Comprehensive details of the various pension schemes available to employees are provided in the
Remuneration Report.

Staff engagement

HM Passport Office’s key performance indicator for employee satisfaction is based on the staff
engagement index, which measures the desire of people to speak highly of the organisation, to
stay and to strive for high performance.

In 2013 HM Passport Office achieved a rating of 60%. However, with a focus on supporting
operations during the summer, there has been limited opportunity for management to implement
actions which respond to the 2013 survey. HM Passport Office will continue to work with
colleagues across the Home Office to ensure actions are implemented in line with departmental
objectives. The 2014 survey took place in October; HM Passport Office achieved a rating of 59%
against a target of 62%.

Staff sickness

For the rolling 12-month period to 30 September 2014, the average number of days lost to sick
absence improved to 6.88 days (12 months to 31 March 2014: 7.15 days). During the reporting
period a new policy on sickness absence was introduced across the Home Office, with a greater
focus on employee wellbeing and encouraging managers to provide early support to prevent and
reduce sickness absence.
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Management commentary
Equality and diversity

HM Passport Office was committed to supporting the delivery of the Home Office Diversity
Strategy. HM Passport Office’s Equality and Diversity Action Plan embedded equality and diversity
in all of its activities and promoted equality, fairness and respect amongst employees, partners,
suppliers and customers, in line with the four aims of the Home Office Diversity Strategy:

e Managers at all levels demonstrate effective leadership and due regard to equality, diversity and
inclusion.

e Potential of under-represented groups developed to create a diverse, representative workforce
at all levels.

¢ An inclusive working environment where staff respect and value each other’s diversity.
e Services delivered in a way that promotes equality, and respects diversity and inclusion.

Work to deliver the strategy has included raising awareness of equality and diversity through
Diversity & Respect DVD workshops, Unconscious Bias and Diversity e-learning, promoting team
and individual dignity, and respect charters.

HM Passport Office Director level 'champions' have promoted and supported the work of the
staff networks, and Area/Directorate level Equality & Diversity Action Groups reinforce equality and
diversity at a local level. Independent Staff Contact Officers continue to listen to and sign-post
staff to available support services around Bullying, Harassment and Discrimination (BHD).

3 j\ﬁg <L 3

Mark Sedwill
Home Office Permanent Secretary and Accounting Officer
19 March 2015
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Statement of Accounting Officer’s
responsibilities

Under section 7(2) of the Government Resources and Accounts Act 2000, HM Treasury has
directed HM Passport Office to prepare for each financial year a Statement of Accounts in the
form and on the basis set out in the Accounts Direction. The accounts are prepared on an
accruals basis and must give a true and fair view of the state of affairs of HM Passport Office and
of its income and expenditure, changes in taxpayers’ equity and cash flows for the financial year.

In preparing the accounts, the Accounting Officer is required to comply with the requirements of
the FReM and in particular to:

observe the Accounts Direction issued by HM Treasury, including the relevant accounting and
disclosure requirements, and apply suitable accounting policies on a consistent basis;

make judgements and estimates on a reasonable basis;

state whether applicable accounting standards as set out in the FReM have been followed, and
disclose and explain any material departures in the Accounts; and

prepare the Accounts on a going concern basis.

As Accounting Officer for the Home Office, the Permanent Secretary for the Home Office has
® assumed the role of Accounting Officer for HM Passport Office. The responsibilities of an ®
Accounting Officer, including responsibility for the propriety and regularity of the public finances for
which the Accounting Officer is answerable, for keeping proper records and for safeguarding the
assets of HM Passport Office which transferred to the Home Office on 1 October 2014, are set
out in Managing Public Money published by the HM Treasury.
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Governance statement

Scope of responsibility

The Chief Executive, Paul Pugh, was Accounting Officer of HM Passport Office until 30
September 2014. In his role as Accounting Officer, the Chief Executive had responsibility for
maintaining a sound system of internal control to support the policies, aim and objectives of

HM Passport Office, whilst safeguarding the public funds and assets for which he was personally
accountable, in accordance with the responsibilities assigned to him in ‘Managing Public Money’,
by me, the Accounting Officer of the Home Office. Paul Pugh continues to act as Registrar
General for England and Wales.

On 26 September 2014, the Home Secretary announced that HM Passport Office would cease
to operate as an executive agency of the Home Office and would report directly to ministers with
effect from 1 October. At this date, accountability for the continuing functions of HM Passport
Office transferred to me as Accounting Officer of the Home Office.

This Governance Statement covers the six-month period to 30 September 2014.

HM Passport Office governance framework

During the six-month period to 30 September 2014, the Chief Executive was supported and
advised by the HM Passport Office Management Board in making informed decisions and
managing the risks to the delivery of passports and civil registration services. Attended by all
Executive Directors, three Non-Executive Directors and representatives from the Home Office,
the Management Board was responsible for setting the strategic direction of HM Passport Office
and approving the business plan, budget and strategic proposals for change. It also reviewed
operational performance using a comprehensive performance report that provided operational,
financial and commercial data measured against published performance targets and contractual
arrangements.

Throughout the reporting period a number of changes were made to strengthen the governance
framework, focussing on improving operational capability. These included:

¢ the appointment of a Chief Operating Officer;
e an independent review of the passport forecast model; and

¢ the implementation of recommendations from review of the passport operating model.

The Management Board met five times during the six-month period to 30 September 2014, and
continues to oversee the operations of HM Passport Office. Details of attendance are provided
on page 20.
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Director Number of meetings
attended

Paul Pugh
Eric Gregory
Isobel Sharp
Bill Morris

Philip Astle
(from 4 August)

lan Forster

lan Martin (until 31 May)
Shane Bryans

Andrew Dent

Deborah Chittenden
Paul Darling

Jane Carwardine
(until 5 May)

Andrea Williams-McKenzie

(6 May to 2 September)

Victoria Smith
(from 26 August)

Brad Day (from 1 June)
Tyson Hepple

Chief Executive

Non-executive director
Non-executive director
Non-executive director

Chief Operating Officer

Director of Operational Services (until 1 June); Director of
Production, Planning and Counter-Fraud (from 2 June)

Director of Production, Planning and Counter-Fraud
Director of Customer Services and Policy

Director of Civil Registration

Director of Organisational Transformation

Director of Finance for HM Passport Office and UK Visas and
Immigration

Director of Human Resources and Organisational
Development

Director of Human Resources for HM Passport Office and
UK Visas and Immigration

Director of Human Resources for HM Passport Office and
UK Visas and Immigration

Interim Director of Operational Services

Home Office Director of International Criminality & Extradition

5 out of 5
5 out of 5
5 out of 5
4 out of 5

1 out of 1"

5 out of 5

2 out of 21112
3 out of 5
5 out of 5
5 out of 5
5 out of 5

1 out of 1"

2 out of 3"

0 out of 1

3 out of 3"
3 out of 5

11 Philip Astle, lan Martin, Jane Carwardine, Andrea Williams-McKenzie, Victoria Smith and Brad Day were not executive
directors for the entire reporting period, therefore were not required to attend all Management Board meetings which

were held.

12 lan Martin also attended the July Management Board meeting.

In addition to the Management Board, the following forums made up the governance structure of

HM Passport Office:

e The Senior Leadership team

The Senior Leadership team comprised of the executive directors of HM Passport Office and
met at least weekly, and often more frequently according to business need, to discuss key
operational issues affecting HM Passport Office. On occasions these meetings were also
attended by representatives of the Home Office in respect of wider departmental issues.

e The HM Passport Office Audit Risk and Assurance Committee (ARAC)

The HM Passport Office ARAC comprised of the three non-executive directors, and was
attended by the Chief Executive and representatives from Finance, the Home Office Internal
Audit Unit, the HM Passport Office Security and Risk team and the National Audit Office. The
Committee reviewed risk management, finance and internal controls, ensuring that HM Passport
Office worked with appropriate and proportionate controls in place. The Committee, supported
by a series of agreed internal and external audits, advised on the level of assurance that

HM Passport Office reported to the Home Office and to the public about the effectiveness with
which the funds delegated were used.
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Governance statement

The membership and functions of the Committee were in accordance with Cabinet Office
guidance on codes of practice for Board members of Public Bodies and HM Treasury’s
Audit Committee handbook. The chair of the Committee was also a member of the
Home Office ARAC.

The ARAC met on three occasions during the reporting period.

* The Home Office Executive Management Board

HM Passport Office was represented on the Home Office Executive Management Board by

the Home Office Director General of International and Immigration Policy. This ensured that key
issues relating to HM Passport Office were escalated in a timely manner. HM Passport Office is
now represented on the Home Office Executive Management Board by the Director General for
HM Passport Office.

e The Home Office Risk and Safety Committee

The Home Office Risk and Safety Committee provides the Home Office Executive Management
Board with advice on the key risks that it should consider for escalation to the corporate

risk register. The Committee was attended by the Senior Information Risk Owner or senior
management representatives on a quarterly basis to provide updates on the management of
key risks within HM Passport Office.

Nominations and Governance Committee

The requirements of the Corporate Governance Code of Conduct in relation to the role of a
nominations committee are discharged by the Home Office’s Nomination and Governance
® Committee (NGC), whose remit also extends to the HM Passport Office. The NGC comprises @
two non-executive Home Office Supervisory Board members, the Permanent Secretary, the Chief
Operating Officer and the Director General of Human Resources. Further detail of the NGC is
provided in the Home Office Annual Report and Accounts.

Risk management

The risk management policy of HM Passport Office was aligned to that of the Home Office, with
the HM Passport Office Management Board responsible in the first instance for maintaining a
flexible and scalable risk process that covers all business areas. This includes monitoring and
managing risks with clear ownership, timely management of data and appropriate governance.

The risk team conducted reviews with the senior management of each function to ensure that
key risks were captured, mitigations were in place, and progress monitored, with risks escalated
or retired as appropriate. This functional process fed into monthly reviews by the Management
Board of the highest risks, and quarterly in-depth reviews of specific risk areas. The ARAC also
regularly reviewed the management of risk and risk policy to provide assurance on the adequacy
of processes and controls.

During the reporting period the risk profile of HM Passport Office changed significantly. Having
navigated through a period of high inherent risk attributable to the implementation of AMS and
the repatriation of processing applications from overseas, weaknesses in the operational control
framework and management information exposed limitations in the processing of passport
applications. The forecast model used by HM Passport Office to match and deploy its resources
against demand had, in retrospect, not been accurate.
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Governance statement

As this was a key control for monitoring operational risk, this resulted in a significantly higher
number of applications being received than planned during the period of peak demand. This led
to services not being delivered within the published customer service timeframes, and contributed
to HM Passport Office failing to meet demand and maintain the high level of customer satisfaction
it had previously achieved. In response, the HM Passport Office Management Board implemented
a number of interventions to limit further exposure to risks affecting the delivery of passport
services and enabled operational areas to focus on delivering key services whilst maintaining
delivery of those areas of the change programme that also support this aim.

Risks faced by HM Passport Office

The implications of the repatriation of overseas passport application processing and the
unexpected high demand for passports have required the management of a number of significant
risks during the reporting period. These include:

* managing passport services through a period of exceptionally high demand whilst maintaining
security standards;

e managing the impact the exceptionally high demand has had on HM Passport Office’s ability to
meet published customer service standards;

e developing the service that has been introduced for international customers and stakeholders
so it will meet their expectations;

e meeting a challenging timetable of policy proposals to modernise the Civil Registration service;
and

e ensuring that the systems and processes on which services rely are as robust as possible.

Mitigating actions have been agreed for each of these risks by the HM Passport Office
Management Board to ensure that any issues have minimal impact. The risk register will continue
to be monitored by the Board, and reported to the Home Office Executive Management Board by
the Director General for HM Passport Office.

Key events during the reporting period

Inaccuracies within the passport forecasting model meant that HM Passport Office was under-
resourced and without the necessary levels of flexible contingency to foresee and manage the
early high demand experienced. The volume of applications received by HM Passport Office
reached exceptional levels. At its peak, the number of passport applications awaiting assessment
was 546,000; at 30 September 2014 the number of passport applications awaiting assessment
had fallen to 66,000.

This issue was compounded by difficulties in obtaining skilled contingent labour at short notice to
manage intake through the period. As a result, HM Passport Office failed to meet key customer
targets. Publicity surrounding the operational position compounded the issue by further increasing
demand as customers submitted applications earlier than expected and customer-service
enquiries escalated, further stretching the operational and support functions. The management

of this issue required HM Passport Office to escalate a number of mitigations and operational
interventions for Ministerial approval:

e UK passport holders living overseas were offered the option to extend their passport for
12 months.
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Governance statement

e Parents or guardians of children living overseas who wished to travel to the UK were able to
apply for an emergency travel document free of charge in place of a new or renewed passport
for their children.

e Passport applications from customers travelling within seven days and which had exceeded
published turnaround times were expedited.

e Staff were seconded in from other areas of HM Passport Office and the wider Home Office and
given training on how to process passport applications. This provided HM Passport Office with
increased capacity to handle the increasing volumes of applications being received.

e Management incentivised staff by offering overtime. By increasing the amount of time available
in which to process applications, staff were able to increase the volume of passports issued.

e Temporary workers were employed to provide additional support for existing staff, while
ensuring that HM Passport Office’s other functions continued to operate.

e Additional staff were deployed to the MP Hotline in order to respond to MPs’ queries and
escalate customers’ applications where necessary.

These interventions, coupled with the determination and flexibility of staff and additional resource
provided by other parts of the Home Office, enabled the service to be delivered, albeit in many
cases outside the delivery target.

During this period, the Home Secretary commissioned an operational review to ensure that

HM Passport Office operates as efficiently as possible, with better processes, better customer
service and better outcomes; and a review of HM Passport Office’s Agency status, which
considered whether alternative accountability and management arrangements would have meant
the situation over the spring/summer could have been avoided. A subsequent independent
review of the passport production forecast model was undertaken to establish where operational
improvements could be made.

Following the reviews, the Home Secretary announced that HM Passport Office would cease to
operate as an executive agency of the Home Office and would report directly to Ministers with
effect from 1 October 2014. Following this decision, and in response to the recommendations
made in the independent reviews, the following actions have been implemented:

e The post of Director General for HM Passport Office has been created, to replace the role
of Chief Executive. The Director General will be a member of the Home Office Executive
Management Board, which will result in greater accountability to the Home Office, Ministers,
and the public. As at the date of publication, Tyson Hepple is acting Director General for
HM Passport Office.

¢ A Chief Operating Officer (COQO) has been appointed, which will provide an additional layer
of operational control and improved governance to the business. The COO is responsible for
overseeing five new operational commands: UK passport operations, International passport
operations, customer and digital services, public protection, and national operations.

e Additional operational staff have been recruited and trained with a view to working flexibly
across HM Passport Office, enhancing the resilience of the workforce during periods of
seasonal demand.

e Operational processes have been improved by reviewing the use and functionality of existing
IT systems and enhancing productivity which will facilitate an increase in capacity.

¢ The forecasting model has been revised and tested to ensure that it is fit for purpose.

By implementing these changes, HM Passport Office has a more robust framework in place to
mitigate the risk of similar issues occurring.
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Financial management

HM Passport Office’s key function is to provide passport and civil registration services to the
public. In delivering these services, fees are set to fully recover costs, with the exception of
statutory registration services which are funded by the Home Office. During the six-month

period to 30 September 2014, the unit cost of processing passports continued to fall, in spite

of the additional costs attributable to the contingency resource used during the summer peak.
Furthermore, the 31% decrease in the unit cost for producing passports for overseas applicants
supports the decision to repatriate this process and generate substantial savings to the taxpayer.

To ensure effective financial management, HM Passport Office carried out monthly reviews with
each director and this is reported to the Management Board. Also, we are fully engaged with the
finance shared service functions, roles, relationship and controls that facilitate financial reporting
and accounting processes.

Information management

The processes and systems that were in place across HM Passport Office were developed and
implemented in line with government standards and accredited on an annual basis. The integrity
of the systems HM Passport Office continues to manage is paramount in maintaining the trusted
and secure relationship with the public. Access to the information held by HM Passport Office is
limited to only those persons who are entitled to, and need, it. HM Passport Office will continue to
work closely with its strategic partners and service providers to ensure that the high standards set
are maintained and that the systems and services they provide are reliable, enabling HM Passport
Office to deliver to its agreed standards.

HM Passport Office shares its data with a range of public and private sector organisations

to support crime prevention and identity verification. Where data is shared memoranda of
understanding are available to ensure appropriate monitoring and oversight is in place, over the
reporting period HM Passport Office has continued to review and refine the monitoring and
incident reporting processes.

HM Passport Office adheres to the requirements of the cross-government Information
Management Maturity Model (One3M). HM Passport Office met the departmental target of
achieving a level 3 maturity rating against the One3M by the end of financial year 2013/14,
and will continue to work with the Home Office to maintain this level of excellence.

Evaluation of Board effectiveness

As part of the annual review of the Board’s effectiveness, a non-executive director provided

an assessment of the Management Board in April 2014, noting that it had been effective in

setting the long term strategic direction for HM Passport Office, with good focus on the change
landscape and wider stakeholder issues, and that the structure and agendas over the period met
with HM Passport Office Governance Framework terms of reference which, in turn, complied with
standards set out in The Corporate Governance Code of Conduct. One of the lessons learned
from managing the high level of demand during this period was that the Board needed more up to
date and forward looking data. By the end of this period, significant changes had been made to
the data considered by the Board, aiding its future effectiveness.
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Future governance

On 1 October 2014, the accountability of the ongoing operations of HM Passport Office
transferred to me as Accounting Officer of the Home Office, and the Chief Executive remained
Head of HM Passport Office until the appointment of an acting Director General of HM Passport
Office on 10 November.

To maintain a robust governance framework, the HM Passport Office Management Board will
continue to manage the delivery of passport and civil registration services with oversight from the
Director General for Passports and the Home Office Executive Management Board. In addition, the
functions and responsibilities of the HM Passport Office ARAC will transfer to the Home Office ARAC.

The Chief Executive, before transferring to another role, ensured an orderly transition of
accountability, and all relevant information has been transferred to the Home Office in order to
facilitate this transition.

Conclusion

The Home Office IAU carries out a programme of work focused on the key risks facing the
organisation, and the governance arrangements in place across HM Passport Office. In 2013-
14, the IAU drew attention to the existence of issues surrounding compliance, and identified
opportunities for improving efficiency in the processing of passport applications. In the intervening
period, HM Passport Office has encountered further challenges which limited management’s ability
to implement changes and highlighted further weaknesses which were reported in the subsequent
reviews. It is for these reasons that IAU has issued an opinion of low assurance for the six-month
® period to 30 September 2014, ®

The challenges and risks that have been managed over the reporting period have tested risk
management, assurance and control frameworks. Where their effectiveness has been challenged,
management has escalated and responded with proportionate action plans designed to reduce
the risks to an acceptable level, both within the reporting period and for future mitigation. By

the end of this period, the HM Passport Office Board had significantly recast the management
information it reviewed, ensuring that, going forward, it has the right tools to be fully effective in
managing the business.

The change in the organisational status of HM Passport Office with effect from 1 October 2014
provided an opportunity to reflect on the governance within HM Passport Office and take specific
steps to strengthen this in line with the findings of the recent reviews.

It will take some time to assess the full implications of the change in organisational status for

HM Passport Office and its integration within the core Home Office. Until a permanent Director
General is appointed, interim changes will be made to the governance structure to reflect that of
other business areas within the Home Office, whilst maintaining a level of independent scrutiny to
provide assurance that HM Passport Office continues to deploy its resources and assets in line
with the Cabinet Office Code of Good Conduct.

@J\ﬁm&r\;k\

Mark Sedwill
Home Office Permanent Secretary and Accounting Officer
19 March 2015
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Remuneration Report

In accordance with the FReM, the Remuneration Report has been prepared for the period

1 April 2014 to 30 September 2014. The objective of the Remuneration Report is to disclose in
full all information about senior staff in accordance with the Companies’ Act 1985 as interpreted
for the public sector. Senior staff have been defined as members of the HM Passport Office
Management Board and its non-executive directors. Further details on other staff, including costs,
can be found in note 3 to the Accounts.

Remuneration policy

HM Passport Office employees hold substantive Civil Service contracts. Appointments may be
terminated in accordance with the Civil Service Management Code.

The arrangements for senior civil service pay and reward are determined centrally by the Cabinet
Office following recommendations from the independent Senior Salaries Review Body (SSRB).
Further information about the work of the Review Body can be found at www.gov.uk/government/
organisations/review-body-on-senior-salaries.

The Permanent Secretary to the Home Office has delegated authority to create/abolish posts or
change the mix of grades of Home Office Senior Civil Servants (SCS).

Remuneration committee

Performance pay of HM Passport Office SCS members is determined by the Home Office
Remuneration Committee. The Home Office Remuneration Committee work to Cabinet Office
guidelines to determine the amount of consolidated and non-consolidated performance related
pay for the SCS within the Home Office.

The assessment and review of performance for the SCS is based on individual performance
and the relative assessment of the individual against their peers. Individuals are ranked in three
performance groups in each pay band:

e Group 1 - Top 25% of performers;
e Group 2 — Achieving 65% of performers;
e Group 3 — Low 10% of performers.

For the 2013-14 performance year, SCS assessed in Group 1 were eligible for a non-

consolidated performance payment. Bonus payments for the 2013-14 performance year were
paid in July 2014.
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Remuneration Report

Service contracts

The Constitutional Reform and Governance Act 2010 require Civil Service appointments to be
made on merit on the basis of fair and open competition. The Recruitment Principles published
by the Civil Service Commission specify the circumstances when appointments may be made
otherwise.

Unless stated, the officials covered by this report hold appointments which are open-ended. Early
termination, other than for misconduct, would result in the individual receiving compensation as
set out in the Civil Service Compensation Scheme.

During the period to 30 September 2014, HM Passport Office made no salary or compensation
payments to past senior managers for loss of office. Further information about the work of the
Civil Service Commissioners can be found at www.civilservicecommissioners.gov.uk

The Management Board

HM Passport Office operated a Governance Framework that outlined the processes by which the
organisation is managed. The most senior body is the Management Board which advised and
supported the Chief Executive on setting the strategy and direction of HM Passport Office.

The Management Board approves the annual and longer-term business plans, conducts quarterly
reviews of overall performance, and considers the impact of cross-government change initiatives
upon the HM Passport Office, and approves strategic proposals that will enhance performance.

The Management Board for the six-month period to 30 September 2014 comprised the Chief @
® Executive and all executive directors (the senior leadership team), and three non-executive board

members. It is the senior leadership team which was regarded as the main decision makers in

HM Passport Office, and they operated as such throughout the reporting period. The executive

members of the Management Board are listed in the salary and pension analysis on page 36

onwards.

Non-executive directors

Independent non-executive directors of the HM Passport Office Management Board were
recruited through fair and open competition and were appointed by the Permanent Secretary of
Home Office. The appointment of non-executive directors was for an initial period of three years
with an option to extend for a further three years.

Non-executive director Start date

Eric Gregory 1 July 2011
Bill Morris 10 February 2014
Isobel Sharp 18 February 2014

On 30 September 2014, HM Passport Office ceased to operate as a separate entity.
Consequently, the formal role of a non-executive director for the purposes of the Remuneration
Report also ceased to exist. However, Isobel Sharp, Eric Gregory and Bill Morris continue

to provide advisory support in a non-executive capacity to the HM Passport Office senior
leadership team.
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Salary and benefits in kind

The tables on pages 30-35 give details of all individuals who have acted as a member of the
senior management team during the period. Salary includes gross salary, performance pay or
bonuses, overtime, reserved rights to London weighting or London allowances, recruitment and
retention allowances, and any other allowance to the extent that it is subject to UK taxation.

The monetary value of benefits in kind covers any benefits provided by the employer, and are
treated by HM Revenue and Customs as a taxable emolument. There were no non-cash benefits
in kind.

Civil Service pensions

Pension benefits are provided through the Civil Service pension arrangements. From 30 July 2007,
civil servants may be in one of four defined benefit schemes:

e Either a final salary scheme (classic, premium or classic plus); or

e A whole career scheme (nuvos).

These statutory arrangements are unfunded, with the cost of benefits met by monies voted by
Parliament each year.

Pensions payable under classic, premium, classic plus and nuvos are increased annually in
line with Pensions Increase legislation. Members joining from October 2002 may opt for either
the appropriate defined benefit arrangement, or a ‘money purchase’ stakeholder pension with a
significant employer contribution (partnership pension account).

Employee contributions are salary related and range between:

e 1.5% to 6.25% of pensionable earnings for classic; and
* 3.5% to 8.5% for premium, classic plus and nuvos.

Benefits in classic accrue at the rate of 1/80th of final pensionable earnings for each year of
service. In addition, a lump sum equivalent to three years’ initial pension is payable on retirement.

For premium, benefits accrue at the rate of 1/60th of final pensionable earnings for each year of
service. Unlike classic, there is no automatic lump sum.

Classic plus is essentially a hybrid, with benefits for service before 1 October 2002 calculated
broadly as per classic and benefits for service from October 2002 worked out as in premium.

In nuvos a member builds up a pension based on his pensionable earnings during their period
of scheme membership. At the end of the scheme year (31 March) the member’s earned pension
account is credited with 2.3% of their pensionable earnings in that scheme year, and the accrued
pension is up-rated in line with Pensions Increase legislation. In all cases members may opt to
give up (commute) pension for a lump sum up to the limits set by the Finance Act 2004.
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The partnership pension account is a stakeholder pension arrangement. The employer makes
a basic contribution of between 3% and 12.5% (depending on the age of the member) into

a stakeholder pension product chosen by the employee from a panel of three providers. The
employee does not have to contribute, but where they do make contributions the employer

will match these up to a limit of 3% of pensionable salary (in addition to the employer’s basic
contribution). Employers also contribute a further 0.8% of pensionable salary to cover the cost of
centrally-provided risk benefit cover (death in service and ill health retirement).

The accrued pension quoted is the pension the member is entitled to receive when they reach
pension age, or immediately on ceasing to be an active member of the scheme if they are already
at, or over, pension age. Pension age is 60 for members of classic, premium and classic plus,
and 65 for members of nuvos.

Further details about the Civil Service pension arrangements can be found at the website
www.Civilservice.gov.uk/my-civil-service/pensions/index.aspx.

Cash equivalent transfer values (CETV)

CETV is the actuarially assessed capitalised value of the pension scheme benefits accrued by a
member at a particular point in time. The benefits valued are the member’s accrued benefits and
any contingent spouse’s pension payable from the scheme.

A CETV is a payment made by a pension scheme, an arrangement to secure pension benefits in
another pension scheme, or an arrangement when the member leaves a scheme and chooses
to transfer the benefits accrued in their former scheme. The pension figures shown relate to
the benefits that the individual has accrued as a consequence of their total membership of the
® pension scheme, not just their service in a senior capacity to which disclosure applies. ®

The figures include the value of any pension benefit in another scheme, and any arrangement
the member has transferred to their Civil Service pension arrangements. They also include any
pension benefit accrued to the member as a result of their buying additional pension benefits at
their own cost. CETVs are worked out in accordance with The Occupational Pension Schemes
(Transfer Values) (Amendment) Regulations 2008. They do not take account of any actual or
potential reduction to benefits resulting from Lifetime Allowance Tax which may be due when
pension benefits are taken.

Real increase in CETV

This reflects the increase in CETV that is funded by the employer. It does not include the increase
in accrued pension due to inflation or contributions paid by the employee (including the value of
any benefits transferred from another pension scheme or arrangement), and uses common market
valuation factors for the start and end of the period. Where the individual was not in post for the
full year, the CETV at 31 March 2014 represents the value as at their start date, and the CETV at
30 September 2014 represents the value as at their end date.

Value of pension benefits

This reflects the total value of the pension. This is calculated as the real increase in the pension
multiplied by 20, plus the real increase in any lump sum, less any contributions made by the member.

The real increases exclude increases due to inflation, or any increase or decrease due to a transfer
of pension rights.

Annual Report and Accounts for the period 1 April — 30 September 2014 29

‘ ‘ 2903572 Book.indb 29 @ 23/03/2015 17:17‘ ‘



Remuneration Report

GG-0S

Oov-g¢

e/l

SL-0t

00}-S6

Oov-G€

e/

Gcl-0ctk

s[elol

(G-0)
L 0
4 0
e/ e/
e/ 0
0 0
8 0
e/ e/u
Gc 0

SHjsusq
uoisuad
JO anjep

sjuswAed
shuog

000.3
V10 JelN L€

(G2-02)
0S-G¥

(08-G2)
Ge-08

e/
(0G-G%)
SL-0k

00}-S6

(52-02)
Ge-0¢

e/

S0 L-00}

(9 pue |
S9lOU 998)

Aejeg

(s1ex0elq Ul pauodal si Arefes 1usjeAinba JeaA |} ayl YesA eyl JO Led Jo) paaIas AJUO sey [enplAIpul Ue a1aypn)

Sv-0F

0S-S¥

G¢-0¢

G¢-0¢

0G-Sv

0S-S¥

0g-G¢

04-99

s[elol

Ol

B/u

e/u

e/u

ch

9l

SHjsusq
uoisuad
JO anfep

sjuswAed
snuog

(G2-02)
07-G¢

(08-G2)
0v-G§

(G2-02)
G2-02

(0G-G%)
G2-02

(00+-56)
0S-St7

(08-52)
0r-G¢

(S0L-001)
02-Gh

(S0L-001)
GG-0G

(1 @10U 98S)

Aeeg

(v1og

aunP g WoJj) pneld Jayunon
% Buiuue|d ‘uononpold Jo
J1030011Q (7 1.0g BunpP | [1un)
SEIVES

[euoleladQ 40 4010811

uonensiBay (1D JO 101081

(71LOg ounp | woy)
S9OINBS

[euonesadQ Jo Jo10aiiq WU

90UBUI4 JO J01081I]

uonewojsuel |
[euonesiueBIQO JO J0108lI(

Aoljod pue seodines
Jawioisny Jo Jo108iIq

(710g Isnbny 7 woly)
J9oWO Bureledo JeIuo
SENEIV

pue pue|bug I0} [eJousL)
Jensibay 9 aAINdeX3 JelyD

SLL qor

(payipne) y1L0g 1oquiardas og
1e se pieog juawabeuey 221140 Hodssed INH @Yl JO siaquiawl J0j puly ul syjauaq pue Alejes

J8}s104 ue|

jusg maipuy

12 Keq peig

¢ Buieq |ned

g uspuspIy) yeiogaQ

suelug aueys

apsy diyd

ybnd |neqd

sweN yels Joluss

Annual Report and Accounts for the period 1 April - 30 September 2014

30

23/03/2015 17:17‘ ‘

2903572 Book.indb 30



Remuneration Report

g-0

g-0

0c-G}t

e/l

s|ejol

e/u

e/u

B/u

e/u

SHjausq
uoisuad
JO anfep

e/u

e/u

e/u

e/

sjuswAed
snuog

000.3

v10¢ fe|N LE

(0z-G1) 5-0

(0z-S1) 5-0

0c-G}t

e/l

(9 pue |
SO)]0U 99S)
Aejes

g-0

s|ejol

B/

B/u

B/u

e/u

SHjausq
uoisuad
JO anfep

e/

e/u

e/u

sjuswAed
snuog

000.3
SL-¥102

(g2-02)
SL-0k

(0z-G1)
0L-S
(02-G1)
0k-G

(0G-S%)

g-0

(1 @10U 208)
Aejes

(7 L0g Asenugeq g1 wouy)
J0O}08IIP SAIINJ8XS-UON

(7102 Areniged O} wouy)
JO108JIP SAIINO8X8-UON

JO}08JIP SAIINO8X8-UON
(7 10z 18NBNY 9 Woy)
800

vodssed INH 8 IAYN 40}
10108JI(] $92IN0SeY UBWINH

Sl qor

dieys |19qosj

SLIOI li'd

Aobain oug

UHws eLOIdIA

awieN Yels Joluss

31

Annual Report and Accounts for the period 1 April — 30 September 2014

23/03/2015 17:17‘ ‘

2903572 Book.indb 31



Remuneration Report

e/u

e/u

e/u

e/

000.3

SJ0}0B} JUBWIISOAUI
19)4ew ul sabueyo
pue uoijejjui Joy
juswisnipe iaye
AL3D ul (9seasoop)

e/u

99¢

06

e/u

e/u

e/u

(0614

781

88

0003
¥10g Jequieidas og
¥e AL3D

e/u

&7

99y

e/u

e/u

e/

eiel%

6L}

ge8

000.3

¥102

yore Lg 1e (AL39D)
anjep Jajsuel]
jusjeAinb3 ysen

e/u

Gv-0f
wns dwn
SL-0k
06-98
wns dwn
08-9¢

e/u

e/u

e/u

G8-08
wns dwn
0e-G¢

0

wns dwn
GL-OF
G8-08
wns dwn
0G-G¥

000.3
wns

dwn| pajejas pue
¥10g Joquiaydas og
1e 09 abe je uoisuad
panidoe [ejol

(7 L0z 18nbBNy

e/ 9g WOJ}) $82IN0SayY UewnH 4O J030aid UNWS BLODIA
(v1ozg
G20 aunp g Wwouj) pnel4 Jeyuno) g Buluueld
wns dwnT ‘UoIdONPOId JO 401081l (7 LOZ BuNp | [1un)
G20 S80INBS [euoiiesadQ Jo Jojoalg J19]S104 ug|
G'c0
wns dwn
G'c0 uopessibay IND 4O Joyoaud jusg maipuy
(7102 sunp | wod)
e/ S80IAIBS [euoliesed( o Jojoaliq Wieu| Aeq peig
90O
e/ podssed |AH % IAMN @oueul JO J0108iIq Buipeq |ned
uspusiiyo
e/ UONEBWIOJSUEI| [euoieSIUEBIQ JO J0j0alIg yeiogaq
gco
wns dwn
G'z2-0 A21|0d pUB S82IAIBS Jawol1sny Jo Jojoalig suelug aueys
0
wns dwn (7 LOZ 1sNBNY {7 WoJy)
g0 JooIO Buiesedo JeIuo apsy diud
G'¢0
wns dwn S9leMA pue puebug
G'2-0 JO} [eJausy) Jensibay 9 8ANNeXT 8IuD ybnd |ned

000.3
wns

dwn| pajejai pue

09 ab6e je uoisuad

ul (@seauo9p) aweN
/aseaiou] |eay |l qor }je1s Joluas

(peupne) 102
Jaquialdasg Q¢ 1k se pieog uawabeuey 221140 Hodssed INH @Y1 JO siaquiawl J0j S}jauag uoisudad

Annual Report and Accounts for the period 1 April - 30 September 2014

32

23/03/2015 17:17‘ ‘

2903572 Book.indb 32



Remuneration Report

e/u

e/
e/

000.3

SJ010B} JUBWIISAAUI
19)ew ul sabueyo
pue uoijejjui 4oy
juawisnipe Jaye
AL3D ul (seasosp)
/aseaioul |eay

e/ e/
e/ e/l
e/ e/l

000.3

v10¢c
000.3 yoley L e (A139)
¥102 Jeaquerdesg og | enjep Jeysuesr
1’ A13D jusleainb ysen

e/u

e/

e/

000.3
wns

dwn| pajejai pue

¥ 10z Jequisidas 0og
1e 09 abe je uoisuad
paniooe [ejol

e/u

e/l

e/l

000.3
wns

dwn| pajejai pue
09 abe je uoisuad
ul (eseauo9p)
/aseaioul |eay

(7 L0z Areniged g wosy)

J0108JIP BAIINDOXS-UON dieys [oqosj
(71L0g Areniged 0} wou)

J0108JIP BAIINDOXS-UON SLIO 11ig

J0108.IP BAIINOBXS-UON Aiobain oug

awepN
apuL qop ye1s Jojuag

33

Annual Report and Accounts for the period 1 April — 30 September 2014

23/03/2015 17:17‘ ‘

2903572 Book.indb 33



Remuneration Report

V/N

V/N V/N
08-92 4 S-0
O -SEL 8¢ 0

siyauaq
uoisuad sjuswAed
s|elol Jo anjep snuog

000.3
v10c JelN LE

V/N

04-99

SLL-OkE

(9 pue |
S9)OU 998)

Aejeg

(g2-02)
SL-0k

(02-99)
SL-0k

(GLE-OF1)
Gz-02

s[eloL

e/

sSHjsusq
uoisuad
JO anfep

sjuswAed
snuog

000.3
S1-¥102

(G2-02) (7 10z Jequeldes ¢ [aun SIZUSMON
GL-0} Kel\ 9 WOl S82IN0SayY UelUNH JO JOloallq  -SWeI|IA Baipuy
(710z AeN Lg [nun)
(0£-99) PNEI4-I93unoD)
SL-0l pue uonoNpPoid ‘buluue|d 4o Jo1aiq UlJeN ue|
(710g AelN G [un)
(SEL-OFL) 1uswidojens( [euonesiuebio
02-GI PUB S82IN0S8yY UewNnH O J0108li(] ~ eulpiemies) auep

(9 pue |
S9)0OU 998)

Aepeg

aweN
Sl qor 3elS Joluss

(paupnNe) 1102 19quieydeg Og 210499 dy}

o] oym pieog juswabeuep 20130 Hodssed INH @Y1 JO SJaquuiawi o) puj Ul }1jauaq pue salejes

Annual Report and Accounts for the period 1 April - 30 September 2014

34

23/03/2015 17:17‘ ‘

2903572 Book.indb 34



Remuneration Report

*(0093) SO [lig PUe (001 €3) BNL duuy (002 23) Aobais oug (00g ' ¥3) Yould 1euer sweq -0z Buunp puiy ul syjeueq paAeos.

pJeog juswabeue| 2010 Yodssed |NH U3 JO siequiawl Buimo|o) Y] “|Iu SI8Ul0 IV "00 L L3 - dieys 19gos| ‘00S° L3 - A1oBais) o1 0013 1Se4eau 8y} O} puly Ul siijeusq sepnjoul Alees 9
¥ 1L-€10g Ul Jaquisw 99111WWO0D Jipne se asealoul [joJAed Jay 01 sajejal 18yl 0853 papn|oul dieys |oqos| o} pied Aees °g
"000°G3 01 palunowe awasyos oy} 0} pled suoinguuod askojdws pue Jokojdws [ei101 oy} pue awsayos uoisuad diysisuped e Jo Jaquiaw e s| Aeq pelg v
"SJUN0DOE 9210 SWOH By} UIYIM Ulewas S}soo uoisuad Jisy] "sejod om) 8y} usamiaq Ajjenba psuoipodde uoijeisunwias 8y} 109)104 UMOYS SIUNOWE. 8] "90IAISS
uoljeJBiuiwl pue SesiA YN Pue 9210 Hodssed NH Yiog Joy 1o1oalip YH 9 9oueuld se Ajigisuodsal aaey pue 9010 swoH Aq paiojdws yiog aie yyws eloloIA pue Buleq |ned "€
"(000°023 :7L-€102)
008°‘63 0} palUNOWE ‘jleyaq Joy uo awayos 8y} 0} pied ‘suoinguiuoo saiojdwse pue Jakojdws [e10] 81 pue awsyos uoisuad diysiouped e Jo Jegquisw e S| uspusiiy) yelogeq °g
"90UBMO|[B JoA0D Aleiodws) Buipnjoul seoueMO|e d|gexe] SSob pue ‘saie) sseoxe ‘ojgeoljdde alaym ‘epnjoul seuees |
S910N
(7102 Jequeldes ¢ [aun S1ZUdY O
e/u e/ e/ e/ e/ ARe\ 9 WOJ)) S82IN0SaY UBWNH JO JO10aild — -SWel|jip\ Baipuy
G/-0L G'c0
wns dwn wns dwn pnel4-1aiuno)
(1) 68¢ /8¢ G¢-0¢ G'c0 pue uoRONPOId ‘Buluueld Jo J0308Ilqg uiey uej
0 0 (7102 AelN G un)
wns dwnm wns dwnT Juswidoasq [euonesiueblQ
0 €02 102 GL-0k G20 pUB S82JN0SaY UBWNH JO JO10ail ~ aulpJemie) auep

0003
S10}0k} JUBWIISAAUI 000.3 000:3
19)Jew ul sabueyo 000.3 wns wns

pue uolnejul 1oy 102 dwn| pajejas pue dwn| pajejai pue
juswisnipe Jaye 000.3 yore g ¥e (AL3D) | 10z Jequeidss og | 09 obe je uoisuad

AL3D ul (9seaso9p) 1 10g 19qwa1das og an|ep Jajsuel| 1e 09 abe je uoisuad | ul (eseaso9p) aweN
/aseaioul [eay ®© ALTD jusjeainb3 ysen paniooe [ejol /aseaiou] [eay |l qor }je1s Joluas

(payipne) y1L0g 1oquiardas 0g
940J2(q 9y} 43| oym pJeog juawabeuel) 92110 Hodssed INH @Yl JO siaquiawl 10} S}ijauaq uoisuad

35

Annual Report and Accounts for the period 1 April — 30 September 2014

23/03/2015 17:17‘ ‘

2903572 Book.indb 35



) —TT T © O mmwo .
Remuneration Report

Reporting bodies are required to disclose the relationship between the remuneration of the highest
paid director in their organisation and the median remuneration of the organisation’s workforce.

] 30 September 2014 | 31 March 2014 (restated)

The mid-point banded remuneration of the £100,000 - 105,000 £110,000 - £115,000
highest paid director in HM Passport Office

The median remuneration of the workforce £20,427 £20,8083
Ratio 5.0 5.6

The mid-point banded remuneration of the highest paid director was incorrectly stated as
£115,000-£120,000 in 2013-14.

Remuneration includes salary and, where applicable, non-consolidated performance-related pay,
benefits-in-kind, and severance payments. It does not include employer pension contributions and
the cash equivalent transfer value of pensions.

The table above shows that the ratio of the median to highest-paid remuneration as at

30 September 2014 has decreased due to a decrease in the band of the highest paid director.
Payment of six months of temporary allowances have been included with permanent allowances
annualised, resulting in reduction to the median salary from the usual twelve months calculation.
The mid-year report has been compiled using the guidance and, a well established and agreed
methodology.

t;\ﬁrgx\;k\

® Mark Sedwil ®
Home Office Permanent Secretary and Accounting Officer
19 March 2015
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The certificate and report of the Comptroller
and Auditor General to the House of Commons

| certify that | have audited the financial statements of HM Passport Office for the period ended

30 September 2014 under the Government Resources and Accounts Act 2000. The financial
statements comprise: the Statements of Comprehensive Net Expenditure, Financial Position, Cash
Flows, Changes in Taxpayers’ Equity; and the related notes. These financial statements have been
prepared under the accounting policies set out within them. | have also audited the information in
the Remuneration Report that is described in that report as having been audited.

Respective responsibilities of the Accounting Officer and auditor

As explained more fully in the Statement of Accounting Officer’s Responsibilities, the Accounting
Officer is responsible for the preparation of the financial statements and for being satisfied

that they give a true and fair view. My responsibility is to audit, certify and report on the

financial statements in accordance with the Government Resources and Accounts Act 2000. |
conducted my audit in accordance with International Standards on Auditing (UK and Ireland).
Those standards require me and my staff to comply with the Auditing Practices Board’s Ethical
Standards for Auditors.

Scope of the audit of the financial statement

An audit involves obtaining evidence about the amounts and disclosures in the financial
statements sufficient to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or error. This includes an assessment of: whether
the accounting policies are appropriate to HM Passport Office’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of significant accounting
estimates made by HM Passport Office; and the overall presentation of the financial statements.
In addition | read all the financial and non-financial information in the Annual Report to identify
material inconsistencies with the audited financial statements and to identify any information

that is apparently materially incorrect based on, or materially inconsistent with, the knowledge
acquired by me in the course of performing the audit. If | become aware of any apparent material
misstatements or inconsistencies | consider the implications for my certificate. | am required to
obtain evidence sufficient to give reasonable assurance that the expenditure and income recorded
in the financial statements have been applied to the purposes intended by Parliament and the
financial transactions recorded in the financial statements conform to the authorities which govern
them.

Opinion on regularity
In my opinion, in all material respects the expenditure and income recorded in the financial

statements have been applied to the purposes intended by Parliament and the financial
transactions recorded in the financial statements conform to the authorities which govern them.
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The certificate and report of the Comptroller and Auditor General to the House of Commons

Opinion on financial statements
In my opinion:

e the financial statements give a true and fair view of the state of HM Passport Office’s affairs as
at 30 September 2014 and of the net operating cost for the period then ended; and

¢ the financial statements have been properly prepared in accordance with the Government
Resources and Accounts Act 2000 and HM Treasury directions issued thereunder.

Opinion on other matters
In my opinion:

¢ the part of the Remuneration Report to be audited has been properly prepared in accordance
with HM Treasury directions made under the Government Resources and Accounts Act 2000;
and

e the information given in Foreword by the Permanent Secretary and Management Commentary
for the period for which the financial statements are prepared is consistent with the financial
statements.

Matters on which | report by exception
| have nothing to report in respect of the following matters which | report to you if, in my opinion:

® ¢ adequate accounting records have not been kept or returns adequate for my audit have not ®
been received from branches not visited by my staff; or

e the financial statements and the part of the Remuneration Report to be audited are not in
agreement with the accounting records and returns; or

¢ | have not received all of the information and explanations | require for my audit; or

e the Governance Statement does not reflect compliance with HM Treasury’s guidance.

Report

Without qualifying my opinion, | draw attention to Note 1 and Note 23 of the financial statements.
On 1 October 2014, the functions of HM Passport Office were transferred to the Home Office. As
the functions previously provided by HM Passport Office will continue to be provided by another
public sector entity, it remains appropriate for the financial statements for the HM Passport Office
in respect of the period to 30 September 2014 to be prepared on a going concern basis in
accordance with the Government Financial Reporting Manual issued by HM Treasury.

Sir Amyas C E Morse

Comptroller and Auditor General National Audit Office,
157-197 Buckingham Palace Road,

Victoria,

London,

SW1W 9SP

23 March 2015
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Accounts for the period
1 April - 30 September 2014
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Accounts for the period 1 April - 30 September 2014

Statement of comprehensive net expenditure
For the period ended 30 September 2014

NOTES 30 Sep 2014 Restated
31 Mar 2014*

[ Siafrcosts [ Otorcosts| mcome| |
£°000 bl 0]0]0) b g 00]0) b g 0[0]0]

Administrative costs

Staff costs 3 8,373 21,739
Other administrative costs 4 14,257 16,163
Operating income 6 (21,942) (89,056)

Programme costs

Staff costs 8 50,021 79,222
Programme costs 5 165,329 275,514
Income 6 (258,377) (409,656)
Totals 58,394 179,586 (280,319) (56,074)
Net operating (surplus)/deficit (42,339) (56,074)

Other comprehensive expenditure

Net (gain)/loss on revaluation of property, plant and equipment (812)
Net (gain)/loss on revaluation of intangibles 8 - 277
Total comprehensive net expenditure - (535)

The notes on pages 44 to 78 form part of these accounts.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.

*The current year figures reflect the six-month period to 30 September 2014; the prior year comparators reflect the year to
31 March 2014.
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Statement of financial position
As at 30 September 2014

Accounts for the period 1 April - 30 September 2014

000D @0@ [s05ep2014] 31 Mar20t4

Assets

Non-current assets
Property, plant and equipment

Intangible assets

Total non-current assets
Current assets
Inventories and work in progress
Trade and other receivables
Cash and cash equivalents
Total current assets

Total assets

Liabilities

Current liabilities

Trade and other payables
Provisions

Total current liabilities
Non-current assets plus/(less) net current assets/liabilities
Non-current liabilities
Other payables

Provisions

Total non-current liabilities
Assets less liabilities
Taxpayers’ equity
General fund

Revaluation reserve

Total taxpayers’ equity

The notes on pages 44 to 78 form part of these accounts.

11
12
9,13

14
15

14
15

59,133
84,259
143,392

3,337
4,761
8,098
151,490

(68,445)
(1,289)
(69,734)
81,756

(2,432)
(5,416)
(7,848)
73,908

65,583
8,325
73,908

64,185
87,674
151,859

4,392
25,313
29,705

181,564

(94,468)
(1,249)
(95,717)

85,847 @

(2,811)
(5,475)
(8,286)
77,561

68,610
8,951
77,561

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the

Home Office at their carrying value as of this date.

~ W\

Mark Sedwill
Accounting Officer

19 March 2015
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Accounts for the period 1 April - 30 September 2014

Statement of cash flows
For the period ended 30 September 2014

Cash flows from operating activities

Net operating surplus/(cost) as per Statement of Comprehensive
Net Expenditure

(Increase)/decrease in trade and other receivables 12
(Increase)/decrease in inventories and work in progress 11

Increase/(decrease) in trade payables 14
Adjustments for non-cash transactions 4,5
Utilisation of provisions™ 15

Net cash inflow from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment 7,14
Purchase of intangible assets 8
Proceeds on disposal of non-current assets 5,7,8

Net cash outflow from investing activities

Cash flows from financing activities
Funding (to)/from Home Office

Net cash flows from financing activities

CFERs payable to consolidated fund

Net increase/(decrease) in cash and cash equivalents in
the period

Cash and cash equivalents at the beginning of the period 13
Cash and cash equivalents at the end of the period 13

Net increase/(decrease) in cash and cash equivalents in
the period

The notes on pages 44 to 78 form part of these accounts.
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42,339

20,552
1,055
(24,955)
11,104
(339)
49,756

(1,452)
(2,207)

(3,659)

(46,097)
(46,097)

56,074

8,528
913)
21,972
18,791
(2,019)
102,433

(8,283)
(9,032)
6
(17,309)

(85,068)
(85,068)

(58) ®

)

2

@

*The current year figures reflect the six-month period to 30 September 2014; the prior year comparators reflect the year to
31 March 2014.

**Utilisation of provisions included £339,000 (31 Mar 2014: £1,797,000) for early departure costs is netted off against actual
exit cost payments in the current year. As a result, the amount shown in note 3 is the difference between provision made and
additional payments in the year.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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Accounts for the period 1 April - 30 September 2014

Statement of changes in taxpayers’ equity
For the period ended 30 September 2014

General Revaluation Total
Fund Reserve Reserves

Balance at 31 March 2013 95,889 10,014 105,903
Funding (to)/from Home Office (85,068) = (85,068)
Net increase on revaluation of non-current assets 7,8 - 535 585
Non-cash charges — auditors’ remuneration 4 175 - 175
Receipts payable to the Consolidated Fund (58) - (58)
Realised revaluation reserve to general fund 7,8 1,598 (1,598) -
Net operating surplus for the year excluding 127,020 = 127,020
consular protection fees

Consular protection fees 22 (70,946) - (70,946)
Balance at 31 March 2014 68,610 8,951 77,561
Funding (to)/from Home Office (46,097) - (46,097)
Net increase on revaluation of non-current assets 7,8 = = =
Non-cash charges — auditors’ remuneration 4 105 - 105
Realised revaluation reserve to general fund 626 (626) -
Net operating surplus for the year excluding 87,513 - 87,513
consular protection fees

Consular protection fees 22 (45,174) - (45,174)

@ Balance at 30 September 2014 65,583 8,325 73,908 @

The notes on pages 44 to 78 form part of these accounts.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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Notes to the accounts

Note 1 - Statement of accounting policies

1.0 Basis of preparation

These financial statements have been prepared under the Government Resources and Accounts
Act 2000 and in accordance with the 2014-15 Government Financial Reporting Manual (FReM)
issued by HM Treasury. The accounting policies contained in the FReM apply International
Financial Reporting Standards (IFRS) as adapted or interpreted for the public sector context.

Where the FReM permits a choice of accounting policy, the accounting policy which is judged to
be the most appropriate to the particular circumstances of HM Passport Office for the purposes
of giving a true and fair view has been selected. The particular policies adopted by HM Passport
Office are described below. They have been consistently applied in dealing with items that are
considered material to the financial statements.

These financial statements are presented in sterling and all values are rounded to the nearest
thousand pounds (£’000). The accounting period is for the six-month period to 30 September
2014, and the comparative figures reflect the year to 31 March 2014.

1.1 Accounting convention

These accounts have been prepared on an accruals basis under the historic cost convention,
modified to account for the revaluation of property, plant and equipment and intangible assets.

1.2 Going concern

On 26 September 2014 the Home Secretary announced that HM Passport Office would cease

to operate as an executive agency of the Home Office with effect from 30 September 2014, with
the continuing operations being transferred to the Home Office on 1 October 2014. As these
operations will continue as part of the Home Office, and the custodianship of the assets and
liabilities of HM Passport Office transferred to the Home Office at their carrying value on 1 October
2014, it is appropriate to prepare these accounts on a going concern basis. These accounts

have been prepared at the point immediately prior to the transfer of assets and liabilities to the
Home Office.

1.3 Property, plant and equipment (PPE)

PPE is initially measured at cost and includes any expenditure directly attributable to bringing the
assets into use. The capitalisation threshold for expenditure on PPE is £5,000, with the exception
of furniture and fittings which is capitalised only when it comprises separately identifiable groups
costing £25,000 or greater. Individual assets costing less than £5,000 are capitalised if purchased
as part of a separately identifiable group of assets, and the total cost of the group of assets
exceeds £5,000.
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Notes to the accounts

PPE is subsequently valued at the lower of net replacement cost and recoverable amount. PPE is
revalued annually as outlined below:

e Land and buildings: Includes freehold land and buildings owned by HM Passport Office and
associated improvements to its estate. Land and buildings are revalued annually using the
PUBSEC Tender Price indices published by the Building Cost Information Services. In addition,
an independent professional valuation is undertaken every five years.

¢ Information technology (IT): Includes computer hardware and telecommunications
equipment. Software which cannot be separated from the hardware on which it operates and
upon which the hardware is dependent in order to function correctly is classified as PPE. IT is
revalued annually using Producer Price indices published by the Office for National Satistics
(ONS).

¢ Plant, machinery and motor vehicles: Primarily relates to machinery and associated enabling
infrastructure which forms the production line used to produce passports. Also included are
motor vehicles owned by HM Passport Office. Plant, machinery and motor vehicles are revalued
annually using Producer Price indices published by the ONS.

¢ Furniture and fittings: This category is capitalised at cost and revalued annually using
Producer Price indices published by the ONS.

¢ Assets under construction: All assets under development and not in full operation at the
reporting date are classified as assets under construction. When an asset is brought into
use, its cost is reclassified to the appropriate category of non-current assets and depreciation
commences. Assets under construction are not subject to revaluation. Expenditure which does
not meet the criteria for capitalisation as outlined in International Accounting Standard (IAS) 16:
Property, plant and equipment is treated as an operating cost in the year in which it is incurred.

PPE is not revalued in either the year it is brought into use or the year in which it is disposed.

At the reporting date a revaluation exercise of PPE had not taken place. Revaluation of the assets
held by HM Passport Office on 30 September 2014 and transferred to the Home Office will take
place in March 2015, in line with Home Office accounting policies.

1.4 Intangible assets

Intangible assets are initially measured at cost and include any expenditure directly attributable
to bringing the assets into use. The capitalisation threshold for expenditure on intangible assets
is £5,000. Individual assets costing less than £5,000 are capitalised if purchased as part of a
separately identifiable group of assets, and the total cost of the group of assets exceeds £5,000.
Intangible assets are revalued annually using Producer Price indices published by the ONS.

¢ Information technology (IT): Expenditure on software and website development is capitalised
as an intangible IT asset separately from its hardware where the hardware is able to operate
independently of the software itself. Such expenditure is capitalised when it meets the definition
of “development” as outlined in IAS 38: Intangible Assets, and includes costs of consultancy
and civil service staff who work on the project. Expenditure on software which does not meet
the criteria for capitalisation is recognised in the Statement of Comprehensive Net Expenditure
(SoCNE) in the year in which it is incurred.

e Software licences: All HM Passport Office licences covering a period in excess of one year
are capitalised at cost.
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As at the reporting date a revaluation exercise of intangible assets had not taken place.
Revaluation of the assets held by HM Passport Office on 30 September 2014 and transferred to
the Home Office will take place in March 2015, in line with Home Office accounting policies.

1.5 Depreciation

Depreciation is calculated to recognise the cost or valuation of each asset evenly over the
expected useful life. The estimated useful economic lives (UELs) are as follows, subject to an
annual review:

Land n/a — land is considered to have an infinite UEL and is
not depreciated

Buildings up to 60 years

Improvements to buildings 2 to 15 years or, if leased, the duration of the lease

IT up to 15 years

Plant, machinery and motor vehicles 2 to 15 years

Furniture and fittings 3 to 10 years oy, if leased, the duration of the lease

As at the reporting date, a review of UELs had not been undertaken. A review will take place in
March 2015, in line with Home Office accounting policies.

1.6 Amortisation

Intangible non-current assets are amortised over the expected useful life over which the service
potential or other economic benefits will be delivered. As at the reporting date, a review of UELs
had not been undertaken. A review will take place in March 2015, in line with Home Office
accounting policies.

HM Passport Office capitalises the directly attributable costs associated with populating
databases where they meet the recognition criteria of an intangible asset, the costs of populating
the database are clearly separable from normal business activities, and if they are held to deliver
identifiable service potential or other economic benefits. Expenditure on development of a product
or service is capitalised if it meets the criteria specified in the 2014-15 FReM, which has been
adapted from IAS 38 to take account of the considerations relevant for not-for-profit entities.

Database assets are amortised over the expected useful life over which the benefits envisaged will
be delivered. The estimated UELs are as follows, subject to an annual review:

IT up to 15 years
Software licences up to 15 years

1.7 Impairments

As at the reporting date, an impairment review of PPE and intangibles had not been undertaken.
A review will take place in March 2015, in line with Home Office accounting policy.
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1.8 Leases

Assets held under finance leases, which transfer to HM Passport Office substantially all the risks
and rewards incidental to ownership of the leased item, are capitalised at the inception of the
lease, with a corresponding liability being recognised for the lower of the fair value of the leased
asset and the present value of the minimum lease payments. Lease payments are apportioned
between the reduction of the lease liability and finance charges in the SOCNE so as to achieve a
constant rate of interest on the remaining balance of the liability.

Assets held under finance leases are depreciated over the shorter of the estimated useful life of
the asset and the lease term. Leases where the lessor retains a significant portion of the risks and
benefits of ownership of the asset are classified as operating leases and the rentals payable are
charged to the SOCNE on a straight line basis over the lease term.

Rental payments for land and buildings occupied by HM Passport Office, on the basis of
operating leases or equivalent, are charged to the SOCNE. As required by IAS 17: Leases, where
a lease contains pre-determined increases during its term, the impact of these increases is spread
equally over the term of the lease.

HM Passport Office reviews all changes to lease arrangements to confirm the appropriate
classification as an operating or finance lease. HM Passport Office currently has no finance leases.

1.9 Inventories

Inventories are valued at weighted average cost and comprise blank certificates and books which
® are used to produce passports. @

1.10 Work in progress (WIP)

e Passports: WIP is valued based on the stage a passport application has reached in the overall
production process. Applications which have been completed and await printing are valued
to include all direct costs associated with the application except for the costs of printing.
Applications that are part of the way through the examination process are valued to include an
estimate of the examination costs and all costs associated with initial scanning and verification
of the application.

e Civil registration services: The production and issuing process for certificates is completed
within the same day and, as a result, only notional costs can be attributed to an application
which has not yet been issued. These costs are not considered material and are not recorded
as WIP.

1.11 Programme and administration expenditure

Expenditure is classified as administrative or as programme in accordance with the definition set
out in HM Treasury’s ‘Consolidated Budgeting Guidance 2014-15’. Administrative expenditure
reflects the costs of managing HM Passport Office and excludes expenditure attributable to

HM Passport Office’s front line activities. Programme expenditure reflects the costs attributable
to HM Passport Office’s front line activities and is defined as expenditure that does not fall within
administrative budgets.
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During the reporting period a management decision was made to realign the financial reporting
structure. This resulted in all depreciation and amortisation charged against HM Passport Office’s
non-current assets to be classified as programme expenditure, as the substantial majority of
assets were used in the delivery of HM Passport Office’s frontline activities.

1.12 Income
Revenue from continuing activities represents:

e Passport fees: All passport activities are governed by the Consular Fees Act 1980 and
considered to be one single class of business. Passport fees include an element relating to
consular protection services provided by the FCO worldwide. These costs are not retained by
HM Passport Office and are remitted via the Home Office to HM Treasury as Consolidated Fund
Extra Receipts (CFERSs). See also 1.13. Costs associated with passports issued free of charge
to British Nationals born on or before 2 September 1929 are financed from parliamentary supply
drawn down by the Home Office and passed to HM Passport Office.

e Certificate fees: Certificate fees are collected in accordance with the Births and Deaths
Registration Act 1953, section 30(2c), and are considered to be one single class of business.

HM Passport Office sets its passport and certificate fees to recover the administrative and
programme costs incurred in providing its services. Income is analysed and offset against
administrative costs only to the extent that administrative costs are recovered. All other income,
and the associated surplus or deficit, is offset against HM Passport Office’s programme costs.

All income is recognised when the services and goods are issued to the customer.

In addition to income generated from its passport and registration services, HM Passport Office
generates other income in relation the Passport Validation Service (PVS), charges for services
provided to other government departments and charges for use of HM Passport Office facilities.

1.13 Funding

The principal activities of HM Passport Office are funded on a net resource basis from Home
Office Request for Resources.

HM Passport Office relies on the revenue generated from its passport and certificate fees to fund
its activities. The Home Office provides additional cash to fund HM Passport Office’s statutory
services and capital programmes.

The consular protection fees, which are collected by HM Passport Office as part of its passport
fee, are remitted to HM Treasury via the Home Office as a CFER on a monthly basis. The element
of the passport fee relating to consular protection is reported by HM Passport Office as both
income and programme expenditure.

Any overall surplus arising in the financial year is remitted to the Home Office as CFER, taking into
account Home Office funding for HM Passport Office’s statutory services and capital expenditure.
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1.14 Bank

Cash received by HM Passport Office is banked into the Home Office’s Government Banking
Service (GBS) bank account on a daily basis. The income/receivable is recognised in HM Passport
Office’s accounts, and the cash is recognised in those of the Home Office. The movement
between the two entities is through the reserves, and is reflected in the accounts as “Funding (to)/
from Home Office” in the Statement of Changes in Taxpayers’ Equity (SoCTE).

The main cash outgoings of HM Passport Office are funded through the Home Office GBS. For
this reason, the HM Passport Office element of the GBS is taken to be zero at any given time as
HM Passport Office is financed in full when required.

1.15 Deferred income

Income is deferred when a passport fee or certificate fee has been received but the passport or
certificate has not yet been passed for issue. These balances are held as a liability.

1.16 Accrued income

HM Passport Office has an agreement with Post Office Ltd in which passport fees can be paid

by customers over the counter as part of the “check and send” service offered by the Post

Office. Invoices are raised by HM Passport Office in respect of the fees taken by the Post Office
based on management information from AMS. Since HM Passport Office has a contractual

right to receive cash from the Post Office in respect of these applications, the fees not yet paid

to HM Passport Office are defined as a financial asset in accordance with IAS 32: Financial
Instruments: Presentation and recognised in the SOoFP as a receivable. The associated income is
subsequently deferred if the application to which the fee relates has not been passed for issue
(see also note 1.15). This ensures that both the fees payable by the Post Office and the amount of
income to be deferred at the reporting date are correctly reflected in the SoFF.

1.17 Pension costs

Past and present employees are covered by the provisions of the Principal Civil Service Pension
Scheme (PCSPS). The defined benefit schemes are unfunded and are non-contributory except
in respect of dependants’ benefits. HM Passport Office recognises the expected cost of these
elements on a systematic and rational basis over the period during which it benefits from
employees’ services by payment to the PCSPS of amounts calculated on an accruing basis.
Liability for payment of future benefits is a charge on the PCSPS. In respect of the defined
contribution schemes, HM Passport Office recognises the contributions payable for the year.

1.18 Voluntary exit and early release schemes

Total early retirement costs are fully provided for in the year in which the departure is agreed.
Expenditure is subsequently released from the provision and recognised as cash expenditure on a
straight-line basis in accordance with the terms of the scheme. The acceptance of both offer and
the scheme conditions must be confirmed by the employee, and the date agreement is reached
dictates the year in which the costs are recognised.

All confirmed early severance scheme costs not actually paid for prior to year-end will be accrued
for at the end of the financial year.
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1.19 Provisions

HM Passport Office accounts for any provisions in accordance with IAS 37: Provisions, Contingent
Liabilities and Contingent Assets. HM Passport Office provides for legal or constructive obligations
which are of uncertain timing or arise at the reporting date on the basis of the best estimate of the
expenditure required to settle the obligation.

When the timing of the cash flow is expected to take place in more than one year and the time
value of money is material, the estimated cash flows are discounted to present value using the
discount rates provided by HM Treasury. For the purposes of these financial statements, and to
maintain consistency with the reporting period of the Home Office, the discount rates applied for
the six month period to 30 September 2014 are as follows:

Cash flow of provisions between 1 April 2015 and 31 March 2019 -1.90%
Cash flow of provisions between 1 April 2019 and 31 March 2024 -0.65%
Cash flow of provisions on or after 1 April 2024 2.20%

1.20 Contingent liabilities

HM Passport Office has disclosed any contingent liabilities in accordance with IAS 37. Any
possible obligations that arise from past events and whose existence will only be confirmed by the
occurrence of one or more uncertain future events (not wholly within HM Passport Office control)
are disclosed.

In addition to contingent liabilities disclosed in accordance with IAS 37, if relevant, HM Passport
Office discloses for parliamentary reporting and accountability purposes certain contingent
liabilities where the likelihood of a transfer of economic benefit is remote but which are required to
be reported to Parliament in accordance with ‘Managing Public Money’.

Where the time value of money is material, contingent liabilities which are required to be disclosed
under IAS 37 are stated at discounted amounts and the amount reported to Parliament is
separately noted. Contingent liabilities that are not required to be disclosed by IAS 37 are stated
at the amounts reported to Parliament.

1.21 Value added tax (VAT)

Where input tax is chargeable on goods and services provided to HM Passport Office and is
recoverable from HM Revenue and Customs, expenditure is stated net of VAT. Where input tax is
not recoverable, VAT is recognised in the SOCNE.

Where output tax is charged on other operating income, the amounts are stated net of VAT.
With the move to the wider Home Office shared service arrangements, HM Passport Office no
longer accounts for VAT separately as these transactions are now managed under a wider VAT
group basis.

1.22 Financial instruments
HM Passport Office’s financial assets and financial liabilities are recognised and disclosed

in accordance with IAS 32, IAS 39: Financial Instruments: Recognition and Measurement,
IFRS 7: Financial Instruments: Disclosures, and IFRS 9: Financial Instruments.
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The measurement of financial assets and liabilities is dependent on their classification. The
following classifications are applicable to assets and liabilities held by HM Passport Office:

Financial assets at fair value through profit or loss

This category includes financial assets classified as held for trading and other assets designated
as such on inception. Financial assets are classified as held for trading if they are acquired for
sale in the short term. Derivatives, including separated embedded derivatives, are also classified
as held for trading unless they are designated as effective hedging instruments or as financial
guarantee contracts. Assets are carried in the Statement of Financial Position (SoFP) at fair value
with gains or losses recognised in the SOoCNE.

Loans and receivables

Trade and other receivables are recognised and carried at the lower of their original invoiced
value and recoverable amount. Where the time value of money is material, receivables are
subsequently measured at amortised cost. Provision is made when there is objective evidence
that HM Passport Office will not be able to recover balances in full. Balances are written off when
the probability of recovery is assessed as being remote. A Financial asset is derecognised when
the contract that gives rise to it is settled, sold, cancelled or expires.

Financial liabilities

Financial liabilities are classified as either financial liabilities at fair value through profit or loss or
other financial liabilities. Trade and other payables are recognised at cost, which is deemed to
be materially the same as the fair value. Where the time value of money is material, payables are
® subsequently measured at amortised cost. A Financial liability is derecognised when the contract ®
that gives rise to it is settled, sold, cancelled or expires.

1.23 Taxpayers’ equity

Taxpayers’ equity comprises of the general fund and revaluation reserve. The general fund
represents the total net assets of HM Passport Office to the extent that they are not represented
by other reserves. Net funding from HM Treasury and realised gains and losses are reflected in the
general fund. The revaluation reserve represents the unrealised element of the cumulative balance
of revaluation and indexation adjustments to non-current assets.

1.24 Judgements and key sources of estimation uncertainty

Management is required when applying the accounting policies to make judgements, estimates
and assumptions which impact upon the reported assets and liabilities at the reporting date,

and the income and expenditure incurred during the year. These judgements and associated
assumptions are based on historical experience and other factors that are considered appropriate
from external sources.

In the process of applying these accounting policies, management has made the following
judgements which have a significant effect on the amounts recognised in these financial
statements:
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Service concession arrangements

HM Passport Office is party to Private Finance Initiatives (PFIs). The classification of such
arrangements as service concession arrangements requires HM Passport Office to determing,
based on an evaluation of the terms and conditions of the arrangements, whether it controls the
associated infrastructure. Further detail is provided in note 1.26.

Development costs

Capitalisation of project expenditure is based on management’s judgement that technological and
economic feasibility is confirmed.

1.25 Service concession arrangements

HM Passport Office accounts for PFl transactions on a control approach based on International
Financial Reporting Interpretations Committee (IFRIC) interpretation 12: Service Concession
Arrangements. HM Passport Office is considered to control the infrastructure in a public-to-private
service concession arrangement if:

e it controls or regulates the services that the operator must provide using the infrastructure, to
whom it must provide them, and at what price; and

e it controls any significant residual interest in the property at the end of the concession term
through ownership, beneficial entitlement or otherwise.

Where it is determined that such arrangements are not in scope of IFRIC 12, HM Passport Office
assesses such arrangements under IFRIC 4: Determining whether an Arrangement contains a
Lease. Where it is identified that the arrangement conveys a right to use an asset in return for a
payment or series of payments, the lease element is accounted for as either an operating lease or
finance lease in accordance with the risk and reward based approach set out in note 1.8. Where
it is determined that arrangements are in scope of IFRIC 12, HM Passport Office recognises the
infrastructure as a non-current asset.

On-balance sheet service concession arrangements

Where the contract is separable between the service element, the interest charge and the
infrastructure asset, the asset is measured as outlined in IAS 17, with the service element and

the interest charge recognised as incurred over the term of the concession arrangement. Where
there is a unitary payment stream that includes infrastructure and service elements that cannot be
separated, the various elements will be separated using estimation techniques.

On initial recognition of existing PFI arrangements under IFRS, HM Passport Office measures the
non-current asset in the same way as other non-current assets of that generic type. A liability

is recognised for the capital value of the contract at its fair value at the period end, which will
normally be the outstanding liability in respect of the asset (that is, excluding the interest and
service elements), discounted by the interest rate implicit in the contract. Interest and service
charges are recognised as expenditure in the SOCNE as they are incurred.
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Off-balance sheet service concession arrangements

Where the contract is separable between the service element, the interest charge and the
infrastructure asset, but the asset has not yet been constructed, there is no asset to recognise in
the SoFP, and consequently no liability against which the asset can be offset. Where the operator
is obliged to construct the asset as part of the arrangement, the asset will be recognised upon the
delivery of pre-determined milestones. At this point a liability equal to the value of the asset will be
recognised. The interest and service charges will be recognised as expenditure in the SOCNE as
they are incurred.

In determining the interest rate implicit in the contract, HM Passport Office applies the risk-free
market rate at the time the contract was signed. The rate is not changed unless the infrastructure
element or the whole contract is renegotiated. The risk-free rate is determined by reference to the
real rate set by HM Treasury, currently 3.5%. The nominal rate is then calculated by adjusting this
real term rate by the UK inflation rate.

Assets are revalued in accordance with the revaluation policy for property, plant and equipment
(note 1.3) and intangible assets (note 1.4). Liabilities falling due in more than one year are
measured at their present value using the appropriate discount rate.

1.26 Operating segments

The net operating cost reported in the SOCNE includes income and expenditure associated with
passport, certificate and statutory activities.

For passport related activities, income generated by HM Passport Office is intended to meet the
cost of the passport and non-fee bearing consular services overseas provided by the FCO. The
non-retainable element of the passport fee for consular protection is remitted to HM Treasury via
the Home Office as a CFER.

For certificate related activities, the fee covers the cost of certificate and related services provided
directly to the public. In addition, central Home Office funding is received for statutory activities
where costs are not currently recovered through the certificate or other related fees.

An analysis of operating income and expenditure by operating segment is provided in note 2.
HM Passport Office’s operating costs are apportioned across each of the products by assessing
each business unit and considering which of the income streams that business unit activity
serves. The apportionment assessment is validated by the respective executive directors.

Direct costs

Operational costs are attributable to the respective business segments defined by HM Passport
Office, and represent costs directly incurred in the delivery of each of the products offered.

Indirect costs

Expenditure in respect of central overheads is apportioned to each of HM Passport Office’s
business segments based on the most appropriate estimate. Costs associated with Human
Resources are apportioned to the business segments based on the respective headcount in each
of the segments; costs associated with Organisational Transformation are apportioned based on
the respective project spend across each of the segments; and other overheads are apportioned
in line with the effort focussed on each segment, based on management estimates.
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1.27 Impending application of newly issued accounting standards not
yet effective

IFRS 13: Fair Value Measurement was issued on 1 January 2013 and will come into effect for the
Home Office from 1 April 2015. IFRS 13 has been prepared to provide consistent guidance on fair
value measurement for all relevant balances and transactions covered by IFRS. Guidance on how
this should be applied across government has yet to be issued by HM Treasury. Until guidance on
its adoption is issued by HM Treasury in the FReM, it is not possible to provide an assessment on
the impact of adopting this standard.

Note 2 — Statement of operating income and expenditure by
operating segment

Below is an analysis of operating income and expenditure by operating segment. The primary
segmentation, which has been defined by how financial performance is reported to the executive
board, comprises of HM Passport Office’s main streams of income: issuance of passports in the
UK; issuance of passports overseas; civil registration certificate services; and civil registration
statutory services.

Business segments at 30 September 2014

Passports Civil registration
services
Overseas Statutory | Certificate Total
NOTES £'000 £'000 £'000 £’000 £°000

Passport income (246,728) (18,433) - (265,161)

Registration services income - - (496) (7,111) (7,607)
Other income (3,243) (4,165) (48) (95) (7,551)
Total operational income (249,971) (22,598) (544) (7,206) (280,319)
Cost of sales 146,336 14,383 3,994 5,930 170,643
Other expenditure 18,748 1,576 1,080 759 22,163
Consular protection fees 22 42,343 2,831 - - 45,174
Total expenditure 207,427 18,790 5,074 6,689 237,980
Operating (surplus)/deficit (42,544) (3,808) 4,530 (517) (42,339)

The above segmental analysis is consistent with how financial performance is reported to the
Management Board. The underlying factors in identifying reportable segments are driven by
operational activities split by product ratios, agreed with HM Treasury.

HM Passport Office aims to fully recover its costs in respect of passports. A fee is charged for all
passports except for those issued under the veterans’ initiative (free passports for those born on
or before 2 September 1929). During the six months to 30 September 2014, 15,602 (2013-14:
30,801) passports were issued free of charge under the veterans’ initiative.
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HM Passport Office also aims to recover its costs in respect of civil registration certificate services,
which include all services relating to the issuance of copies of certificates for births, stillbirths,
adoptions, civil partnerships, marriages and deaths. Civil registration statutory services are funded
by the Home Office. These services involve the maintenance of registers of key life events (for

example, the disclosure of death records). The net surplus generated as a result of providing

these services is surrendered to the consolidated fund as a CFER.

Business segments at 31 March 2014

Passports Civil registration
services

Passport income

Registration services income

Other income

Total operational income

Cost of sales
Other expenditure
Impairments

Loss on disposal of
non-current assets

Consular protection fees

Total expenditure

Operating (surplus)/deficit

Overseas Statutory Certificate Total

(382,388) (38,907) - (421,295)

- - (921) (14,182) (15,103)

(4,530) (7,298) (145) (283) (12,256)

(386,918) (46,205) (1,066) (14,465) (448,654)

225,821 36,317 7,376 11,700 281,214

32,754 3,444 2,213 1,447 39,858

135 - 19 10 164

B 420 - 13 23 456
22 65,704 5,242 - - 70,946
324,834 45,003 9,621 13,180 392,638

(62,084) (1,202) 8,555 (1,285) (56,016)

Note 2.1 - Reconciliation between operating segments and SoCNE

30 Sep 2014 | 31 Mar 2014
NOTES b 010]0) b 010]0)

Total net operating surplus reported for operating segments

Reconciling items:
CFER income

Total net operating surplus per SOCNE

(42,339) (56,016)
6 = (68)
(42,339) (56,074)

In 2013-14, CFER income related to recoveries of duplicate payments which took place in
previous years, less any costs incurred in the recovery of these amounts.
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Note 3 - Staff numbers and related costs
(a) Staff costs

Permanent staff Non-permanent staff Total all staff

Wages and salaries 48,033 80,9883 656 936 48,689 81,919
Social security costs 3,369 5,226 - - 3,369 5,226
Other pension costs 6,272 13,383 - - 6,272 13,383
Early exit costs 64 433 - - 64 433
Total gross salary costs 57,738 100,025 656 936 58,394 100,961

The Principal Civil Service Pension Scheme (PCSPS) is an unfunded multi-employer defined
benefit scheme but HM Passport Office is unable to identify its share of the underlying assets and
liabilities. The Scheme Actuary valued the scheme as at 31 March 2012. Details can be found on
the Civil Service Pension website: (http://www.civilservicepensionscheme.org.uk/media/94676/
pcsps-2012-valuation-final-report-final-22072014.pdf).

For the six months to 30 September 2014, employers’ contributions of £6.22m were payable to
the PCSPS (2013-14: £13.29m) at one of four rates in the range 16.7% to 24.3% of pensionable
pay, based on salary bands. The Scheme Actuary reviews employer contributions usually every
four years following a full scheme valuation. The contribution rates are set to meet the costs of the
benefits accruing during 2014-15 to be paid when the member retires and not the benefits paid
during this period to existing pensioners.

Employees can opt to open a partnership pension account, a stakeholder pension with an
employer contribution. Employers’ contributions of £52,300 (2013-14: £93,900) were paid to one
or more of the panel of three appointed stakeholder pension providers. Employer contributions are
age-related and range from 3% to 12.5% of pensionable pay. Employers also match employee
contributions up to 3% of pensionable pay. In addition, employer contributions of £2,400 (2013-
14: £4,100), 0.8% of pensionable pay, were payable to the PCSPS to cover the cost of the future
provision of lump sum benefits on death in service or ill health retirement of these employees.

No employees (2013-14: one) retired early on ill health grounds; the total additional accrued
pension liabilities in the year amounted to nil (2013-14: £7,500).
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(b) Average number of persons employed

Permanently Others Total Total
employed staff

Directly employed 3,381 3,381 3,348
Other - 7 7 9
Total staff numbers 3,381 7 3,388 3,353

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The employees of HM Passport Office transferred to the Home Office
as of this date.

(c) Reporting of Civil Service and other compensation schemes -
exit packages

Exit package cost band Number of compulsory Number of other Total number of exit
redundancies departures agreed | packages by cost band

2014 2014 2014 2014 2014 2014
<£10,000 = 1 1
£10,000 - £25,000 = 2 = = = 2
£25,000 - £50,000 = 2 = = = 2
£50,000 - £100,000 = 1 1 = 1 1
£100,000 - £150,000 = = = 1 = 1

£150,000 - £200,000 - - - = - -
£200,000 - £250,000 - - - - - -
£250,000 - £300,000 - - - = . -

Total number - 6 2 1 2 7
of exit packages

30 Sep 2014 | 31 Mar 2014
£'000 £'000

Total resource cost of exit packages 67 353

Redundancy and other departure costs have been paid in accordance with the provisions of the
Civil Service Compensation Scheme, a statutory scheme made under the Superannuation Act
1972 and as amended by The Superannuation Act 2010. Exit costs are accounted for in full in the
year of departure. Where the Department has agreed early exits, the additional costs are met by
the Department and not by the Civil Service pension scheme. lll health retirement costs are met by
the pension scheme and are not included in the table.
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Note 4 - Other administrative costs

Restated
30 Sep 2014 | 31 Mar 2014
£°000
IT and other service charges 6,004 3,916
Professional fees 3,843 4,074
Staff training, travel and subsistence 831 2,328
Accommodation, facilities management and staff services 2,757 4,535
Other costs 59 120
Media and IT 43 81
Distribution costs 567 810
Publications, stationery and printing 48 124
Non-cash costs
Auditor’s remuneration and expenses* 105 175
Depreciation of property, plant and equipment ** 7 - -
Amortisation of intangible assets ** 8 = =
Total other administrative costs 14,257 16,163

*HM Passport Office external auditors do not receive remuneration for non-statutory audit
work (2013-14 £nil).

**During the reporting period a management decision was made to realign the financial
reporting structure within HM Passport Office. The result of this realignment was to reclassify
all depreciation and amortisation charged against HM Passport Office’s assets as programme
expenditure. See note 5 for further detail on the implication of changes to the depreciation
and amortisation policy.
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Note 5 - Programme costs

Consular protection fees

Passport outsourcing service charges
Publications, stationery and printing

Accommodation, facilities management and staff services

Distribution costs

IT and other service charges
Passport stationery

Call centre charges

Application forms

Staff training, travel and subsistence
Other costs

Professional fees

Media and IT

Non-cash costs

(Profit)/loss on disposal of non-current assets -
Depreciation of property, plant and equipment ** 7

Amortisation of intangible assets **
Impairment
Movements in provisions*®

Total programme costs

Restated

30 Sep 2014 | 31 Mar 2014

£’000

45174 70,946

38,695 64,407

2,078 20,538

13,370 20,486

20,212 26,087

12,168 29,305

3,094 8,056

11,875 9,416

1,123 2,911

812 2,037

1,345 1,583

4,180 1,019

204 328

456

5,057 11,465

8 5,622 9,544
7,8,10 - 164
15 320 (3,234)
165,329 275,514

*The movement in provisions does not include the utilisation of early retirement costs totalling
£339,000 (2012-13: £826,000). The utilisation of these costs has been reflected in note 3.

**During the reporting period, a management decision was made to realign the financial
reporting structure within HM Passport Office. The result of this realignment was to reclassify
all depreciation and amortisation charged against HM Passport Office’s assets as programme
expenditure. In previous years, depreciation and amortisation was classified as administration
expenditure during the year in which the assets were brought into use, and subsequently
reclassified into programme expenditure where relevant. This resulted in a disproportionate
amount of depreciation and amortisation being charged to administration expenditure.
Management has made this decision on the basis that the substantial majority of assets held
by HM Passport Office are used in the delivery of its frontline activities, and the quantity and
value of assets in relation to HM Passport Office’s administrative activities is not material to

the accounts.
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Note 6 - Income

30 Sep 2014 | 31 Mar 2014
£°000 £°000

Passport income
UK passport income
Overseas passport income*
Total passport income

Registration services income
Certificate services
Services provided to other government departments

Total registration services income

Other income

Passport Validation Service

Rental income

Secure mail services fee receipts*™
Overseas courier services receipts™
Total other income

Total operating income

CFER income

Total income

This represents income by type. For segmental analysis refer to note 2.

246,728
18,433
265,161

7,111
496
7,607

318
1,462
1,659
4,112
7,551

280,319

280,319

382,388
38,907
421,295

14,182
921
15,103

570
1,598
2,790
7,298

12,256
448,654
58
448,712

*In April 2014, the passport fee for customers applying for a UK passport from overseas was
reduced from £128.00 to £83.00 for adults, from £81.50 to £53.00 for children, and from

£154.00 to £91.00 for jumbo passports.

**Secure mail services and overseas courier receipts relate to monies received by HM

Passport Office from passport applicants in respect of premium courier services. These fees
are over and above the standard fee charged by HM Passport Office for the processing of
passport applications, and are paid directly to the service provider. No economic benefit is

received from these fees.
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Note 6.1 - Fees and charges

30 September 2014

Objective

Passports: UK
Passports: Overseas
Registration: Certificates
Registration: Statutory
Total

31 March 2014

Objective

Income Full cost Surplus/ | Fee recovery | Fee recovery
(deficit) (actual) (target)
£’000 £'000 £'000 % %
246,728 207,427 39,301 119% 100%
18,433 18,790 (857) 98% 100%
7,111 6,689 422 106% 100%
496 5,074 (4,578) 10% 0%
272,768 237,980 34,788

Income Full cost Surplus/ | Fee recovery | Fee recovery
(deficit) (actual) (target)

£°000 £°000 £°000 %

Passports: UK 382,388 324,834 57,554 118%
Passports: Overseas 38,907 45,003 (6,096) 86%
Registration: Certificates 14,182 13,180 1,002 108%
Registration: Statutory 921 9,621 (8,700) 10%
Total 436,398 392,638 43,760

® HM Passport Office has complied with the statutory requirements set out in HM Treasury

0/0
100%
100%
100%

0%

guidance from the above analysis. An analysis of HM Passport Office income in accordance with
IFRS 8: Operating Segments is provided in note 2.
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Cost or valuation

At 1 April 2014
Additions
Disposals
Impairments
Reclassifications
Revaluations

At 30 September
2014

Depreciation
At 1 April 2014
Charged in year
Disposals
Reclassifications
Revaluations

At 30 September
2014

Net book value at

30 September 2014

Net book value at
1 April 2014

Asset financing

Owned
Net book value at

30 September 2014

1,361

1,361

1,361
1,361

Buildings

51,419

(30,977)
(1,508)

(32,485)

18,934

20,442

18,934
18,934

179

57,962

(28,169)
(2,899)

(31,068)

26,894

29,614

26,894
26,894

Note 7 - Property, plant and equipment
30 September 2014

Plant,
Machinery
and Motor

Vehicles

£°000

8,218

(3,201)
(493)

(3,694)

4,524

5,017

4,624
4,524

Furniture
and
Fittings

£°000

5,976

(4,545)
(157)

(4,702)

1,274

1,431

1,274
1,274

Assets
under
cons-

truction

£°000

(179)

6,146

6,146

6,320

6,146
6,146

A full independent valuation of land and buildings was carried out in March 2010 by DTZ
chartered surveyors. In addition, a full dilapidations survey of all other HM Passport Office
occupied offices was undertaken during the financial year 2010-11.

£°000

131,077
5

131,082

(66,892)
(5,0567)

(71,949) ®

59,133

64,185

59,133
59,133

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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31 March 2014

Cost or valuation
At 1 April 2013
Additions

Disposals

Impairments
Reclassifications
Revaluations

At 31 March 2014

Depreciation
At 1 April 2013
Charged in year
Disposals
Reclassifications
Revaluations

At 31 March 2014

Net book value at
@ 31 March 2014

Net book value at
1 April 2013

Asset financing
Owned

Net book value at
31 March 2014

66
1,361

1,361

1,295

1,361
1,361

Buildings

54,569
33
(9,368)
4,438
1,747
51,419

(35,666)
(3,490)
9,119
(940)
(30,977)
20,442

18,903

20,442
20,442

52,088
189
(7,597)
12,536
(333)
57,783

(29,539)
(6,374)
7,594
150
(28,169)
29,614

23,449

29,614
29,614

Plant,
Machinery
and Motor

Vehicles

£°000

(2,207)
(963)
43

(74)
(3,201)
5,017

5,402

5,017
5,017

Furniture
and
Fittings

£°000

7,804
140
(2,256)
263
25
5,976

(5,939)
(638)
2,046
(14)
(4,545)
1,431

1,865

1,431
1,431

Notes to the accounts

Assets
under
cons-

truction

£°000

36,905
1,730

(126)
(32,189)

6,320

6,320

36,905

6,320
6,320

£°000

161,170
2,002
(19,264)
(126)
(14,485)
1,690
131,077

(73,351)
(11,4695)
18,802
878)
(66,892)
64,185

87,819

64,185
64,185

The allocation of cost between IT equipment and intangible IT is assessed when the asset is
brought into use. In some cases, this allocation may differ from the provisional assessment made
at the time contractual progress payments are made for assets under construction, with the result
that reclassifications do not balance across intangible assets or property, plant and equipment
individually, but do when considering non-current assets in total.
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Note 8 - Intangible assets
30 September 2014

IT

Software
licences

Assets under
construction

Cost or valuation

At 1 April 2014
Additions

Impairments
Reclassifications
Revaluations

Disposals

At 30 September 2014

Amortisation

At 1 April 2014
Charged in year
Revaluations

Disposals

At 30 September 2014

Net book value at
30 September 2014

Net book value at
1 April 2014

Asset financing
Owned

Net book value at
30 September 2014

£°000

126,096

126,096

(68,620)
(4,623)

(63,243)
62,853

67,476

62,853
62,853

£°000

19,902

(4,388)
(999)

(5,387)
14,515

15,514

14,615
14,515

£°000

4,684
2,207

6,891

4,684

6,891
6,891

150,682
2,207

152,889

(63,008)
(6,622)

(68,630)
84,259

87,674 @

84,259
84,259

Included within intangible IT are assets with carrying values of £40.6m in respect of the PASS
Replacement Release (PRR), and £10.6m in respect of the New Passport Programme (NPP).
The UELs associated with these programmes are scheduled to expire in 2023.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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31 March 2014

Cost or valuation

At 1 April 2013
Additions
Impairments
Reclassifications
Revaluations
Disposals

At 30 March 2014

Amortisation
At 1 April 2013
Charged in year
Revaluations
Disposals

At 31 March 2014

Net book value at
31 March 2014

Net book value at
1 April 2013

Asset financing
Owned

Net book value at
31 March 2014

‘ ‘ 2903572 Book.indb 65

44,932
(583)
(2,822)
126,096

(63,616)
(8,153)
327
2,822
(58,620)
67,476

30,275

67,476
67,476

Software
licences

£°000

15,614
15,514

Notes to the accounts

Assets under
construction

£°000

41,021
8,350
(38)
(44,649)

4,684

4,684

41,021

4,684
4,684

Total

£°000

130,964
9,032
(38)
14,485
613)
(3,148)
150,682

(66,948)
(9,544)
336
3,148
(63,008)
87,674

74,016

87,674
87,674
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Note 9 - Financial instruments

As the cash requirements of HM Passport Office are met through fees and funding from the Home
Office, financial instruments play a more limited role in creating and managing risk than would
normally apply to a non-public sector body. HM Passport Office has no powers to borrow, invest
surpluses or purchase foreign currency. Financial assets and liabilities are generated by day-to-day
operational activities and are not held to change the risk facing HM Passport Office in undertaking
its activities. The majority of financial instruments relate to contracts to buy non-financial items

in line with HM Passport Office’s expected purchase and usage requirements, therefore there is
minimal credit, liquidity or market risk. However, the FReM requires disclosure of the objectives
and policies of an entity in holding financial instruments and the role financial instruments have
had during the period in creating or changing the risks the entity faces in undertaking its activities.

Liquidity risk
HM Passport Office’s net revenue resource requirement is financed by Home Office funding,

as is its capital expenditure. It is therefore not exposed to liquidity risks and, consequently,
HM Passport Office has no need to maintain commercial borrowing facilities.

Interest rate risk

HM Passport Office has no financial assets or financial liabilities carrying variable rates of interest.
HM Passport Office is not, therefore, exposed to interest rate risk.

Currency risk

HM Passport Office does not conduct any business denominated in foreign currency. HM
Passport Office is not, therefore, exposed to risk as a result of currency fluctuations.

Credit risk

There are no significant concentrations of credit risk within HM Passport Office. The maximum
credit risk exposure relating to financial assets is represented by the carrying value as at the
reporting date.

Restated
NOTES 30 Sep 2014 | 31 Mar 2014
b 0[010] £'000

Financial assets

Cash 13 - -
Trade and other receivables 12 4,146 20,704
Financial liabilities

Trade and other payables 14 (57,433) (69,221)
Total (53,287) (48,517)

The figures reported in 2013-14 included amounts relating to non-financial assets and liabilities
(i.e. prepayments and deferred income). The 2013-14 figures have been restated to reflect only
the financial assets and liabilities due to HM Passport Office.
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There are no indications to suggest the need to impair the carrying values of HM Passport Office’s
financial assets and liabilities. Consequently, the fair value is equal to the carrying value.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive

agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.

Note 10 - Impairments
HM Passport Office has incurred the following impairments during the year:
NOTES 30 Sep 2014 | 31 Mar 2014
£'000 £'000
Charged to the SoOCNE

Charged to revaluation reserve - -
Total impairments - 164

Note 11 - Inventories and work in progress

30 Sep 2014 | 31 Mar 2014
£'000 £ 010]0]

Passport and certificate inventories 1,294 1,568
Work in progress 2,043 2,824
Total inventories and work in progress 3,337 4,392

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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Note 12 - Trade receivables and other assets
(@) Trade receivables and other assets

30 Sep 2014 | 31 Mar 2014
010]0] £ 010]0]

Current

Trade receivables 271 11,298
Deposits and advances 78 178
Prepayments and accrued income 4,412 13,837
Total trade receivables and other current assets 4,761 25,313

HM Passport Office has no trade receivables, deposits, advances or other accrued income which

fall due after more than one year.

(b) Intra-government balances

30 Sep 2014 | 31 Mar 2014
b 010]0) 3 010]0)

Current

Balances with other central government bodies 64 114
Balances with local authorities 6 6
Balances with NHS Trusts - 14
Balances with public corporations and trading funds 2,576 19,153
Total intra-government balances 2,646 19,287
Balances with bodies external to government 2,115 6,026
Total 4,761 25,313

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive

agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.
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Note 13 - Cash and cash equivalents

30 Sep 2014 | 31 Mar 2014
£'000 £'000

Balance at 1 April - 2
Net change in cash and cash equivalent balances - 2

Balance at reporting date - -

HM Passport Office is funded through the Home Office GBS account. For this reason,

HM Passport Office GBS cash balance is taken to be £nil at any given time. At 30 September
2014, £nil balance was held by HM Passport Office’s commercial partners in the form of cash in
hand (2013-14: £nil).

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date. Since HM Passport Office’s cash requirement is
funded directly through the Home Office GBS account, there was no transfer of cash at this date.
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Note 14 - Trade payables and other liabilities

(@) Trade payables and other liabilities

30 Sep 2014 | 31 Mar 2014
£'000 £ 010]0]

Current

Trade payables 7,437
Accruals and deferred income 42,143
Capital accruals 18,865
Total trade payables and other current liabilities 68,445
Non-current

Accruals 2,432
Total non-current liabilities 2,432

6,045
68,111
20,312
94,468

2,811
2,811

Non-current payables relate to the recognition of lease incentives over the life of the lease in

(b) Intra-government balances

accordance with Standing Interpretations Committee (SIC) interpretation 15: Operating Leases —
Incentives.

30 Sep 2014 | 31 Mar 2014
R 010]0) £ 010]0]

Current

Balances with other central government bodies 11,787
Balances with local authorities 115
Balances with public corporations and trading funds 245
Total intra-government balances 12,147
Balances with bodies external to government 56,298
Total 68,445

Non-current

Balances with bodies external to government 2,432
Total 2,432

2,452 @

552
276
3,280
91,188
94,468

2,811
2,811

HM Passport Office has no intra-government balances which fall due after more than one year.

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive

agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the

Home Office at their carrying value as of this date.
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Note 15 - Provisions for liabilities and charges

30 September 2014
Dilapidation Early | Other costs
costs departure
costs
£'000 £'000 £’000
Balance at 1 April 2014 4,361 2,213 150 6,724
Provided in the year - 57 €88 390
Provisions not required written back (89) 5) 44) (138)
Provisions utilised in the year - (839) - (839)
Unwinding discount - 68 - 68
Balance at 30 September 2014 4,272 1,994 439 6,705
Analysis of expected timing of discounted cash flows
Not later than one year 402 448 439 1,289
Later than one year and not later than five years 798 1,534 - 2,332
Later than five years 3,072 12 - 3,084
Total of flows 4,272 1,994 439 6,705

With effect from 30 September 2014, HM Passport Office ceased to operate as an executive
agency of the Home Office. The assets and liabilities of HM Passport Office transferred to the
Home Office at their carrying value as of this date.

@ Dilapidation costs [O)

HM Passport Office makes provision to cover its obligations for reinstatement of its leased
buildings to their original state before its occupation. A full dilapidations survey of HM Passport
Office occupied offices was undertaken during the 2010-11 financial year by DTZ. HM Passport
Office provides in full for this obligation when it becomes binding and utilises the provision as
costs are incurred. Provisions that have been written back during the year have arisen as a result
of lower than anticipated costs being incurred in returning leased properties to their original state.

Early departure costs

HM Passport Office meets the additional costs of benefits beyond the PCSPS in respect

of employees who retire early. HM Passport Office provides in full for this obligation when it
becomes binding and utilises the provision each year as costs are incurred. In previous years the
provision for early retirement costs has been discounted to present value using the discount rates
prescribed by HM Treasury, however, in order to align the estimation techniques for calculating HM
Passport Office’s early retirement provision with those of the Home Office, it has been decided to
fully unwind the discount attributed to the provision.
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Other costs

Other costs include employee tax liabilities in respect of 2013-14 and the accrued estimated

value as at 30 September 2014, and provisions have been made for various legal claims against
HM Passport Office. The legal provision reflects all known claims where the legal advice indicates
that it is more likely than not that the claim will be successful and the amount of the claim can be

reliably estimated.

31 March 2014

Early
departure

costs

Other costs

Dilapidation
costs
£’000

Balance at 1 April 2013 7,107
Provided in the year 344
Provisions not required written back (2,789)
Provisions utilised in the year (214)
Unwinding discount (87)
Balance at 31 March 2014 4,361

£:000
4,548
87
(685)
(1,797)
60
2,213

Analysis of expected timing of discounted cash flows

Not later than one year 490
Later than one year and not later than five years 604
Later than five years 3,267
Total of flows 4,361

Note 16 — Capital commitments

Contracted capital commitments at 30 September 2014 not otherwise included in these

accounts include:

609
1,692
12
2,213

101
115
(58)

(8)
150

150

150

11,756
546
(3,532)
(2,019)
@7)
6,724

1,249
2,196

3,279 @

6,724

30 Sep 2014 | 31 Mar 2014
£'000 2 010]0]

Intangible assets

Not later than 31 March 2015

Later than 31 March 2015 and not later than 31 March 2019
Later than 31 March 2019

Total commitments (intangible assets)

2,544
1,934

4,478

2,544
1,934

4,478

During 2013-14 a review of HM Passport Office’s major contracts was undertaken, with the result
that certain contracts met the criteria of a service concession arrangement as defined in IFRIC 12.

All commitments due as at 30 September 2014 were transferred to the Home Office.
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Note 17 - Commitments under leases

Total future minimum lease payments under operating leases are given in the table below for each
of the following periods:

30 Sep 2014 | 31 Mar 2014
£'000 £ 010]0]

Buildings

Not later than 31 March 2015 6,629 12,298
Later than 31 March 2015 and not later than 31 March 2019 34,887 32,028
Later than 31 March 2019 16,114 16,114
Total commitments under leases 57,630 60,440

All commitments due as at 30 September 2014 were transferred to the Home Office.

Note 18 - Commitments under PFI contracts
18.1 On and off-balance sheet (SoFP)

Computer Sciences Corporation

Under the terms of the 10 year contract signed in 2009, Computer Sciences Corporation (CSC)
work with HM Passport Office in supporting and upgrading HM Passport Office’s IT systems. This
includes the recent upgrade of HM Passport Office’s passport application and enrolment system,
which incorporates new capabilities to process applications for passports, enabling customers to
® apply online; and the upgrade of the existing Omnibase application, which is a secure database ®
used across government that stores historic passport records. The total cost of this contract is
£404.9m, of which £92.8m relates to capital.

De La Rue

Under the Passport Design and Production (PDP) contract, HM Passport Office has outsourced
an element of its passport printing to De La Rue (DLR). Under the terms of the contract, which
was signed in 2009, DLR builds infrastructure on behalf of HM Passport Office and uses this
infrastructure in the production of passports. DLR is also responsible for ongoing support and
maintenance of the infrastructure. The total cost of this contract is £403.8m, of which £36.6m
relates to capital.

Both arrangements are based upon the same contractual model and show “on” balance sheet
characteristics, i.e. there is a transfer of assets to HM Passport Office and the continued operation
of the assets is performed by the service providers. However, since the amounts falling due are
paid immediately, there is no imputed finance lease element to these arrangements. Under the
arrangements, the service providers use a range of assets deemed to be assets of HM Passport
Office exclusively in the delivery of services to the public.
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In addition, the arrangement with DLR also involves the use of assets which are not used
exclusively in the service provided to HM Passport Office; these assets are classified in the
contract as “non-exclusive assets” and are not recognised as assets of HM Passport Office.
This element of the arrangement with DLR is disclosed as “off” balance sheet as the NBV of
non-exclusive assets is material to HM Passport Office. Total NBV of non-exclusive asset held
by DLR is £10.39m with 57.22% (£5.9m) applied to HM Passport Office, compared to NBV of
exclusive asset of £20.2m resulting in 23% non-exclusive “off” balance sheet disclosure of total
commitments).

Payments fall due upon the completion of a Milestone, which is defined as the later of the
achievement date or the date set out in the contract as the payment event date, and when

HM Passport Office management confirms that all requirements have been delivered by way of
a Milestone Acceptance Certificate (MAC). Until this point the service provider has no contractual
right to invoice HM Passport Office, and HM Passport Office holds no liability.

Payments against a MAC are comprised of two elements. The majority of the amount due is paid
by HM Passport Office immediately, however, a small proportion of the amount due, normally 50%
of the service provider’s profit margin, is retained by HM Passport Office until it is demonstrable
that the services provided have reached stable operation. These retentions are accounted for as
current liabilities. Management does not consider this liability to represent a “PFl liability” as they
do not represent a regular and frequent pattern of payment for the ongoing provision of services.

Payments to the service providers include both a capital and a non-capital element. Payments

in respect of the development of infrastructure used by the service provider exclusively for the
provision of services are treated by HM Passport Office as capital payments. Payments in respect
of the service provided will include an element in respect of the cost of capital attributable to the
infrastructure that is not used exclusively in the provision of these services (“non-exclusive assets”).

All assets used in the provision of the services are owned by the service provider during the
contract, however, at the end of the contract the ownership of those assets exclusively used for
the provision of the services is transferred to HM Passport Office. On the basis that the ownership
of the assets transfers to HM Passport Office at the end of the arrangement, the assets are used
exclusively for services offered to the public by HM Passport Office, substantially all of the cost

of developing and maintaining the assets is borne by HM Passport, and the risks and rewards
generated by the assets are held by HM Passport Office. HM Passport recognises all expenditure
in respect of the assets in the SoFP as capital.

As at the reporting date, HM Passport Office holds no liabilities in respect of these arrangements
other than those in respect of the MAC retentions, as described above. The nature of the
arrangements is such that the use of the non-exclusive assets represents an implicit and
necessary aspect of delivering the overall service. The associated costs of running and
maintaining these assets are therefore deemed to represent an element of the overall charges

recorded in the SoCNE.
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Obligations under on-balance sheet (SoFP) PFI contracts

The total obligations under on-balance sheet (SoFP) PFI contracts are outlined below. Obligations
falling due not later than one year include capital expenditure of £4.4m with £0.3m later than
one year. The 13-14 comparators have been restated to reflect the change in how the contracts

have been recognised in accordance with IFRIC 12,

30 Sep 2014 Restated
£'000 | 31 Mar 2014
£'000

Not later than 31 March 2015 31,508
Later than 31 March 2015 and not later than 31 March 2019 217,672
Later than 31 March 2019 9,209
Total commitments under on-balance sheet (SoFP) PFI contracts 258,389

18.2 Charge to the SOCNE and future commitments

65,404
221,906
9,201
296,511

The total amount charged to the SOCNE in respect of off-balance sheet (SoFP) PFI transactions
and the service element of on-balance sheet (SoFP) transactions was £52.4m (2013-14: £68.2m).

Future payments to which HM Passport Office is committed are as follows:

30 Sep 2014 | 31 Mar 2014
£'000 £'000

Not later than 31 March 2015 31,673
Later than 31 March 2015 and not later than 31 March 2019 256,148
Later than 31 March 2019 11,960
Total commitments under on and off-balance sheet (SoFP) PFI contracts to 299,781

be charged to the SoOCNE

69,451
255,964

11,950 ®

337,365

Included in the table above are commitments of £4.6m falling due before 31 March 2015, £38.7m
falling due later than 31 March 2015 and not later than 31 March 2019, and £2.8m falling due
later than 31 March 2019 in respect of off-balance sheet (SoFP) transactions. All commitments

due as at 30 September 2014 were transferred to the Home Office.

Note 19 - Other financial commitments

30 Sep 2014 | 31 Mar 2014
£'000 £'000

Not later than 31 March 2015 4,369
Later than 31 March 2015 and not later than 31 March 2019 18,437
Later than 31 March 2019 -
Total other financial commitments 22,806

9,021
18,437

27,458

HM Passport Office has entered into non-cancellable contracts (which are not leases or PFI

contracts) for provision of contracted out services for passport production, cashiering and
application scanning, administration of IT systems, secure delivery, and the provision of a

telephone contact centre. The payments to which HM Passport Office is committed, analysed by

the period during which the obligation becomes due, is given in the table above.

All commitments due as at 30 September 2014 were transferred to the Home Office.
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Note 20 - Contingent liabilities
As at 30 September 2014 HM Passport Office had the following contingent liabilities:

e Three legal cases relating to unfair dismissal following economic redundancy due to the closure
of an overseas regional passport processing centre on the repatriation of the processing and
issuing of passports of overseas applicants. As at the reporting date, the tribunal cases which
would determine the outcome had not been heard, therefore it is not possible to determine the
likelihood of a liability materialising.

e 14 legal cases relating to challenges by customers on HM Passport Office’s refusal to issue
passports. It is not possible to quantify the potential liability to HM Passport Office in respect of
these cases.

If these contingent liabilities materialise, the Home Office will meet any financial obligation.

Note 21 - Losses and special payments
Cases over £300,000

30 Sep 2014 | 31 Mar 2014
£'000 £'000
Non-cash losses

Disposal and impairment of non-current assets

During the year HM Passport Office conducted a detailed review of its non-current - 588
assets. As a result of this review:
@ e 431 assets with a carrying value of £243,000 were identified as no longer in use @

and disposed of;

e 52 assets with a carrying value of £219,000 fell below HM Passport Office’s
capitalisation threshold, as outlined in notes 1.4 and 1.5, and have been
impaired; and

e £126,000 of transactions held in HM Passport Office’s asset clearing accounts
were identified as being erroneous and consequently removed.

Total losses and special payments over £300,000 - 588

Cases under £300,000

No. cases | 30 Sep 2014 No. cases Restated

£'000 31 Mar 2014

£’000

Compensation to public and staff 1,267 126 2,000 126

Waiving of contractual entitlements 326 30 418 32

Cost of issuing free Emergency Travel Documents 482 46 - -

Total losses and special payments under 2,075 202 2,418 158
£300,000

Total losses and special payments 202 746
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Note 22 - Related party transactions

HM Passport Office is an executive agency of the Home Office and is regarded as a related party.
Material transactions between the Home Office and HM Passport Office which occurred during
the period ended 30 September 2014 are as follows:

Amounts paid to the Home Office as at September 2014 included £39.7m (2013-14: £70.9m)
from passport sales, which was remitted to HM Treasury for consular services provided by FCO.

Accommodation costs — HM Passport Office has entered into an arrangement with the Home
Office. HM Passport Office has sublet the 5th and 6th floors of Globe House (its London
Customer Services Centre) to the Home Office who, in turn, have sublet part of 2 Marsham Street,
the Home Office headquarters building, to HM Passport Office.

For the six-month period to 30 September 2014, the Home Office funding arrangements to
HM Passport Office covered capital expenditure and £4.5m towards the non-fee funded civil
registration statutory services. HM Passport Office generates its own cash resources for all
other expenditure.

FCO is regarded as a related party. The UK passport fee includes an element to recover the cost
incurred by FCO for providing consular protection abroad; this element of the passport fee is
remitted through the Home Office to HM Treasury. HM Passport Office collects £15.62 (2013-
14: £15.62) per adult standard passport, £4.28 (2013-14: £4.28) per child passport and £23.18
(2013-14: £23.18) per jumbo passport (for passports issued both in the UK and overseas). The
total collected during the period ended 30 September 2014 for consular protection abroad was
£45.2m (2013-14: £70.9m). The total paid over to Home Office during the period was £39.7m
(2013-14: £70.9m).

Payroll services are provided by the Ministry of Justice.

Other government departments and agencies with which HM Passport Office transacted in the
normal course of business during the year include the HM Revenue and Customs, Driver and
Vehicle Licensing Agency, Department for Work and Pensions, Office for National Statistics,
Department for Education, Department for Transport, Treasury Solicitors, Department for
Business, Innovation and Skills, Ministry of Defence, Department for International Development,
Health & Social Care Information Centre and Environment Agency.
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Board members and key senior management staff are subject to a standard annual interests
review. It is confirmed that no board members, key managers or other related parties have
undertaken any material transactions with HM Passport Office during the period. Information on
key management compensation is provided in the Remuneration Report.

All related party transactions are conducted on an arm’s length basis.

Note 23 - Events after the reporting period

On 1 October, the assets and liabilities of HM Passport Office transferred to the Home Office and
the operations of HM Passport Office were brought under the control of the Department. With
effect from this date, the Permanent Secretary of the Home Office became the Accounting Officer.

The Permanent Secretary of Home Office duly authorised the issue of these financial statements
on the same date that the Comptroller and Auditor General certified the accounts.
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Sustainability Report (unaudited)

Introduction

HM Passport Office contributed to the review of the Home Office sustainability commitments as
part of the wider Home Office Business Plan. The departmental sustainability priorities are to:

e assess and manage environmental, social and economic impacts and opportunities in policy
development and decision making;

e procure from small businesses with the aspiration that 25% of contracts should be awarded to
small and medium-sized enterprises (SMEs); and

e meet the Greening Government Commitments (GGC), supplying quarterly information and
contributing to an annual report on progress.

HM Passport Office has made contributions to environmental sustainability through the effective
management of its estate and procurement. Service charges that contributed to wider social

and economic sustainability through provision of facilities for video interviews and promoting
internet applications were implemented, in order to make the services offered more accessible

to its customers. This actively contributed to the Government’s ‘digital by default’ agenda by
researching and developing platforms that will further reduce the need for movement of people or
paperwork in accessing passport and civil registration services.

This report reflects progress made by HM Passport Office during the six-month period to

30 September 2014. To provide a more accurate comparison to prior years, data obtained for
the six-month period to 30 September 2014 has been extrapolated over the year using 2013-14
data. The data used in this report relates to locations where HM Passport Office has paid for at
least one utility or service directly. Buildings occupied by HM Passport Office for which generic
service charges are paid to a landlord or operator are not included. Where required, prior year
figures have been restated to reflect data improvements. A robust control environment is in place
to ensure accuracy and completeness of this data.

Governance arrangements

The Home Office Business Plan contains sustainability objectives. Performance is scrutinised

by a Home Affairs sub-committee. The Permanent Secretary oversees progress against the
sustainability objectives, with day-to-day direction provided by the Sustainable Development Team
(SDT), which is accountable to the Department’s Sustainable Development Champion (SDC), the
Director of Finance and Estates. A Sustainability Implementation Group reviews the Sustainable
Development Plan to reflect progress and changing focus. The SDC reports to the Chief Operating
Officer, who is a member of the Home Office Supervisory Board and the Executive Management
Board. More information on sustainability activity can be found at
https://www.gov.uk/government/.

Annual Report and Accounts for the period 1 April — 30 September 2014 79



B [ ® H .  EEEm

Sustainability Report (unaudited)

Performance

Performance over the last five and a half years is recorded below. This data will be consolidated
into the Home Office Annual Report and Accounts for the year ending 31 March 2015.

All greenhouse gas emissions

The GGC requires the Home Office to reduce its domestic greenhouse gas emissions for buildings
and travel by 25% by 2015, measured against a 2009-10 baseline. HM Passport Office has
contributed to the overall performance of the Home Office. HM Passport Office’s reported energy
use does not reflect the significant estate reductions in the last few years, because the energy
used at these vacated sites was provided as part of the landlord service charge.

Greenhouse gas emissions
CO,e (tonnes)

7,000 A
6,000 -
5,000
[ Gross carbon dioxide
4,000 emissions scope 3
(business travel
3.000 excluding fleet)
Il Gross carbon dioxide
2,000 emissions for scopes
1 & 2 (electricity, gas
@ & fleet) @

1,000
= 2014-15 target

0

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Forecast

Financial years
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Energy use in buildings

HM Passport Office promotes good energy practice by displaying Energy Performance Certificates
and Display Energy Certificates where applicable. HM Passport Office also participates in the
CRC Energy Efficiency Scheme as part of the Home Office group.

Annual carbon dioxide emissions across the buildings for which HM Passport Office is directly
responsible for energy use decreased by 9% to 4,620 tonnes as at 31 March 2014, and for the
six-month period to 30 September 2014 emissions totalled 2,262 tonnes.

Carbon emissions from buildings
CO,e (tonnes)

6,000 -
5,000
4,000
M Carbon dioxide
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= 2014-15 target
2,000
1,000
0
2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
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Financial years
Building energy consumption
kWh
14,000,000 -
12,000,000 -
10,000,000 -
8,000,000 Gas (kWh)
6,000,000 [ Electricity:
o renewable (kWh)
4,000,000 M Electricity:
non-renewable
2,000,000 (kWh)
O —

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

. . Forecast
Financial years
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Greenhouse gas emissions from travel

Travel has risen in previous years in line with business activity. However, measures have been
introduced to restrict unnecessary travel and facilitate alternative ways of working, such as
Information and Communication Technology (ICT) solutions for communications and meetings,
resulting in a significant decrease in greenhouse gas emissions forecast for 2014-15, which

is largely attributable to a decrease in domestic flights. The graph below shows HM Passport
Office’s performance for emissions from domestic and international travel.

Greenhouse emissions for travel
CO,e (tonnes)
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900
800
700
600
500
400
300
200
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2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

@ Forecast @

Financial years

GGC requires the Home Office to reduce the number of domestic flights by 20% against a
2009-10 baseline. Information is only available from 2012-13. The graph below shows
HM Passport Office’s performance against the 2012-13 baseline.

Domestic flights
No. of Flights

3,500

3,000 W Domestic flights
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2,000
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Water use

The GGC require the Home Office to reduce water consumption against a 2009-10 baseline.
Water is used in washrooms, showers, for drinking, and in heating and ventilation systems. The
graph below shows the performance of HM Passport Office.

Water consumption
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® Office waste @®

The GGC requires the Home Office to reduce the amount of waste generated by 25 per cent from
a 2009-10 baseline. The graph below shows the performance of HM Passport Office.
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Reported waste streams include shredded and non-shredded paper and other dry mixed
recyclables, food waste and packaging. Through our supply chain HM Passport Office ensures
that redundant ICT equipment is re-used or responsibly recycled. Data on ICT waste is not
included in the above graph.

Sustainable procurement

HM Passport Office works with suppliers to promote sustainable procurement as part of a
Corporate and Social Responsibility (CSR) programme. This includes supporting SMEs and the
diversity agenda. We promote the mandated Government Buying Standards™ and consider
CSR factors in investment decisions where they are relevant to the contract. CSR factors are
incorporated throughout the procurement cycle from pre-qualification through to contract award
to ensure value for money is optimised.

The information gathered from the supply chain through a self-assessment questionnaire
(CAESER) is reported to us on an annual basis to enable us to obtain an overview of our
suppliers’ performance in relation to CSR. This is used by HM Passport Office to inform contract
management discussions and business decisions, manage supply chain risks, and drive improved
outcomes.

Biodiversity and adaptation

Biodiversity is not material for the HM Passport Office estate because we own no open spaces.
We are mindful of a changing climate as part of our resilience measures.

13 http://sd.defra.gov.uk/advice/public/buying

84 Annual Report and Accounts for the period 1 April - 30 September 2014

‘ ‘ 2903572 Book.indb 84 @ 23/03/2015 17:17‘ ‘



Sustainability Report (unaudited)

962’e

890°c

06
860°L

1se29.104
Gl-vL02

9166

ccl

v6. 't

1582910
GL-¥L0C

007t lev'e 8182
0r8 6vc'c 629't
14 09 89

SIS CHLL ekt

102

Joquiaydas og
0] syjuow 9 1 A N4

€8€C 8eg's 828'e
982 12T’} 280’}
160'C ey L'y

14104

Jaquierdas og
0] syjuow 9 €1-¢c10c

Tes'e
Gee'l
69

8cht

cl-1L102

G18'S

6CkH

989t

a|ge|ieAe jou
uolew.IoU|

o|qe|ieAe 10U
uonewiolU|

o|qe|ieAe 10U
uolewolU|

0g0’k

L1-010¢

a|ge|ieAe jou
uoljeuwLou|

a|qe|ieAe 10U
uolewolU|

o|qe|ieAe 10U
uolewolU|

86

01-6002

alnjipuadxa |ejo|
[oARJ] SSBUISN( [EIOILO UO ainypuadxg

SOoUBMO|B DYD
(¢ o|10eL os[e 88s) ainypuadxs ABeug 000.3

aJnlipuadxe — suoissiwe seb asnoyusalis) :q| o|ge |

cLL'S

cc6

or8‘y

L1-0102

689°S

1458

Gl

01-600c

suoissiwad seb asnoyuaain
(1991} Buipn|oxa [eAel]
SsauIsng) ¢ 8d0oS SUOISSIWS SSOJL)

(Ayomosle) g pue (198 pue
seb) | $6doos o) SUOISSIWS SSOUL) 8’001

suoIssIWe seb asnoyussly) :e| s|qe|

ejep buioddng

85

Annual Report and Accounts for the period 1 April — 30 September 2014

23/03/2015 17:17‘ ‘

2903572 Book.indb 85



Sustainability Report (unaudited)
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Sustainability Report (unaudited)
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Sustainability Report (unaudited)
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Glossary

ARAC
BHD
CAESER
CR&AG
CETV
CFER
COO
CSC
CSL
CSR
DLR
ETD
FCO
FReM
FTE
GBS
GGC
GRO
HMT
® IAS
IAU
IFRIC
IFRS
T
KPIs
MAC
NAO
NGC
NPP
One3M
ONS
PCSPS
PDP
PFI
PRR
PVS
SCS
SIC
SoCNE
SoFP
SoCTE
UEL
VAT

‘ ‘ 2903572 Book.indb 89

Audit Risk and Assurance Committee
Bullying, Harassment and Discrimination
Self assessment questionnaire
Comptroller and Auditor General

Cash Equivalent Transfer Value
Consolidated Fund Extra Receipt

Chief Operating Officer

Computer Sciences Corporation

Civil Service Learning

Corporate and Social Responsibility

De La Rue

Emergency Travel Documents

Foreign and Commonwealth Office
Financial Reporting Manua

Full time equivalent

Government Banking Service

Greening Government Commitments
General Register Office

Her Majesty’s Treasury

International Accounting Standard

Internal Audit Unit

International Financial Reporting Interpretations Committee
International Financial Reporting Standards
Information Technology

Key Performance Indicators

Milestone Acceptance Certificate

National Audit Office
Nomination and Government Committee
New Passport Programme

Information Management Maturity Model
Office of National Statistics

Principal Civil Service Pension Scheme Service
Passport Design and Production

Private Finance Initiative

PASS Replacement Release

Passport Validation Service
Senior Civil Service

Standing Interpretations Committee
Statement of Comprehensive Net Expenditure
Statement of Financial Position

Statement of Changes in Taxpayers’ Equity
Useful Economic Life

Value Added Tax
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Contact

If you wish to receive further information on any of the issues in this document or have any
questions relating to the services provided by Her Majesty’s Passport Office, please contact:

Communications and Corporate Development Directorate
Her Majesty’s Passport Office

2 Marsham Street

London SW1P 4DF

Or via Her Majesty’s Passport Office website: www.gov.uk

You can also contact the Passport Adviceline from 7.00 — 23.00
Tel: 0300 222 0000 calls are charged at the national rate

All media enquiries should be directed to the Home Office Press Office
Tel: 020 7035 3535
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