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Introduction

This review relates to a grant of £200,000 provitted film company. The review has
been confined to the process undertaken by thedagsianDevelopment Department
only.

EDD response to introduction

EDD’s responseto the findings and recommendations of the Publiccolints
Committee (PAC) review of the grant to Canbedora®etions Limited are included
below. Whilst the review has focused in the mainpoocess, the review has, in part,
addressed broader issues that should benefit framsponse from the Economic
Development Department (EDD).

The Minister for Economic Development and EDD abharged with growing and
diversifying the Jersey economy to create employraeross a broad range of sectors.
For many years there has been a call for Jerséglltav other smaller jurisdictions,
such as the Isle of Man, and secure significanbliement in the film production
sector including, but not limited to, establishidgrsey as a location for film
production. Our competition (such as the Isle ofnMaupports this activity through
financial support given either through fiscal inttees or through direct grant
assistance. Therefore any conclusion that goverhragpport for pre-production
activity is somehow novel and contentious is notnboout by the strategies and
policies adopted by our competition, including otBeown Dependencies. This is the
strategic context within which the EDD grant to 6adone Productions Limited was
made.

To place EDD’s response in context, it is importemtunderstand the process of
independent film production. The diagram includetbty, which was supplied to the
Public Accounts Committee (PAC) seeks to do this:
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In basic terms, in the early stages of a projectependent film production follows a
twin-track approach. Pre-production activity, whialong with other film industry
investment, the EDD grant supported encompasséss Imot limited to, writing and
editing the script and the screenplay, selectimgtions, defining filming schedules,
discussing involvement with potential cast membergparing initial costings and
outlining the cash-flows and commercial returng,thmathe event of success, the film
would generate. In parallel, the production teaprksenvestment to allow the film to
be produced — in this case from the UK, the USA @fMha. These are parallel
processes and EDD’s grant funding for the KnigHtdngpossingworth was solely
aimed at the pre-production element of the procasd, not the process of securing
sufficient finance to allow the film to be brougbtproduction. In doing so, the EDD
objective was to secure Jersey as a location éoeldments of the film to be shot.

The following extract from the House of Lords Commuations Committee — “First
Report The British Film and Television Industriesfated 14th January 2010
summarises film financing —

“61. The financing of film production follows twoislinct models. The
major American studios normally have sufficientfiicial capacity to
fund the making of their films. Much of this capscderives from
their size and range of activities, including disition. As indicated
in the preceding chapter, despite various attentpts,British film
industry has not been able to replicate succegsthlk American
model of vertically-integrated companies, involved production,
distribution and exhibition, able to finance thewn films. British
producers who are not closely allied with an Amamistudio have to
follow a different model.
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62. An independent British film producer has tolthwip a patchwork of
financing in order for a film to be made. He il to be eligible for
film tax relief and can approach the UK Film Counand BBC Film
and Film4, the film investment arms of the BBC &ithnnel 4, who
may be prepared to invest in the film. Beyond tttig, producer may
have to seek equity investment and pre-sale dfiltheo one or more

distributors, against

which he can obtain fundifgis may still fall

short of the finance required. Until the recessioanks might have
been prepared to provide “gap funding”, but the @uttee was told
that they had virtually withdrawn from film finan¢e

As this response is being written, EDD continuesaok with Canbedone Productions
Limited to ensure that film production begins inlg@&ourse. To this end, the CEO of
Venture 3D, one of the pre-production co-investacsive in the efforts to secure
financing for the production from China and elsexehwill be visiting the Island from

the USA in mid-June to review progress. Despitedtieerse publicity generated by
coverage of the PAC report, Jersey locations $tilltures heavily in the film

production schedule. EDD hopes that the Knightdngfossingworth provides the
catalyst for the development of a broader creatideistries sector in the Island and

welcomes PAC’s comments in this

regard.

The Minister for Economic Development and EDD theakd compliments PAC on
the review. What follows is a detailed responséheofindings and recommendations.
In preparing this response, the Minister and theddenent would like to thank
officials from Treasury and Resources and the CHiiglister's Department for their

assistance and input.

FINDINGS

Findings

Comments

5.12 | There was no referen
within the Financial Repof
and Accounts 2011 to th
initial grant being part of ¢
multi-year grant.

cd&he Financial Report and Accounts report
t States’ overall out-turn position; and the gr

the
ant

eexpenditure for the Economic Developmeént

A Department (EDD) for 2011 is included

in

‘Grants and Subsidies payments’ in the

Consolidated Operating Cost Statement

and

separately in EDD’s Operating Cost Statement

in the Annex to the Accounts.

The current level of disclosure in the Finangial
Report and Accounts with regard to grants is

transparent, and was consulted upon with
Chair of the Corporate Services Scrut
Panel. Significant grants (i.e. grants

£100,000 and over) are disclosed in a Not
the Accounts, and grants below £100,000

shown in Appendix 1 of the Annex to the

the
ny
of
P to
are

Accounts. Whilst not all information can be

included in the Statutory Accounts, the N

and Appendix set out the purpose of the g

hte
ant
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Findings

Comments

Priority supported.

The relevant MD (MD-E-2011-0104
published on the States websiteniv.gov.je

£200,000.

9.3

The Ministerial Decisiof
confirming the grant wa
signed only after the firs
tranche of the gran
(£50,000) had been paid.

giving approval for payment was signed
19th August 2011. Whilst the process

stopped at any time prior to payment) W
instigated on 11th August, the Order was o

and the cheque issued on 26th August 2
N.B. There is no central requirement for an
MD for expenditure of this nature — the
MD in this case, as with many other
elements of EDD expenditure,

introduced by EDD, to ensure that the
Minister is fully informed of, and in
agreement with, budget allocation.

9.6

The grant had been paid tq
different company from thag
stated in
Decision.

the Ministerial Limited (a UK-registered company) are {
same person, and EDD files contain contracts
that define the ongoing relationship between

) Agreed. However, the principal of Canbedd

the two. The change in corporate ident
resulted in no change to the grant or chan
the nature of the project

consequence of the change
identity.

in corpo

9.9

The contract between ED
and Canbedone Productio
Ltd. was not signed unt
some 3 months after the fir
payment was made to th
company.

ne/as signed by Canbedone Productions Ltd

stNovember 2011; and the first payment
néCanbedone Productions Limited was madse
6th December 2011, some 2 weeks after
contract was signed.

9.13

The first payment was ma
to Canbedone Productiof
Ltd. without any contractud
conditions  having bee

dés explained above, the first payment madg
nCanbedone Productions Ltd. was raised
I6th December 2011. The contract was sig
non 23rd November 2011.

Not agreed. The EDD Ministerial Decision

is an
additional step in the governance process,

in any way.
Taxpayers’ money was not put at risk as

Drhe contract with Canbedone Productions 1L

123rd November 2011, by EDD on 24th

and for all significant grants year the Strategic

clearly states that the grant was for the sum of

on
to

facilitate payment (which could have been

as
nly

approved and receipted on 23rd August 2011
D11.

ne

t(Jersey) Limited and Canbedone Productipns

he

ity
ged

a
rate

td.
on

to
on
the

b to
on
ned

effected.
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Findings Comments

9.15 | The second tranche of thdlot agreed. Clause 2.2 of the “Conditions| of
grant (£75,000) was madeGrant” states that the second payment| of
without regard fon £75,000 will be madedn January 1st 2012
confirmation of the funding or upon confirmation being received of|a
milestones as required in th&€3 million funding commitment to the film
contract. from Jersey investors ...”. 1st January was|the

latest date the payment could be made.
N.B. Due to public holidays, payment was
made on 4th January 2012.

9.21 | The contract was poor|yNot agreed. As detailed in the introduction| to
written and executed, and lefthis response, funds were advanced to cover
the Jersey taxpayer exposethe cost of pre-production expenditure wijth
to undue risk. the objective of securing Jersey as a location

for the production. Significant in Islar‘{d
activity in the period Q22011 to date,
including identification of filming locations,
etc. highlighted in the PAC’s report supparts
the fact that this activity has been undertaken.
In addition, the director has been resident in
the Island in this period, and with 100% of his
time being occupied with pre-production
activity, this supports the fact that the
objectives of the grant have been met. The
risk that, in the absence of funding, ho
element of the production would be secured in
Jersey has been mitigated, allowing Jernsey
taxpayers to realise a return on the investment
of the grant funding.

9.24 | The requirements ofAccepted. It could have been clearer in the
Ministerial Decision MD-E- contract that the intention was for the majotity
2011-0104 were not properfyof expenditure to be spent on Island.
reflected in the contragtHowever, given the international nature of the
between the  Economicfilm production industry, it would have beg¢n
Development  Departmentunreasonable to expect ALL expenditure tg be
and Canbedone Productiopnandertaken in Jersey. It is clear that the
Ltd., notably a stipulation majority of pre-production activity has been
that the grant monies were faindertaken in Jersey. Clauses in the contract,
be expended in Jersey. such as Clause 5, clearly indicate that EDD

would regularly monitor expenditure. The fact
this was done is evidenced by the record of
numerous meetings, e-mails and reports from
Canbedone Productions Ltd. Contrary to the
PAC’s assertion, evidence provided to the
PAC (i.e. a document on file submitted |to
them) titled: “Expenditure June 2011 to Dec
2011” shows actual vs. forecast expenditure.
Page - 6
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Findings

Comments

9.30

The Economic DevelopmenNot agreed. EDD commissioned an init
nfinancial investment appraisal from BDO
of Canbedone Production®2010 as an integral part of the process thrg
ewhich the grant was awarded. Subsequer
ethrough numerous meetings,
rreports, EDD closely monitored expendityre

ar

ent,
yond

did not maintain inspectio

financial records prior to th
Public Accounts Committe
hearing, and this pod

financial governance left theand activity on the project. This regul

Department exposed.

contact, in effect close account managem
represents good governance above and be
that which would be achieved by simg
receiving written reports. At the Publ
Hearing, the Chief Executive Officer of ED|

report that was completely up-to-date. T
should not be taken to imply that EDD did n
closely monitor activity and expenditure
the project earlier in the process.

9.33

There is no clear indicatig
as to whether monies ha
been expended in Jersey

per the Ministerial Decision spent

MD-E-2011-0104.

elocument on file entitled: “Expenditure Ju
82011 to Dec 2011” sets outs how monies w
in this period. This docume
demonstrates that monies were expende
Jersey.

10.9

There is no evidence
anything having been don
by the Department i
response to concerns rais
by persons familiar with th
film industry about the bon
fides of the project, althoug
the Department accepted th
such concerns had emerge(

oNot agreed. Documentary evidence of a
enote prepared after a conversation with s
npersons was included in the files submitteq
eBAC. In addition, EDD do not consider th
pthe person “familiar with the film industry
awas in a position to make any objecti
hcriticism of the film, having no direg
anhvolvement whatsoever with the project. It
I difficult to understand why PAC placed a
weight on this evidence, particularly in t
light of comments on the quality of th
production included in evidence from Teg
Stores and several well-known personali
from the film and entertainment industry, w
were familiar with the production. In additio
despite requests, PAC refused to allow E

party.

ic

al

in
ugh

ntly,
e-mails and

ly
D

gave a commitment to ensure the PAC had a
his

ot

DN

Mot agreed. Evidence submitted to PAC in a
ne

ere
nt

d in

file

aid
1 to
at
ve
t

S
ny
he
e
co
ies
ho
n,
DD

access to information supplied by the third

10.15

The production of ‘Knights
a conclusion and has apparently made
range of EDD
investments (made in the form of grant

of Impossingworth’ is

high-risk project.

The PAC presents no evidence for t
attempt to analyse the

funding) against a risk profile. As indicated

his
no

to

the PAC in the response to the draft ref

ort

P.A.
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Findings

Comments

circulated to EDD for comment, EDD inves

investment of £150K represents 0.84%

expenditure. In many cases, risk can

from other jurisdictions and acaden

minority of EDD funds.

and/or claw back if required.

10.19

Due diligence on the ke
figures was not undertaken.

yFrom the outset, the director’'s professio
credentials were assessed through IMDB,

recognised and publically available datab
of the film industry. In addition, during th
process of approval and during the period
the stage payments, extensive contact
communication was made by EDD with t
director and his associates to establish
continued fidelity of the director and t
production. Although the evidence in filg
submitted to the PAC did not include a
printouts of such an assessment, this
discussed during the public hearing.

10.22

The due diligence into th

company was
insufficient.

materiall

eNot agreed. EDD were very encouraged
ythe involvement of Tesco Stores Limited g
others at the early stages. As highlighted
PAC, the Minister for ED, the Chief Officeg
and other EDD officers discussed the speg
matter of due diligence with seni
representatives of Tesco Stores Ltd.,

subsequently EDD officers met with Teg
Stores Ltd. representatives whilst undertak
EDD’s due diligence on the project. It
important to state that EDD did not rely on {
due diligence undertaken by Tesco Stq

ts

in a broad range of projects with a spectrum of
risk. It was pointed out to PAC that it was
important to put this investment into conteixt,
in that the 2011 grant of £50K represents
0.28% of EDD budget, and the 2012

of

EDD budget. As EDD is ¢.3% of States
expenditure, the total investment of £200K
represents 0.03% annualised States

be

quantified and managed, but cannot be fully
mitigated. The potential benefits to Jersey of a
successful outcome (evidenced by precedent

IC

research) justified the investment of a small

Furthermore, the contract provides sufficient
conditions prior to payments to limit the risk

nal
the

comprehensive, credible, internationally

ase
e

of
and
he
the
e
bS
ny
was

by
nd
to
1
ific
DI
and
co
ing
is
he
res

Ltd.; rather, EDD saw the Tesco Stores {

lue
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Findings

Comments

diligence process as complimenting wd
undertaken by both EDD officials and BDO.
is clear from evidence presented to the P
and given at the Public Hearing that t
company was established for the purpose
producing the film and, as such, would 1
have a lengthy trading history — this is typi
of

independent film production activity.

rk
It
AC
he
» Of
not
cal

Furthermore, evidence submitted to the PAC

highlighted the total level of co-investment|in
pre-production activities from parties in the
film production industry.
10.30| The due diligence undertakemot agreed. PAC would be confident of the
by Tesco Stores Ltd. was fotevel of due diligence undertaken if they had
a different purpose than thatontacted Tesco Stores Ltd. or, indeed, |the
of the Economig director, as urged to by the CEO of EDD|at
Development  Departmentthe Public Hearing. This would have
however, it was used as parscertained the nature, scale and scope of
of the Economig Tesco Stores Ltd.’s due diligence. It is wrang
Development Departmentisto suggest that this due diligence was “for a
decision to go ahead. different purpose”. The due diligence was|on
all aspects of the film production and |ts

commercial potential. The issue of the nature

of the investment that resulted from this d
diligence is a completely separate matter.

10.33

The due diligence undertakehe due diligence undertaken by BDO was
tthe initial proposal from Canbedone (Jers
a grant ofLimited of an investment of £2 million. BD(
ostated however,
.applied to the revised proposal of a £200,

by BDO for the Departmer
was not for
£200,000 to be provided t
Canbedone Productions Ltd

that their comments $

ue

on

ey)
D

till

DOO

grant. The documentation presented to BAC

was on all aspects of the film production a

nd

its commercial potential. The issue of the

nature of the investment that resulted fr

Dm

this due diligence is a completely separnate

matter.

10.38

No ‘Know Your Client
process was undertaken

Department.

bfrom the outset the director's professiol
the Economic Developmentcredentials were assessed through IMDB,

As mentioned in the response to 10.19 ab

internationally recognised database of the fj
industry. In addition, during the process

Ve,
nal
the

Im
of

approval and during the period of the stage

payments, extensive contact

and

communication was made by EDD with the

director and his associates to establish
continued fidelity of the director and th
production.

the
e
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Findings

Comments

10.40

Financial Directions do nq
require full due diligence t
be undertaken when dealis
with grants.

tFinancial Direction 5.1 requires due diligen
hto be undertaken, and this was undertaker
1d=DD. Financial Direction 5.5 — Managemg

covers additional requirements relevant to
grants application and approval process.
part of the process, departments must req
potential grant recipients to outline t

money is spent in a proper manner and for
purposes intended. In addition, potential gn
recipients are required to demonstrate 1t
their corporate governance arrangements
robust, and must provide an explanation of
governance framework for inclusion in t
Service Agreement where the grant

£100,000.

115

The dates of the relevg
documentation and the fa
that key but basic financia
information was obtaine
from the company by th
Department only after th
Committee had requested
indicates clear non
compliance with Financia
Direction 5.4.

nthe accounts confirm additional non-ED
ctnvestment in pre-production. At the Pub
1IHearing, the EDD CEO gave a commitment
densure the PAC had a report that
ecompletely up-to-date. This should not
etaken to imply that EDD did not hay
iknowledge of basic financial information arn
-in particular, its correct accounting treatmg
| prior to the PAC’s request.

11.14

The grant was not paid frol
budgeted funds, but from
windfall surplus from funds
including TV licence fees
paid by Jersey residents.

mAgreed, but PAC’s findings fails to refle
aevidence available in the public record.

,In August 2011, in accordance with Stal
processes, the Minister for Treasury 4
Resources made Ministerial Decisi
MD-TR-2011-105 (“Carry forward an
Digital Switchover Income to 2012"). ED
then has the ability to spend this in a man
deemed appropriate in line with departmer
objectives.

The following extract from the Ministeria
Decision MD-TR-2011-0105 (that allocatg
the funds to EDD) refers. Relevant sectig
are shown irbold text below.

The Department has proposed the following
the uses of the additional income —

of Grants, which is supplementary to FD §.

ce
1 by
nt
1,
the
As
uire
he

controls they will operate to ensure that public

the

ant

hat
are

the

he

[

subsequently approved and is greater than

D
ic
to
vas
be
e
d,
Nt

tes
ind
on

of
D
ner
ntal

|
ad
NS

as
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Findings

Comments

e Provision of matched or seed-corn funding
for key priority initiatives in the new
Economic Growth Strategy focused on |T,
media, E-commerce, Tourism and
renewable energy, namely:

o0 E-Commerce Commission
o ICT Strategy

e Promotion of Jersey as a location for
technology testing, particularly in ICT and
Broadband

e Support of future Development and
maintenance of broadcasting,
communications and digital economy
legislation and policy (including
broadcasting and wireless telegraphy)| in
Jersey, to secure future economic advantage
for local businesses and the population

e Greater exploitation of newly introduced
legislation in areas such as E-Commeice,
E-Gaming and intellectual property

e Mapping and developing on-island
capacity in the media/creative industries,
through the creation of a network
capable of servicing local and off-Island
requirements

e Delivering, in conjunction with the Skills
Executive, against the potential to create
future employment opportunities for
young people within the tourism,
broadcast, media, e-commerce or widef
creative industries

e Marketing Jersey to outside media|
interests as a location for film/TV
making, media conference hosting and
future development of e-commerce
creative industries focused events.

It is unlikely that all of the additional income
will be spent in 2011. EDD has therefare
requested that it be allowed to carry forward
the unspent amount into 2012 so it can|be
used for the purposes that the Department
feels are appropriate.

Page - 11
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Findings

Comments

PAC are incorrect in their finding as, at t
time the grant was made, EDD’s net reve
expenditure  budget contained  fun
transferred as per MD-TR-2011-105.

For information, the additional income add
to the EDD net revenue budget by virtue
MD-TR-2011-105 is comprised c
2 components:

1. Wireless Telegraphy Licence fees
collected by OfCoM on behalf of th
States under authority of legislati
including the Communications (Jerse
order 2003. A proportion of these mon
have been passed to the States.

2. Digital Switchover Surplus. At the outg
of the recent Digital Switchover, the BB
was allocated a sum of money out of
licence fee revenues to help the over-7
the blind and partially sighted and thg
with serious disabilities, to get digital T
However, the total cost of this exerci
was lower than anticipated. As a res
some of the surplus funding was return
to the UK and Channel Islang
governments.

Evidence supplied to PAC clear
demonstrates that allocation of such funds

hue
ds

ed
of

are
e
N

y)
es

et
C
he
5s,
se
se
ult,

ed
s

ly
5 to

projects within the EDD portfolio is governed
by individual Ministerial Decisions. As
mentioned in the response to 9.3 above, there
is no central requirement for an MD for
expenditure of this nature — the MD in this
case, as with many other elements of EPD
expenditure, is an additional step in the
governance process, introduced by EDD, to
ensure that the Minister is fully informed pf
and in agreement with budget allocation.

12.7 | There is a claw-back claus&DD thank PAC for its helpful observation in
within the contract, but therethis area. The documents used and [his
are concerns as to ifontract is one of a number of standard
enforceability in practice template documents utilised by EDD. The
against the recipientDepartment will seek the Law Officers’
company (which is a UK advice on the provisions in the contract
company). relating to claw-back.
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RECOMMENDATIONS

Recommendations To Accept/ Comments Target
Reject date of
action/

completion

5.13 | The Financial Report andTS* | Accept | Treasury will in future make it
Accounts must make clear where a single grant
reference to the commitment is to be paid over
Ministerial Decision multiple years.
where a grant entry is
part of a multi-year grant Treasury agrees with the statement
project. made by PAC in their report whigh

states that “the Financial Report
and Accounts document [is] npt
the place for fuller descriptions of
the grants on an individual basis”

9.25 | In every case where theEDD | Accept | Agreed. Subject to a definition of
grant is for a high-risk “high risk” and resources available
endeavour, following the within  the Law  Officers’
application process, legal Department, EDD will seek Law
advice should be Officers’ advice on the provisions
obtained in relation to of their standard grant contract
the terms of the contract. documentation.

9.31 | The Treasurer of theTS* | Already | Financial Direction 5.5 +
States must ensure that in place | Management of Grants, stipulates
all departments have |a that details of any conditions
precise framework for attached to the grant and critefia
the proactive for measurement of whether thgse
management of contracts have been fulfiled are to he
to ensure robust documented in a  Servige
monitoring, guaranteeing Agreement for all grants over
that evidence is obtained £25,000. The Agreement must also
where clauses permit. include arrangements for

repayment of grants in the event|of

non-performance or non-

compliance.

In addition, organisations in receipt

of a grant of over £5,000 are

required to provide a Grant

Assurance Statement confirming

how the grant was spent and the

outcomes achieved in comparispn

with the original terms of the grant.

10.41| The Treasurer of theTS* | Accept | Due diligence requirements are
States must include due already covered in FD 5.1, but
diligence requirements Treasury accept that further
within Financial clarification as to the relationship
Direction 5.5. between 5.1 and 5.5 would be
Page - 13
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Recommendations To Accept] Comments Target
Reject date of
action/
completion
beneficial. Treasury will consider
amending Financial Direction 5/5
to cover due diligence and make it
incumbent on departments to carry
out pre-grant due diligende
assessment  on organisatigns
applying for a grant of over
£100,000. The due diligence
process will cover investigation
into an organisation’s governance
framework and financial health,
and its capacity to manage
activities funded by the grant.
10.42| A guidance note shouldTS* | Already | Departments are directed to the
be introduced to all in place | procurement toolkit, wherge
departments for robust information relating to contragt
contract management management is available.
aligned to financia Consideration will be given tp
directions providing additional guidance in
this area in relation to grants.
10.43| Prior to  Ministerial| TS* | Not There is an obligation to comply
Decisions being signed, accepted| with Financial Directions and the
Accounting Officerg Public Finances Law at all timegs.
must sign a compliance On the basis that this framework
statement to say that already exists, it does not seem
Financial Directions appropriate to also sign a separate
have been complied statement, particularly given the
with. number of Grants and Ministerial
Decisions made by the States.
Departments are required to repprt
on non-compliance with Financial
Directions as part of their annual
Statement on Internal Control, and
Internal Audit also perform work
on key risk areas, including non-
compliance.
10.46| SEB must put specific CMD CM
procedures in place ﬂo
deal with those who fail
to comply with Financia
Directions.
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Recommendations To Accept| Comments Target
Reject date of
action/

completion

12.8

after 30th Septembe
2013, the claw-bac

A

clause must be activated.

Should delays continugEDD

=

If no material progress on the

production has been made by 30th

September 2013, consideration will
be given to invoking the claw-bagk

clause.

*Treasurer of the States

P.A.C.2/2013 Res.
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