2.3 Senator S.C. Ferguson of the Minister for Treagy and Resources
regarding plans to deal with the structural deficit expected in Jersey in
2012:

Given the reticence of the United Kingdom Governtrterset out clearly their plans

to deal with the country’s deficit, would the Mites advise how he intends to deal

with the structural deficit expected in Jersey 012?

Senator P.F.C. Ozouf (The Minister for Treasury andResources):

As Members will be aware, the Council of Ministengt last Thursday to review
spending forecasts and to consider how to deal pvitfected deficits. The Council is
determined to control States spending to guardnagiiture unsustainable structural
deficits. There will be major challenges that wiquire first, a review of those
services which are essential or highly desiraldepadly, a determination to deliver
services efficiently across the States of Jersbidly, consideration of a wider
implementation of user pays principles; and final changes, including a review of
Zero/Ten. The comprehensive spending review isgded to deliver the first 3
elements of this and the fiscal strategy desigmeddiiver the fourth. The C.S.R.
(comprehensive spending review) process has nowedtaworking with States
departments it will analyse all areas of Statesndipgy in order to identify the
possibility of saving £50 million over the next 8ars, to understand the implications
of proposed savings and to target improvementserél will be 6 in-depth reviews
looking at terms and conditions of employment, tand case costs, Health and
Social Services, Education, Social Security and eléffairs. All States departments
will be asked to identify and find savings. Thedli decision on the balance between
savings and taxes will of course be a politicalichcand it will be taken in this
Assembly as part of the Budget and Business Plaatds. The next Members will
hear from me is shortly in terms of inviting Memb&do a workshop where | am
hopeful to discuss these matters in a wider forum.

2.3.1 Senator S.C. Ferguson:
Will the Minister tell the House what the most mecestimates indicate that the
structural deficit will be for 2012 and 2013?

Senator P.F.C. Ozouf:

The most recent estimate at the mid point is £4bamj but | need to be completely
clear with Members that that does not include thguirement to find some new
money for some areas of States spending which isalready factored-in. In
addition, | need to find a realistic solution tontiogencies. Every year there is
unexpected expenditure and | need to build in &stea£12 million or £14 million
contingency every year and to find the necessaowilyr for some areas such as
Health and Social Services. So the total figued the are looking at in terms of a
structural deficit is likely to be in the region £70 million or £80 million.

Senator S.C. Ferguson:
| assume the Minister means that for 2012. | didabout 2013 as well.

Senator P.F.C. Ozouf:

| apologise to the Senator. It is looking, to aajrextent, into a crystal ball to see
where the global economy and its implications ® fihancial services industry will
be. But | think a reasonable working assumptiotiad there is a structural deficit of



which we need to put in contingency plans for withhe region of £50 million
recurring every year.

2.3.2 Senator B.E. Shenton:

I will help the Minister with this, because the aes is yes. Does the Minister
consider very high rises in parking charges anduablihg of planning fees to be
efficiency savings?

Deputy G.P. Southern:
User pays.

Senator P.F.C. Ozouf:

No, | do not. But | also would defend the respectilinisters in needing to identify

appropriate income in order to pay for their segsic In respect of planning, they are
cost recovery for commercial developments and lld/point out to those individuals

that do not think the States of Jersey is expengiviook at the cost of property

occupation, to look at the cost of planning anddlmgy commercial property in, for

example, the United Kingdom compared to Jersey. a¥éenot highly taxed and in

my view it is appropriate that taxpayers are nokedsto subsidise planning

development. The decision in relation to car patkat was a matter that was
discussed in the Business Plan debate and | dininétis a surprise to Members.

2.3.3 Deputy P.V.F. Le Claire of St. Helier:

Would the Minister not accept that without Zero/Tkare would be very little deficit,

if any at all, and as has proved to be unacceptabtee people that have foisted it
upon us in the first instance the sooner it is dritlivn and returned to 20 per cent tax
the better.

Senator P.F.C. Ozouf:

The Deputy, with respect, is wrong if | may saywé had not implemented Zero/Ten
we would not have seen the economic growth thalsthed has seen in the last 4 to 5
years. Zero/Ten was the right policy at the tithbas not been found non-compliant
with the E.U. (European Union) despite there beingours about that issue. | have
confirmed that in my budget statement last yearam however, with the Chief
Minister, reviewing Zero/Ten in the light of changi global norms in relation to
taxation and if there are opportunities for collegtgreater amounts of money from
business and from corporation tax, of course | ddlso. That will limit the taxes
that are required for the Island community.

2.3.4 Deputy P.V.F. Le Claire:
Now that we have made our money on Zero/Ten,rstitime to get out of it?

Senator P.F.C. Ozouf:

Zero/Ten provides what is fundamental to what weirddersey which is providing
tax neutrality. We seek to tax the services thatprovided to financial services not,
in often case, the underlying activity. That isstandard well known and an
understood arrangement. We provide tax neutralitg, the source of what we do, it
is the source of the growth of our economy andsth&ce of our prosperity. | have
every intention of maintaining competitiveness dfe t Jersey economy and
maintaining tax neutrality.



2.3.5 Deputy G.P. Southern of St. Helier:

Would the Minister explain to Members exactly hoer@Ten has produced boom
years when it has not been implemented and nowsimgsilarly failed to meet the
mark of the E.U. standard?

Senator P.F.C. Ozouf:

The Deputy well knows that the proportion of tadest Island residents pay, both in
terms of direct and indirect tax, is much lowemtimaost other places. Yet we enjoy a
very high level and generous services in terms eélth, Social Services, Home
Affairs. We spend a great deal at this Assemidywbere does that money come
from? That money comes from a successful finarsgalices industry which benefits
our economy. That is what benefits of maintaindego/Ten and all the reforms that
we have made in the last few years.

Deputy G.P. Southern:
Zero/Ten has yet to be implemented and has fdiled, can it have produced boom
year?

Senator P.F.C. Ozouf:

| do not know where the Deputy has been for thedasple of years but Zero/Ten is

in place. It has been debated by this Assemblyvemare currently seeing the first

tax year’s result of it. The strong signal thas tAssembly sent out 4 or 5 years ago
in relation to putting its House in order for talams, yielded the growth that we have
seen in the last few years which the Deputy andrsthave spent.

2.3.6 The Deputy of St. Mary:

Taking a slightly different tack, | just wonderddtie Minister could assure the House
that in the C.S.R - in the comprehensive spendivgew - he will give due attention
to the principle that prevention is better tharecand the phrase that comes to mind is
false economies and when he is looking for econsmvidl he assure the House that
he will be very very careful about false ones?

Senator P.F.C. Ozouf:

| agree with false economies and | agree that veel ne have a wide-ranging review
of spending across the whole States of Jersey ambed to be honest with taxpayers
and Islanders about the services that we are doipgovide. | want to, for example,
and the Council of Ministers agreed that we would identifying savings - clearly
split-out any revenue raising measures versusi@fiites and cuts so that we are clear
with people about the opportunities that we idgntd raise money by user pays
charges.

The Deputy of St. Mary:

It did not quite answer the question of whether Khaister will seriously take on
board this issue of saving money and then rueiegitty later which we spend a lot of
time doing in this House. | have read a bit of i¥4erl know that there are
implications in there as well on this front and éwid again ask the Minister, will he
take this matter of not saving rashly and thenmmyihe consequences?

Senator P.F.C. Ozouf:
We need to be realistic. | was reviewing the Tuea®n Friday and looking at the
growth in States expenditure over the last 5 yelrdeed, | think that we have added



an additional £70 million worth of new money inrtex of Social Security, Health and
departments such as the Prison. At the same tivaehave delivered efficiency
savings across the organisation and yes thereme siebate with the P.A.C. (Public
Accounts Committee) of exactly what was determipetitically, but certainly we
have delivered £20 million or £30 million worth slvings. | believe that all
organisations can deliver their services more ieflity and more effectively. But it
does not need to be done sensitively and | hogeMbanbers would agree that every
political problem does simply not require the wrgtiof a cheque from taxpayers. We
need to be longsighted in terms of the way we #irecservices, and put the right
checks and balances in place.

The Deputy of St. Mary:
Can | ask a supplementary to that?

The Bailiff:
Sorry, not for the moment, Deputy. There are athvéino want to ask questions as
well.

2.3.7 Deputy T.A. Vallois of St. Saviour:

The Minister mentioned at the beginning of answegoestions about sustainability.
From 2005 to 2009 we saw an economic growth of dlcent in the Island. Could
he explain exactly what he means by “sustainabilitthe way forward”, and how far
forward we are looking in regards to taxes?

Senator P.F.C. Ozouf:

| think that is an excellent question. The susthility, as far as public finances is
concerned, | would simply say is that we need teclnencome with expenditure on a
year to year basis. | agree that it is approptiaé we run a budget deficit in 2010
and probably 2011, because we need to be inveistitige economy, keeping people
in work, allowing students to improve their skilfs a way that if we did not make
those budget deficits and if we did not invest, émample, in infrastructure there
would be greater numbers of people unemployedn sapportive of a budget deficit
for the period of the downturn, but | want to segbl finances restored to a
longstanding, matching income and expenditure ic#ytavithin 2 or 3 years. That is

what | call sustainability.

Deputy T.A. Vallois:
The Minister did not answer my question in regarshow far forward we are
looking for sustainability in the Island?

Senator P.F.C. Ozouf:

| apologise. Certainly, | want to be looking atpa finances 4, 5, 6 years out and
certainly | want to move to a business plan whghgreeing spending limits on a 3-
year basis as opposed to the yearly circus of ayysattlement of budgets which
gives departments absolutely no incentive in otdenake savings within year and to
have long term planning. So certainly 2 or 3-y®anles.

2.3.8 Connétable G.F. Butcher of St. John:
Given, in your statement, you said that obviouakation is relatively low in Jersey -
which obviously helps the general public to affadr exceedingly high cost of



living - if taxation is to increase, what would thBnister’s plans be to reduce cost of
living?

[10:15]

Senator P.F.C. Ozouf:

The Constable is absolutely correct in identifymme of the core problems that we
have in Jersey as to the rising cost of living whiose well above that of the United
Kingdom throughout many of the years of the 1988d 4990s which meant that,
effectively, people were no better off as a restiltising prosperity because inflation
eroded their purchasing power. We have done at gleal in this Assembly to

improve the issue of inflation. We have introduee@ompetition Law, we regulate
utilities, we have increased competition. Thathis key to driving efficiency and to

driving down the cost of living in order that thersey taxpayer's pound can go
further.

The Bailiff:
Deputy Higgins, do you wish to ask your questiow®o

2.3.9 Deputy M.R. Higgins of St. Helier:

Yes, Sir. | was seeking clarification from the Nter, we were talking about
Zero/Ten; a number of people asked and the queiienwhen did Zero/Ten come
in? Was it 1st January 2010? In which case, lgaueseen any benefit from it yet?

Senator P.F.C. Ozouf:

The Deputy knows that when Zero/Ten came in ag$alaxation arrangements and
tax returns are... But | would point out to thepDy that in taxation and in business

generally, it is important to give as much longrelanning as possible in relation to

taxation changes. That is why the whole Zero/Tgre@ments were made a number
of years ago in order to give certainty. You dd deange taxation systems every
year, they are long in gestation, they are longegearch, and you need to give people
a long lead time into those changes and businegiidactor that into their plans.

Deputy M.R. Higgins:
If it has only just come in, how can he claim, #fere, he has had a financial benefit
in the past?

Senator P.F.C. Ozouf:

The certainty that Zero/Ten gave business and treiness to Jersey throughout the
growth of the last 3 to 4 years and we, in facttlzelot of our offshore comparatives
in relation to beating them for higher levels afdincial services activity and the tax
revenues that accrued to the Island followed &saltr

2.3.10 Deputy M. Tadier of St. Brelade:

It follows very much on from the question of Deputly St. Mary, to do with false
economies which | think was hinting at long termestments. If and how will the
Minister take into account long term benefits whithy not be immediately tangible
in the short term, in terms of cost benefit anaysi

Senator P.F.C. Ozouf:



That is quite a broad question. Ministers arerdateed to look long-term at the way
that they structure their services and in the viiay te provide the infrastructure and
the facilities for services in the longer term. dé not want the comprehensive
spending review to be regarded as simply a negativerms of death by a thousand
cuts in terms of government expenditure. This @e-off opportunity to restructure
the way we provide services for the longer ternhe Minister for Education, Sport
and Culture looking at the long term needs of thland in terms of skills and
education, maybe reconfiguring some of the arramygsnthat he has in primary or
secondary skills. To the Minister for Health anaoci@l Services, the way and the
location in which she provides hospital facilitiesybe on fewer sites with different
physical facilities. | fully understand the needhiave to find an ‘invest to save’ pot.
In order to get savings we may need to have upfiovgstment in terms of new
facilities to cut long term costs and restructunmngney and those are discussions that
the comprehensive spending review will have ancertainly want to engage in
Members in terms of having an initial workshop &t lylembers’ ideas.

2.3.11 Senator S.C. Ferguson:

As | understand it, the Minister says he is plagnior a deficit of £70 million to
£80 million in 2012. It seems incredibly optimésto me to plan for only £50 million
in 2013. Would the Minister care to confirm thigure and if he has not got the
figures will he undertake to provide them?

Senator P.F.C. Ozouf:

The Senator refers to figures that are in the bud@ggement that was published last
year and | need to tell her that | regard the stra¢ deficit for 2010 as a reasonable
certainty in terms that it is likely to happen. &¥¢h have said is that unchecked, the
structural deficit or the deficit for the StatesJefsey will be certainly in the region of
£40 million, £60 million, £70 million if we do ndbke corrective action. Corrective
action on savings; corrective action on cuts; aiive action in terms of changes to
taxation. But | do not want to take any actionilunbave got a reasonable certainty
of the income line and, as the international econamblocks, so we will have
certainty of the income going forward.

Senator S.C. Ferguson:

The Minister has not answered the question. Ifshieasing his £50 million savings

on forecasts of a structural deficit, | think ithpsensible to inform this House and the
public of the possibilities of the structural défin 2012 and 2013. Will the Minister

undertake to provide the up to date forecast? &te qualify it and say this is a

forecast, but will he undertake to provide the pubiith that information?

Senator P.F.C. Ozouf:

| am always happy to be pressed by the Senatot Wwould remind her that these

figures are set out in the budget statement thatIvlaink circulated to Members last
week where it clearly shows a range of deficit tisaéxpected unchecked. This is
without the corrective action that the Council oinMters has committed to do. In
other words, unchecked based on the latest scenheamidpoint estimate is for a
deficit in 2013 of £50 million and a further £50lioin in 2014. But that comes with

the health warnings that | have already said.



