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DRAFT ANNUAL BUSINESS PLAN 2011 (P.99/2010): FOURTAMENDMENT

1  PAGE 2, PARAGRAPH (a) —

After the words “withdrawn from the consolidatechéuin 2011” insert the
words —

“except that the net revenue expenditure of thenBodc Development
Department shall be increased by —

(&) £138,000 in order to maintain the level of supdor tourism
events and not proceed with the Comprehensive Spgikview
proposal on page 62 of the Plan ED-S6 “Reductiogramts to
events” and;

(b) £36,000 in order to maintain service levelsJersey Tourism
Visitor Services and not proceed with the Comprehen
Spending Review proposal on page 62 of the PlanSED-
“Reduced opening hours in Jersey Tourism Visitorvises
reception”,

and the net revenue expenditure of the Treasury Redources
Department shall be decreased by the same amoumédugcing the
allocation for Restructuring Costs.”

2 PAGE 2, PARAGRAPH (a) —

After the words “withdrawn from the consolidatechéuin 2011” insert the
words —

“except that the net revenue expenditure of thenBooc Development
Department shall be decreased by £400,000 in ¢odeduce the level of
support for Jersey Finance Limited and not proceeith the
Comprehensive Spending Review proposal on pagé B d’lan ED-S8
“Additional support for JFL”

3 PAGE 2, PARAGRAPH (a) —

After the words “withdrawn from the consolidatechéuin 2011” insert the
words —

“except that the net revenue expenditure of thenBooc Development
Department shall be increased by £183,000 in aa@naintain support
for the provision of school milk and not proceedhathe Comprehensive
Spending Review proposal on page 62 of the Plan-EDSCease

funding to subsidise the provision of school milkid the net revenue
expenditure of the Treasury and Resources Depatrishali be decreased
by the same amount by reducing the allocation fstRicturing Costs.”
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4 PAGE 2, PARAGRAPH (e) —
After the words “within these amounts” insert therds —

“except that for the 2012 Expenditure Allocatiomr fthe figure
“£708,000,000” substitute the figure “£708,122,008hd for the 2013
Expenditure Allocation, for the figure “£712,000000substitute the
figure “£712,061,000” to provide for a phased withdal of the current
£183,000 allocation to the Economic Developmentddepent for school
milk during the period 2012 to 2014 by reducing #w@ount by one third
in each of those 3 years”

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT

Amendment 1 — Tourism events and Jersey Tourism Mi®r Services

(a) Reduction in Grants to Events

The Minister for Economic Development proposes ub £138,000 from the budget
for grants to events. Both he and his predecessee n the past pledged to support
event-led tourism, and both are committed to ingirepdiversity in the economy.

This commitment is reflected in the Strategic 22809 — 2014 as follows —
Priority 2 — Maintain a strong, sustainable and dierse economy

This is further defined in the actions that appeathe “What we will do” section,
where the Economic Development Department will thieelead to —

¢ Continue work to diversify the economy, support newand existing
businesses, attract low footprint, high value busiess from elsewhere
and foster innovation (ED)

* Recognise the contribution made by the Tourism andAgriculture
industries to a diverse society (ED).

If we are serious about our commitment to a divesenomy then surely in these
recessionary and difficult times, we must maintaur support for tourism, which

despite its reduced size, is still an importantmelet in the Island’s economy.

Appropriate support for events is an essential glathat commitment. Now is not the
time to be withdrawing this support. It is simplptngood enough to say to the
industry, and to event organizers in particulath@sMinister has, that it must become
more commercially aware, at a time when profitghe finance sector have been
halved. Now is not the time to be seeking additi@m®mnsorship. This is exactly the
time to maintain ED support.

We have then to examine whether a cut of £138,9@daportionate in the context of
2% savings. The 2008 EDD Business Plan containetbrBents under a total of
£769,735 allocated to events. Three FTE departrstaiff are involved.

These key objectives (32-37) ranged from “Develgpattivities such as active,

walking and cycling” to other events organized digeby the Department “to attract

new business, by creating reasons to visit andwage spend”, e.g. Liberation, Féte
de Noué, Out of the Blue, Féte de la Mer”. In ddditthere was funding for events
organized by external organisations — The Battlé-lofvers, and the Air Display

amongst them.

The targets for success ranged from the statentewerits take place” to “Lively
animated and well attended events which are ondbaad which animate the holiday
experience”. Key performance indicators were “Cuompsatisfaction analysis. Visitor
value during periods of key events. Measuremeatgértising value.”

Under key risks, unsurprisingly, we find “Extremeather conditions” but also in the
section on developing walking and cycling eventsreéhappears “Lack of States
support” as the key risk.

In 2009, the EDD Business Plan allocated £455,4f¢xily to events, or £512,400
including overheads. Taking the larger figure, this a cut of one third in funding on
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the previous year. In terms of the direct suppmevents this was a 40% cut. Now we
are told that we can cut the budget further by 188 or another 30%. Cuts of this
size, in a recession when private sponsorship rid tafind, it is likely that many
events will be put at risk. It is essential thatlEBupport is maintained. It will not be
long otherwise before some of these events, whitin fan essential element in
attracting visitors, will cease.

(b) Reduced opening hours

In contrast to ED-S6 the reduction in service lendED-S7 appears on the surface to
be a relatively minor one. However, it does involvaedundancy which is to be
avoided at this stage in the economic cycle, sihég likely to merely add to the
numbers of unemployed, and | believe it represtir@ghin end of the wedge. Are we
a proper holiday destination or not, is the questie need to ask. Of course, if we are
not; if we do not really want to attract and cdfar visitors, then this cut is not a
problem. If we no longer have events (above) withrists seeking tickets, or
directions to the event, there is no problem. Widdtbe similar to any small town in
France, with its little “Centre d’Informations” riéed on the square and full of posters
advertising all sorts of “fetes” and “animation3.he majority of members will have
been there. The problem is that the centre is lysakised. Is that what we want for
Jersey? This reduction represents a step on tttat pa

Financial and manpower implications

The amendment is cost-neutral as the increase peneiture for Economic
Development would be funded by a reduction in ti&0&0,000 provision for
Restructuring Costs in the Treasury and Resouragmaiment. The cancellation of
ED-S7 would avoid one redundancy.

Amendment 2 — Jersey Finance Ltd.

The Minister's proposal for an increase in fundingFL in these austere days must
be viewed in the light of his proposed reductions funding for tourism and
agriculture. Whilst everyone else is required téfesucuts in support, the finance
sector, which despite the recession is still makamge profits, appears to be exempt.
Of the £750,000 allocated to JFL and JFSC, £437i80@escribed as “additional
support for JFL and the costs of developing nevslation”.

A further breakdown of the sums involved was predidat a public hearing of the
Economic Affairs Scrutiny Panel, held on 12th J20 0, as follows —

Chief Executive Officer for Economic Development:

“Shall | give you a breakdown? £400,000 of that Z€480 is the additional
J.F.L. grant as the grant has gone from £1.8 millilm this year to
£2.2 million proposed next year; that is what thesihess plan submission
iIs... that £37,000 is effectively a very small inse=n the level of fees that we
pay to outside individuals with particular expeetisn certain types of
legislation and that is ongoing at the moment. & ts, for want of a better
word, a very expert consultancy fee.”

This amendment does not include the £37,000 akddatr specialist consultancy.

Page - 6
P.99/2010 Amd.(4)



In referring to the grants made by EDD in gendrathe light of the reductions being
made under the CSR, the Minister had the followiingay —

Minister for Economic Development:

“l think that really is a point that needs to be gmasised because in all
respects what we are trying to do and what we #tengpting to do as we go
forward into years 2 and 3 is work more closelyhwitrganisations that
receive grants to ensure that there is a betteurrebn the investment we use
and allow the individual organisations to be more efta@ both in raising
private sector-sourced funding themselvasd being more effective in what
they spend and getting a better return.”

The following exchange then took place —
The Deputy of Grouville:

“Can | ask about the contribution of the financelustry to Jersey Finance
Limited in view of what you have just said aboutcemaging the private
sector to invest?”

Chief Executive Officer for Economic Development:

“Well the funding for Jersey Finance, as you knoshout an extra
£2.2 million will come from Economic Developmend dnthink it is about
£650,000 will come from subscriptions ...."

The Deputy of Grouville:

“But the original agreement with Jersey Finance lted requires a bigger
investment from the finance industry percentage-wis

Chief Executive Officer for Economic Development:

“l think it was initially set up some time beforegy time on the basis that there
would be a given share...”

This “given share” was referred to in S.R.6/2008he Role and Funding of Jersey
Finance Limited: report of the Economic Affairs @&amy Panel” thus —

The Working Group, led by Senator Walker, set updf0 to create what was
to become JFL agreed that it should be jointly &ahy the industry and the
States. The group was of the opinion that it —

“would only work effectively if the industry consated it to be its
own creation and essentially accountable to it ...itifwere wholly
funded by the States it would become yet anotheregpment body
to be criticised from a safe distance.”

The group concluded that voluntary funding basediratividual business
would be optimal, with contribution levels set aating to the number of
employees of each business. It also stated that:
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“The States would be invited to make a commitmenirtatch the
industry funding pound for pound.”

The actual growth in the funding of JFL is summedihere:

Year 2000- 2002 2003 2004 2005 2006 2007 2011
2001

States grant £650k 250k 400k 600k 586k 750k im 2.2m

Subscriptions  £344k 345k 379k 376k 409k 409k 430k 650k

The States of Jersey, through the Finance and BuoadCommittee provided
JFL with its set-up funding of £150,000 in 2000 &390,000 in 2001.

The Scrutiny Report of 2008 contained the followiagommendation —
Recommendation 7

The Economic Development Minister should take step$o restore the
principle of pound-for-pound matched funding for JFL.

What we have here in the above passage is a claement of principle that
organizations in receipt of grants fro ED will hathese grants reduced to make them
seek private funding. JFL however seems to bexbeption to this rule. Not only has
it managed to increase the proportion of Statedifgnover the years, but this year
despite the cuts, it has reduced the proportigorighte funding from 43% in 2007 to
30% for 2011.

One has to question how this has arrived. The anprewides an interesting insight
into how ministerial government works.

The Deputy of Grouville:

Sticking with J.F.L. as we are on the subject, taey setting up an office in
Dubai now, are they?

Chief Executive Officer for Economic Development:

There is funding for a third office. The exact loga is yet to be absolutely
finalised. | very much doubt it will be in Dubai.i$ going to be in the Middle
East,....

The Deputy of Grouville:
Those monies will come from where to set up tHeeGf
Chief Executive Officer for Economic Development:

Well the initial funding to pump-prime that camenf fiscal stimulus and
within the successful fiscal stimulus bid E.D.Dmeooitted to make the
recurring element of that funding, that is from 20dnwards, available from
our budget. Because if you set up a third repregem office the very worst
thing you can do is set it up and then close itd®& months later.
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So the Ministers for Treasury and Resources andv@o@ Development between
them effectively agree an economic stimulus packbge requires a commitment to
continuing funding. This decision does not comekethe States for agreement. This
funding then appears in the ABP almost a¥a#t accompli” and creating a large
exception to the treatment of other grant recigient

This proposition will require the Minister for Ecomic Development to re-negotiate
the funding of the new Middle Eastern office witbrsky Finance Limited and its
finance sector stakeholders. A rebalancing of thadihg for this initiative would
vastly increase the accountability required of hosly as expressed at its inception in
2000 -

“(JFL) would only work effectively if the industrconsidered it to be its own
creation and essentially accountable to.it”

Financial and manpower implications

The financial implications are self-explanatoryhkist amendment will lead to a
£400,000 reduction in overall States expenditur@il. There are no manpower
implications.

Amendments 3 and 4 — School milk

| shall not take the States through the long hystufr the political football that is
school milk, except to say that the case for scholtid is one which contains elements
of health and diet, educational and economic issies result no Minister wants to
take responsibility for its funding; at presentsits precariously in the brief of the
Minister for Economic Development, who is attemgtionce again to lose it. This is
the fourth, and hopefully the last time, | will labrought a proposition to maintain
the funding of free school milk. Members will rdcthle standalone proposition (P.66)
| brought in 2008 —

THE STATES are asked to decide whether they are afpinion -

to express their support for the continued fundifigschool milk, and to
request the Chief Minister, after consultation vilte Minister for Economic
Development, to bring forward for approval by thet&s provision for this
funding to be inscribed in the budget of the Ecoiwor@evelopment
Department in the Annual Business Plan 2009 argif@nced for this purpose
until such time as the new dairy and appropriatarfcial structures for the
dairy industry are in place.

Currently, support for school milk comes from thaify, which charges a price for
school milk which is significantly lower than wheshde price to the retail market and,
following the cessation of home deliveries, it p&ysthe schools delivery, and from
the Economic Development grant. There are those witiansist that following the
sale of the old JMMB site and the consequent mavérinity, this is the time to
remove government support. This report seeks tovghat any such conclusion is
premature.

The White Paper on the Rural Strategy has theviidig to say on the Dairy sector —
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Key sector analysis
Dairy

For hundreds of years, the Jersey cow and assoalaiey sector have been
inextricably linked to the Island. The dairy foolain is still an important
element of overall economic activity in Jersey todad also the presence of
the dairy industry shapes the views and landscégersey as we know it —
being part of the ‘DNA’ of the Island.

In recent times, the dairy industry’s profitabilityas been at an historic low,
resulting in a low level of on-farm investment. 2002, the dairy received
£0.8m to restructure following the collapse of thiai pot market, resulting in
massive over production. The restructuring involvdte removal of

4.5 million litres of milk production and 1,071 cevirom the Island herd.
Despite this drop in numbers, the Island-wide sypdr cattle farmers was
maintained. This meant an increase in support $epet cow, however, the
industry has continued to generate an historidallylevel of profitability.

The 2003 McQueen Report was commissioned by thesSta undertake a
strategic review of the industry and was instruraktd the development, by
the industry, of the Dairy Industry Recovery Plamiteed the “Road Map to
Recovery” which identified key work streams wherdinth the Jersey Milk
Marketing Board and the Royal Jersey Agriculturad dorticultural Society
took the lead in delivering particular objectivesg. dairy relocation and
importation of genetics. Also adopted in that plaas the concept of an
economically sustainable industry being one thdlieaed an average farm
EBITDA (Earnings before Interest, Tax, Depreciati@nAmortisation) of
20% of turnover, which at that time became the berark target accepted by
industry and government.

In 2007, a further reduction of 500 cows (2 milliiines) was undertaken by
the industry to bring production in line with markdemand. The current
viability of the industry still relies on a highvel of Government direct aid
paymentsthe Jersey consumer paying a high price comparei the UK
and maintenance of a lalicensing the importation of liquid milk. Despite
low returns, the adoption of the “Road Map to RexgV has given a degree
of optimism for the future, with solid plans in ptafor restructuring the
industry into an efficient and profitable concenhich will benefit producers
and consumers alike.

The relocation of the new, more efficient dairy @tien to Howard Davis
Farm the ability to actively seek value added export arkets for a range of
premium Jersey products and efficiency improvemefntsn imported
geneticsprings the possibility of delivering greater returns to farms from
the market for milk and milk products.

However, it is accepted that building sustainable@nomic growth takes
time and the efficiency improvements from importedgenetics will not be
fully recognized until 2018.

The Jersey Dairy 5 Year Business Plan indicatesith&2011/12 EBITDA
could reach 17% (assuming no changes to the current level of gowent
support during this period). This support includles Single Area Payment
(SAP), Quality Milk Payment (QMP) and dairy senacaipport.
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The emphasis | have added highlights the tentatatere of the report. The ability to
seek “value added export markets” is being expdoit@ith contracts with
Marks & Spencer for their own-brand butter. Furtimegotiations with Tesco are
underway. It has to be said though that the “gre@teirns” are only just beginning.
This is shown by the EBITDA percentages attained time targets —

Year 2004/5 | 2005/6| 2006/7 2007/8 2008/9  2009(10

EBITDA% | 9.6 8.6 7.9 4.1 6.2 5.9

As members will see, these figures are a long way £20% or even the 17% targeted
for 2011/12.

The Economic Development Department accepts inthiee Paper that the benefits
arising from the importation of semen will not kalyf realized until 2018.

Elsewhere, the facts behind the “high price” congmar with the UK are that over the
past 5 years, the Dairy is rightly proud it hasyaralised the wholesale price once and
that currently when compared to the average pricthé UK (not the loss-leading
Asda price) the differential is down to 25% fron?s8ome years ago.

The effect of this strategy on the overall budget for the rural economy is shown in
the following chart:

RES Indicative Budget Forecast
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Figure 10 Rural Economy Strategy (indicative) Budget Forecast 2011-2015.
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The indicative budget as represented in Figure AOve, shows an approximate
reduction from £5 million to £4 million over a 5ateperiod (actually £1.36 million) to
reflect the changes outlined in this strategy.

The key movements are:

Royal Jersey Agricultural & Horticultural SocietyerSice Level Agreement will not
be renewed from 2014 — reduction of £230,000

School milk will be discontinued from 2011 — redantof £180,000

Jersey Product Promotion Limited will be discond#dufrom 2013 — reduction of
£140,000

Countryside Renewal Scheme — reduction of £140,000
Legal fees — reduction of £109,000

Staff costs — reduction of £150,000

Quality Milk Payment — reduction of £240,000

Rural Initiative Scheme — increase of £70,000

Funding for the Abattoir in 2011 — increase of £000

Of these cuts it is striking that almost 50% hawkract impact on the Dairy industry.
The White Paper has the following justification —

Policy PR 7
Dairy services

States of Jersey to discontinue public supporgftficial insemination, bull
proving and milk recording services beyond 2013.

Dairy Services

1.21 In 2010, the Economic Development Department (ER2D)eed a
Service Level Agreement (SLA) with the Royal Jergayricultural
and Horticultural Society (RJA&HS) for the provisi@f an artificial
insemination, bull proving and milk recording servito the dairy
industry. This contract runs for four years with @mual budget of
£233,000 in 2010 rising to approximately £250,00Q013.

1.22 The SLA recognises that the above services areted part of a
modern dairy industry and that dairy farmers’ caotrerofitability
would be compromised by full cost recovery. In diddi to operate
the service, the RJA&HS have been obliged to emptajf on fixed
term contracts in order to attract people with appate skills.

1.23 In future, demand for these services is set tomshias businesses
acquire the skills to undertake their own breedargl recording
needs. It is clear that there will come a time widemand for a
central dairy services provision will reduce toeadl where the cost
of maintaining it will not be justified.
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I am informed that this rationale is pure wishfilinking. The insemination
programme and monthly milk recording service iseagential element in promoting
the quality and traceability of our dairy produciibe availability of these services is a
vital part in negotiations to obtain export contsafor high value-added products. To
cut this service would seriously damage effortsaiee export targets. The statement
made about the diminishing need for such a sersingsleading.

Policy PR 6
Quality Milk Payment

The following Quality Milk Payment support levelegroposed for the Rural
Economy Strategy 2011 to 2015:

¢ Maintenance of the current Quality Milk Payment i level (180
per cow per annum) for a two year period 2011 tt220

e A reduction in Quality Milk Payment support level 0% in 2013
(representing a roll-up of the 2, 3 and 5% Compmsive Spending
Review reductions for 2011, 2012 and 2013)

e A further reduction in Quality Milk Payment of 15p&r annum from
2014 to 2018, with the complete removal of Qudlflijk Payment by
2019, this date being 10 years after the impomatib international
bull semen, when its full effects should have besatized

* Total Quality Milk Payment annual support 2011 t012 to be
calculated on the number of cows held in each herd2008
(approximately 3,075 cows). This base year will lede any
increased cow numbers that may be required to geavie growth in
milk supply for the dairy product export market

* Reductions in Quality Milk Payment, will be re-dited into rural
development activity (e.g. Rural Initiative Scheme)

e To safeguard the Jersey cow in her Island homeeiteipt of Quality
Milk Payment to be limited to those herds whichistay their milking
cows in the pedigree Jersey herd book administbyedhe Royal
Jersey Agricultural and Horticultural Society

e Quality Milk Payment conditionality to be based dairy hygiene
inspections, animal welfare requirements, efficieise of animal
manures and the production of an Environment Plan

» Dairy industry will be required to provide independ evidence of
appropriate cost control.

The overall reduction in support to the dairy indys‘part of the DNA of the island,”

amounts to at least £650,000 over the coming ya&éis, at a time when competition
in the Early potato market is pushing up agricaltyand prices (from £70 to around
£200 per vergée) and associated rental valuespguitessure on dairy farmers’ costs.
Costs have been further raised by this prolonggdsdmmer, when the cows should
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be grazing the grass and not already starting aewfeed. The last thing the dairy
industry needs is for the Minister for Economic Bieypment to cut support for school
milk.

This amendment points the way forward. The Dairynagement has already
suggested to the Economic Development Departmanatiphasing of the withdrawal
of funding would give them time to find another spor to support the school milk
budget. The Minister has ignored this option. ided that members of the Assembly
should ensure that the Minister accepts phasingasber than immediate withdrawal
of this element of support.

Financial and manpower implications

The amendment is cost-neutral for 2011 as the aserén expenditure for Economic
Development would be funded by a reduction in tl&0@0,000 provision for
Restructuring Costs in the Treasury and Resourcepafiment. There are no
manpower implications.
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