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Deputy J.A. Martin of St. Helier (Deputy Chair man):

Good morning. | am sorry, we are running a bie.lat am Judy Martin, the Deputy
Chairman, and to my right is the Chairman, DeputytBern, and Deputy Kevin
Lewis, and our Scrutiny Officer, Elizabeth Kingstoham sorry, you are Mr. Grime,

but I do not know who ... if you could introduce ysealf.

Mr. M. De Forest-Brown:
Sorry. Martin De Forest-Brown. | am the Accougti@fficer for the J.F.L. (Jersey

Finance Limited) grant.

Deputy J.A. Martin:

Oh. Fine, thank you, just for the Hansard andape. Really, | would just like to
start off, Geoffrey, with reading back on minut&e have just had a discussion with
Maurice Dubras that the minutes are not alwaysrateu But | seem to be reading
that from sometime in late 1999 to early April, evaily 2000, Geoffrey Grime was
going to committee meetings as an executive chaifmalersey Finance Limited.

At that time, there seems to have been no fundang,. pSorry if | am rabbiting about
dates, but Maurice has just confirmed that Jergegni€e Limited was incorporated in
August 2000. Again, there is a retrospective notgay in December 2000 Jersey

Finance commenced an undertaking to promote Jeiseyl missing something, or



was there a company set up for the purpose of pinghdersey Finance but there was

no finance in place until at least 6 months after?

Mr. G. Grime:
Would it be helpful if | just gave you a sort ofrohology?

Deputy J.A. Martin:
Yes. If you could, maybe we have got it all wrong.

Mr. G. Grime:

In the spring of 1999, | happened to be sittingplbethe meeting began with Senator
Walker and Richard Pratt. Richard Pratt was them Director General of the
Financial Services Commission. We were talkinguttibe Edwards Report that had
been issued in 1998, and as | am sure you knowt-dia@rds Report said that the
regulator could not also be the promoter. | wagsualo retire in June 1999 from
being Chairman of Abacus, and | said to Senatorké/and to Richard Pratt: “Why
do we not set up a separate entity to deal witlptbenotion of Jersey?” So that, as |
say, was in the spring of 1999. | retired in JA19899, and then started work on
putting together a company, the sole purpose o€lvhiould be to promote Jersey as
an international finance centre, and one or 2 athmeags which | will come on to in a
moment. The company was formed on 29th August 20G0did not have any
funding at that stage. | still had an office atagbs and | had been working on my
own with a small group of people on an honoraryid&s get the company up and
running. As | said, the company was incorporatediugust 2000, and on 1st May
2001 it took on 2 employees, Phil Austin as chigéaative, and his personal
assistant, Anne Hislop. | was the chairman ofdbeapany at the time. So, that is

some of the background as to how it started.

Deputy G.P. Southern of St. Helier:
You say the company was set up to promote Jers#yeimound, in the whole, as it

were.

Mr. G. Grime:



No. The company had 2 objectives at the beginni@ne was to promote the Island
as an international finance centre; and secondlyromote the industry within the
Island. So, | accept that there were other imvgst going on at the time, which then
Deputy Dubras was involved with in the Industriesn@nittee about promoting the
Island generally. But, as | said, coming backhe Edwards Report, because the

specific mention had been made of the Commissidnbeg able to promote the

Island from the financial services point of viewat is why the company was set up.

Deputy G.P. Southern:

Can | draw your attention to the funding of J.Flecause that is the starting point
today? We will explore other issues, | am surdayo but we start with the basis that
J.F.L., in its being set up, had no members anétlaoat charge subscriptions until it

was up and running, and therefore needed seed masely were, to start up. |

believe that amounted to something like £150,00Q@000, and £500,000 in 2001.
What is your recall of what the arrangement wasdofor the ongoing funding of

J.F.L.?

Mr. G. Grime:

Right from the beginning, it was going to be a jouenture, partially funded by

Government and partially funded by the industryouYare right, on 13th November
2000, the Finance and Economics Committee agregiyeéalersey Finance a grant of
£150,000 for the year 2000, £500,000 for the y@&12and then £250,000 thereafter,
but on a matched basis. | am now talking about22®@@cause we did not have
members until 2002. We sent out subscription estiat the end of 2001, and we
knew we would have to raise more than £250,000rbdfee States would give us the
£250,000 which they had promised. As it happenesl,did raise more than the
£250,000. But it was always agreed, right fromhlbginning, that it was going to be

a joint venture.

Deputy G.P. Southern:
That it would be matched funding, and that you weldng about 50/50?

Mr. G. Grime:



Matched funding initially, yes, and in fact, as &id in the year 2002, the
subscriptions raised by Jersey Finance were £3@4f@n the members, and the
States’ grant was £250,000. | think | asked fditanore at the time and was told |
could not have it. But never mind; we were up amdning, and as | say, it was

always agreed that it would be jointly funded.

Deputy G.P. Southern:

Can | refer you back to tHedwards Report and the separation of promotion activities
from J.F.S.C. (Jersey Financial Services Commi$siand the need to have that
distinction, and hence the need for J.F.L.? Cagold tell us some more about that,
and why is that important? In particular, inityae come across minutes from 2000,
saying: “Initial funding will be through, or fronthe J.F.S.C."?

Mr. G. Grime:

Well, there has been a good deal of confusion atsitwhich | will come back to in
a moment. But | guess what Edwards said was theds not right for a regulator to
be a promoter, because there could be a conflct,laguess you could envisage a
situation where the regulator was going out prongpthe Island, and some business
was coming in, but then as a regulator it wouldapggrove of. So, from that point of
view, Edwards said you should not go there, yowkheeparate the functions. So,
the functions were separated. We had a meeti@@00 at the Grand Hotel when we
got a group of the finance industry there and we: shook, we are going to set up
this company.” We were really seeking support frtra industry, and the joint
funding was then being talked about. One individied up at that meeting and said:
“Well, look, we the industry pay our licence fees the Financial Services
Commission. Part of those licence fees in theyedalys are for promotion, so we
should get a refund of our licence fees.” Sen#fatker stood up and said he could
understand the logic of that but the industry waudd get a refund of its licence fees
but what would happen is that government would givgrant of £250,000 to get the
thing up and running. So the confusion was, | sgppthat the industry said that in
the amount that it paid by way of licence fee, dipo of that would be earmarked for
promotion and therefore it was right that thereustidoe a refund. But, as | say, it
was agreed there would not be a refund but govarhmeuld make the grant of
£250,000.



Deputy G.P. Southern:

So would you say that the statement we have frod3 2@m John Harris suggesting:
“It is important to realise that the seed fundingswgranted by the then F. and E.
Committee as a substitute for rebates to industryraspect of their overall
contributions to the States via regulatory feegxcess of regulatory needs which
ends up each year in the States’ coffers.” Thahisccurate statement of the way it
was presented, certainly by Senator Walker, atithe, to say: “All right then, if we
are charging you for something we are not delivenme will do it through J.F.L. and

this will be in lieu of a rebate.”?

Mr. G. Grime:
Yes. That is absolutely right.

Deputy G.P. Southern:
Can | then ask about ... moving on, because atstaxge we had 3 bodies either
regulating or representing the industry. We h&dSIC., J.F.L. and J.F.l.A. (Jersey

Financial Industry Association) the industry asation.

Mr. G. Grime;

Yes.

Deputy G.P. Southern:
Now J.F.ILA. has been subsumed in J.F.L. Can wlluus something about that

process and how that occurred?

Mr. G. Grime:

Yes, going way, way back there was a body refetceds Labco which was an
informal grouping of lawyers, accountants and bamkeence the name. It was
informal. But if the States wanted to introduceeav law, for example, it would go
out to consultation and Labco tried to draw théengs together of all the different
professional bodies, either in lawyers, accountaodskers, trust companies, fund
managers or whatever. Labco was formalised whenJih.l.A. was set up and the

J.F.LA. was basically a grouping of the profesaloodies, again lawyers,



accountants, bankers, fund managers, et cetesanlly function, really, was to look
at some proposed laws and that sort of thing anel @n industry view to government
on those laws. The problem with Labco and J.FWAs that they had no permanent
staff. No secretariat. It was down to the prafasa practitioners to deal with these
consultation papers in their own time, if you lik&nce Jersey Finance was up and
running it seemed logical to merge J.F.LLA. witlms@g Finance because, of course,
Jersey Finance did have a physical presence ih s$af, it could act as secretary for
the industry, if you like, in dealing with thesensalltation papers. It still does that
today in that it now has a technical division andill set up a committee to deal with
a particular issue. That committee will be manbggrofessionals from the industry
who will give their time for nothing and that igyeeat assistance to the regulator, if it
is a regulatory law change or government if it isaa law change or company law

change, for example.

Deputy G.P. Southern:

To what extent could that activity be describedpasmoting the interests of its

members? Because there is, | think, when you Bdvé. with a broad remit of tasks

it is attempting to do, one of which was the JA®d.role, to promote the industry, to

promote the interests of its members, what exteasdhat create a conflict between
government funding for effectively what is partlyabbying group in the interest of

its members?

Mr. G. Grime:

| said at the beginning that Jersey Finance hadlés.r To promote Jersey as an
international finance centre and to promote theistiy within the Island. It now has
a third role, a technical role which | have justliomed. It has always been understood
that government funding would not be used for ainglthat could be considered as
lobbying and that government funding would be usgdhe promotion. If you look
at the numbers it is very clear that the costeftechnical division of Jersey Finance
fall well within the amount raised by way of subption, which this year is about
£420,000, which the industry subscribers pay irdsey Finance. It was always
accepted that it would not be a proper use of gowent money if that government
money was given to an organisation that then labbg®vernment. | would actually

like to put a more constructive aspect on that qunote real examples of things that



are happening currently in Zero-Ten and G.S.T. @Sand Services Tax) where you
get a meeting with the Minister and his adviserd #re law draftsmen on the one
hand and industry members on the other who aretrcmtisely feeding into this
process. | always like to put it that we are dtyual on the same side here, we have
to have a law, so let us pool our resources anerégp into making it practical,

workable and as least bureaucratic as possible.

Mr. M. De Forest-Brown:

Can | just add a couple of points there. | thin& key point is just to identify that
there are no resources elsewhere in governmentdon, debate, develop laws which
are, by their nature, extremely complex. Mr. Grings mentioned the G.S.T. and the
Zero-Ten, both of which have benefited from verpstantial time put in by industry
members. So typically each of those bodies willehabout 10 working members
who are permanently reviewing the law from seveeabects. Not least of which,
simply; does it work in practice? Because with samquite convoluted clauses it is
very easy to get into a position where your lawgindoes not work and it just does
not read well. Obviously in a larger jurisdictigou would have the resources to
really go through that in detail in government. iBdersey - and you will find this is
common in other jurisdictions - that type of wotlkat type of debating, making sure
everything works, is outsourced to industry. Sodeeneed to be very clear between
the distinction between lobbying matters where abtugovernment and industry
might disagree on a matter, and those elementshwéiie effectively R. and D.
(Research and Development). It is developmentuoflaw, it is development of our
tax, all of those aspects where we actually outsotinat work to industry. | think
that is an important distinction, which we do noavé the resources for in

government.

Deputy G.P. Southern:

Can | follow that up by suggesting that to an alésiperhaps, certainly on Zero-Ten,
you appear to have a fast track to the Ministesiisa a particular amendment which
did not come through Scrutiny, although they werelgng it. To an outsider it
appeared that you had the Minister’'s ear. In paldr though | would like you to
explore the end result of what has been negotiatéefms of G.S.T. with the finance

sector? Because again that seems to me thatllhsrbeen some special pleading



going on. Could you tell us more about the packhge has finally come out for the

finance sector with G.S.T. and the role that J,Rflany, played in it?

Mr. G. Grime:

We are not here to talk about G.S.T. | was jughgy to explain that Jersey Finance
gets together professionals to assist governmeniaving these things forward. |

was picking up the lobbying point and, as | wagrggyl was trying to turn it around

to be more constructive. It is not a questionadblying. It is a question of helping

government move forward in these difficult techhimaeas.

Deputy G.P. Southern:
Nonetheless the package that has been arrivedeat®%.T. is markedly different for

the finance sector than it is for any other sector.

Mr. G. Grime:

| think you will find that V.A.T. (Value Added Taxype taxes do not normally apply
to financial services sectors. What the Ministidshere was that he had to collect
between £5-£10 million from the finance sector whveould not normally be done.
The finance sector accepted that and set abouestigg a sensible and realistic way
by which that could be done. Which is the stratifsystem whereby different rates
are paid by different sectors of the finance indusi add up to this sum of between

£5 million and £10 million.

Deputy J.A. Martin:

Sorry, as it was brought up, and | will not stick@.S.T., | am just concerned which
body it is now. We have the J.F.S.C., the Findri8avices Commission regulator

and if there is any problems that would be causethis law being passed or done
this particular way | would presume that that wob&lthe body - more than Jersey
Finance Limited - who is promoting our industry gide, which should be totally at

arm’s length against something internal. It corbask again to what the Chairman
said, we are paying at in an arm’s length to pr@emtt come back and lobby us on
things that really | do not ...

Mr. M. De Forest-Brown:



Can we just clarify? There is obviously some ceidn. J.F.S.C. have no part to

play in this at all. They are the regulator.

Deputy J.A. Martin:

Yes, they are the regulator.

Mr. M. De Forest-Brown:
They are the regulator on regulatory matters andhao is totally separate to tax

matters or areas in subjects such as G.S.T.

Deputy J.A. Martin:
They will change laws. We have just been to afingnce presentation from them
that laws need to be changed and they explaing@ternment why they needed to

be changed.

Mr. M. De Forest-Brown:

| agree that the regulator changes regulatory lavksws that are required for
regulatory matters. This is a tax matter and rahking to do with the J.F.S.C. On
the point of G.S.T. - and we should note that theme separate Scrutiny Panel that is
reviewing G.S.T. so we should just treat this asaside. The fundamental point is
these are very complex laws, Zero-Ten, G.S.T. Midsthe items that affect the
finance industry. My simple question is, wherewdtave, as a jurisdiction, deal with
those laws? We do not have that resource and utdMoe a very, very significant
resource to have that resource in government. dfput down any reasonable
department that could explore, inform, debate trsosts of laws internally we would
be talking about, of the order of 100s of 1,000s)0t at the level of £1 million at
least, to have the sort of ability to review thé#tyou look at the G.S.T. panel around
that table you will have 10 highly experienced,hiygpaid finance executives whose
charge out rates would normally be of the ordeseaferal hundred pounds an hour,
that is just a simple matter of fact. We get althat input ... it is not just about what
their view of it is, it is about the ethicacy ofettaw, whether it actually works in
practice. We get all of that input free. Thahawv J.F.L. adds additional benefit and
how, if one is thinking in terms of match-fundimvghile we put in more cash in terms

of £1 million grant, industry puts in free resoutoecontribute to those consultations.



Deputy G.P. Southern:
Okay, accepting that there is the potential fooaflact of interest there in terms of
lobbying. What you are saying is we currently gspenas long as the overall sums

match then there is no conflict?

Mr. M. De Forest-Brown:

| think as long as the amount of money that mempergide is more than the amount
that is spent on lobbying. Let us be clear, tecdinis split into legal development
which is in the benefits of the industry and in bemefits of the Island, and some of it
will go into lobbying. It might be worth - not nobut at another time - thinking

about areas where government have specificallyidoblgovernment where they
fundamentally disagree with government’s view. usdly | think that the amount of

time and effort that has gone into that sort ofvagtis relatively limited because

there is a joint understanding. We are actualgssbd at this point with a good joint
understanding of the needs of the Island in thepsiitive marketplace. So there will
undoubtedly be cases where undoubtedly will beywigh But | think you will find

that is pretty much a minority element.

Deputy G.P. Southern:

Okay, this is a topic that we may well return tahe new year. Can I just talk now
about the process by which the funding has gonkeoup the original aim of matched
funding, £250,000. Where it is now £1 million frogovernment and let us say
£400,000 from the industry. How did that come d@Bolf we look at 2003 when the
money started being requested, could you talk wsugh that Geoffrey, because
obviously you are involved with one of 2 hats oiYdu were obviously the initial

chairman and you were at one stage the representatithe government on the

board?

Mr. G. Grime:

Yes, | have always been on the board. As JersegnEe developed ... and just
focusing still on the 2 initial objectives. Theopmotional objectives. It became clear
that if we were going to promote the industry intgronally, promote the Island

internationally we would need more funds. So0,002, as | say, the States’ grant was

10



then £250,000, the subscriptions were £344,000.ré&lksed that we would need ... |
mean we could say we need an infinite amount ofeyidsecause the £1 million and
the £420,000 that the members provide us with tsactually enough in this very
competitive day and age for us to do what we wardd. We do take very careful
soundings from our members about the geographiealsan which they would like
us to be active. I can tell you there are manyenaweas that they would like us to be
active in than we can afford at the moment. Sthasyears passed we sought more
money and were very pleased with where we haveogat the present time. But we

still need more.

Deputy J.A. Martin:

Sorry, can | ask. | think it comes back down tihei a service level agreement or a
partnership agreement. In the early days it nafte and Economics say the only
condition -- it appears that the only conditioraalted to the States’ grant was a 50/50
match and having a States Member on the boardquMdsgtion is, where in your days,
to say you needed more money, did you have a beaghim what you were given to

what you were actually achieving out in the indy3tr

Mr. G. Grime:

Well, so far as our revenue generation is concerr@bviously there are 2 sources,
the subscriptions from our members and the Stagesit. We have always been
totally transparent about this. Our accounts Hasen professionally audited each
year. In 2004 we had an internal audit done byStates. What we were seeking to
do was to increase our income so that we could ptetie Island in more places and
in greater depth. There was never any questidrawing to go back to ... well, it of
course was, Finance and Economics in the firstiepdenl then the responsibility of the
finance industry was passed to Economic Developmattite end of 2003. We were
just allowed to get on and run the company. Thee always, initially in the early
days, one government director, there are now 2.itSeas ... the government could
always rely on feedback from those 2 directorstiffelt or if it needed more

information or to question what was being done.

Deputy G.P. Southern:

11



The audit report you have referred to actually oscale of one to 5 scored 2 for
adequacy of controls exercised by the States torerieat accountability of the grant
was -- their performance on that matter. Do yomkilthat issue has now been
addressed?

Mr. G. Grime:

Perhaps | could just put the thing in balance. iRtarnal financial controls the audit
scored 4 out of 5 but for accountability it was@ of 5. | guess at that time - this
was Economic Development in 2004 - it was conteat the company was being
properly run and did not feel that any further colst were needed. As you know
what came out of all that was the partnership ages¢ which was signed the
following year. But to answer your question, yethink there has been significant
change in recent years in that a greater flow fafrmation to the directors, of whom
2 are States appointed directors. As | said righth the beginning, the thing was
wholly transparent. Whatever those directors wanteknow, that information was
available to them.

Deputy G.P. Southern:

| accept that things have been tightened up siixeyou not feel that giving a grant
to Jersey Finance Limited without a partnershipeagrent, without a service level
agreement, effectively was in breach of Code ok&ion, of the time, number 26

about financial management?

Mr. G. Grime:

It depends which hat you want me to wear in answetiat question. From Jersey
Finance’s point of view we had been given the momey were operating properly,
we had a properly constituted board of directord emrporate governance. | accept
from the States’ point of view that perhaps theviser level agreement or the

partnership agreement could have been signedrearlie

Deputy G.P. Southern:
Should have been signed earlier or could have been?

Mr. G. Grime:

12



Yes.

Deputy G.P. Southern:
Do you think?

Mr. G. Grime:
Yes.

Deputy G.P. Southern:
| mean Code of Direction 26 at the time suggeshked some sort of arrangements
should be there to say: “For the £250,000, whanargetting?” It was not.

Mr. M. De Forest-Brown:

| think part of this was ... | was not involvedtheé time so | am kind of looking back
and trying to read the papers. But it looks asugfimofor some period there was an
extensive debate around this £250,000. So up thtiend of, effectively 2003, the

£250,000 was ... there was always this debate afdoether it was a rebate. | would
just like to be clear that | am kind of guessingiway, | am looking backwards. But
it does look as though there was this debate arthmd&250,000. The issue really
probably raised its head when at a critical turrpognt it was recognised that J.F.L.
could do a great deal more. There was a requesinfadditional £150,000 in 2003
which was a one off payment. Subsequently theifighevent up to an additional

£350,000 to £600,000 in 2004 and it was in thaetthmat, obviously whoever at that
time decided it was appropriate, now was the timbave a proper internal audit. It
was during the first half of 2004 that the auditmrgiewed it and decided now it was
appropriate to have a partnership agreement oAS(Bervice Level Agreement). So
| think ... my observation looking back on the wais, it was quite reasonable post-
£250,000 debate where there was a lack of clah&t,once you were moving beyond
that that was the right time to start consideringSaL.A. If one looked back and

debates whether the £250,000 was always a grantstl@nother matter. But there
was this debate and | think that is possibly whig thas first focused on once the
funding went above £250,000.

Deputy G.P. Southern:

13



| think one could argue that the debate says d tisbate and not a grant is a bit of

sophistry, actually. It is money paid out from tagpayers’ coffers.

Mr. M. De Forest-Brown:

| am not seeking to suggest which was right or \grom am just pointing out that
there was a debate at that time and | think theit tiight have been why it was not
until early in 2003 and 2004 that the debate alstic@me on to the table that it was

time to have an S.L.A.

Deputy G.P. Southern:
For which there was very little ... no level of augotability in terms of Code of

Directions number 26.

Mr. G. Grime:

Well, 1 am looking at the first set of accountsttarsey Finance prepared to 31st
December 2001 that was signed on 29th May 2002aawniited by an independent

firm. A complete transparency there. Those actoewvery year have been produced.
They have been audited and they have been madeldgaio the relevant States’

Departments.

Mr. M. De Forest-Brown:
Of course there was the board member, represemtaitithe States on the board who

would have seen the accounts presented to the boandime to time.

Deputy G.P. Southern:

| am conscious of time and we have just gone aveve started 5 minutes late for
which | apologise. Is there anything else thathage not touched on? | realise we
have concentrated very much on the financial aspebich was our intention this

time. We obviously will be perfectly willing to ltato you later on next year when we
explore the future and what is happening more coptganeously, if that is okay.

Thank you very much for your time today. You hdaken us on another stage.

Thank you.

Mr. M. De Forest-Brown:

14



The only thing | would just like ... I only gave mgle as accounting officer. For the
full disclosure | ought to be clear that | am Dtaecof International Finance for the
States. | am also a board member on J.F.L. afitesentative of the States, so that
should go on the record.
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