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After paragraph (b) insert a new paragraph asvalle

“(c) to request the Minister for Treasury and Reses, on behalf of
the panel referred to in paragraph (a), to predentraft Strategic
Plan of each company to the States for debate mitenval of not
less than every three years and to present thex&ssPlan of each
Company to the States annually with any subsecumendments
being approved by the ministerial panel.”

DEPUTY R.G. LE HERISSIER OF ST. SAVIOUR
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REPORT

| fully support Deputy G.C.L.Baudains of St. Clethen his efforts to tighten
oversight over States owned companies and utiliiée shift to such entities was
made for laudable reasons, like the need to gigetmore flexibility, particularly in
operational matters. In the case of Andium, the Rlwsing Authority, an important
reason was the fact that such a structure enabléal riaise funds on the capital
markets.

However, | doubt if it was the intention of the t8&to allow such bodies to operate
with total independence, with the States’ sharedwlthe Minister for Treasury and
Resources, only intervening in the most exceptior@icumstances. His
understandable wish not to get dragged into micamagement has sometimes led to
the perception of a total hands-off approach. Haxethere have been paradoxical
interventions, such as the active role played ey Minister and the Treasury in
obtaining finance for the Gigabit project.

Latterly, and in the light of the problems with thew JT billing system, the Minister
has announced in the States that he will becomadivist” shareholder.

As with Planning [, like Deputy Baudains, am vepncerned at the concentration of
power in one person and the heavy, almost impassielsponsibility placed upon
such Ministers to be the interpreters and proteatbthe public interest.

Background

There appear to be 2 reports which have, in regeats, informed debate on how
utilities should interact with the shareholder e Btates.

First is the Report of the Comptroller and Audi@eneral, “States owned companies:
accountability — Final Report of the Comptrolledafuditor General” R.123/2008,
presented to the States on 26th November 2008.

This essentially asked that the accounts of théiedi be placed before the States,
albeit with some possible restrictions for part-edrbodies like Jersey Electricity and
Jersey Water. The Report talks of the differencgsvéen accountability required of
the then Waterfront Enterprise Board and the atliéties, but does not delve further
into the different approaches required. This isali@ing, as it quite clear that WEB'’s
successor, the Jersey Development Company, is ierperg similar issues of
accountability.

Second is the Report compiled by the Consultangdpifde, “States of Jersey Owned
Utilities Governance Review'R.76/2010, presented to the States on 17th June 2010
by the Minister for Treasury and Resources.

This is an in-depth piece of work which deservesranprominence, and which
concluded that the preferred model of shareholdersight was that of “Enhanced
Engagement”.

Essentially, this seems to require the Treasutyetanvolved in an ongoing dialogue
around matters like the Business and StrategicsRdarthe Utilities/Companies. The
relevant portions of the Report are attached aspgendix.
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Conclusion

While it appears that the “Enhanced Engagement” @heodhs chosen, the actual
shareholder — the States — has often been lefifdbe loop, and a policy of “positive
non-intervention” has been pursued at a politiea¢l.

| am concerned at the States becoming too involi¢il micro-management but, to
avoid this, it is important that the Board hasyfulkeveloped antennae, so that matters
like the issues with billing are picked up at arnyeatage and dealt with.

To strengthen political accountability, | am askititat the Strategic Plan of the
Utility/Company be laid before the States at 3 lye@mtervals and be subject to a
debate so that the Panel, chaired by the Ministel feasury and Resources, is fully
cognisant of the views of the States on the Planil&ly, the Business Plan should be
laid before the States annually. Obviously, theri#l Wwe situations in which
commercial confidentiality will prevent full pubbtion but, for this to happen, the
States will have to approve the presentation edacted Plan.

Financial and manpower implications

There are no additional financial or manpower igtiions other than the additional
time required to discuss the draft Strategic Planke States.
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APPENDIX

Deloitte

Corporate Finance — Government and Infrastructure

States of Jersey Owned Utilities

Governance Review
Key Findings Report

10 June 2010

This Key Findings Report has been prepared on the basis of the limitations set out in the Governance Review Scope and
Appmach on pages 15 and 16 and the matters noted in the Important Notice over the page.

Anlon, Tax . Consudting s Corporare Fimance

Dedaitie LLP & authoriasd and @ gulated by ihe Fnancial Seevices Audarity & B0 Deboite LLP
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Executive summary

Overview

«  The Sates of Jersey (the “Stales”) is the sole shareholder of Jersey Posl Intemational Limited (Jersey Post™) and JT Group Limited (“Jersey Telecom™) and A is
the majonty shareholder of Jersey New Waterworks Company Limited (“Jersey Water') and The Jersey Electricity Compary Limited (*Jersey Electrcity”)
(collectively, the “Litilities™), Jersey Electricity is listed on the London Stock Exchange.

«  Stales of Jersey Irvesiments Limiled (“SJIL") holds the majorily of the shares in Jarsey Telecom and Jersey Post as a nominee for the Treasury and Resources
Minister (the "Minister™), whilst the remaining shares are held by individual States’ employees with nominee agreements in place, holding them on behalf of the
Statez and the Minister. Shares in Jersey Electncity and Jersey Water are held directly by the Minister,

+ The Minister, supported by staff within the Treasury and Resources Depanment ("the Treasury”), fuffils the shareholder role for the four Utilities.  For the purposes
ofthiz report, the Treasury s refemed to throughout ag perfoming the shareholder function in respect of the Utilities, on behalf of the States,

Approach and methodology

*  The Minisler is seeking toimpement a 'best practice’ shasholder modal which will enable the Treasury o exercise proper oversightl over the Stales’ imnvestments in
the four Litilifies, Deloitte has been appointed to provide advice in respect of an approprate shareholder mods in the context of Jersey

+  Afundamental principle of good governance is that there should be a clear demarcation of roles and responsibilities whereby:
= The Boards of the Utilities are responsible and accountable for managing the operations and delivering the strategy, consistent with the shareholders’

objactives, and
= The Treasury is responsible for shareholder governance and oversight over the Boards.

+ The effectiveness of the shareholder govemance arrangements, imespective of the specific shareholder model adopted, relies on the Treasury being empowened
wilh “sharehoider jevers’. These would enable the Treasury fo engage effectively with the Boards of the Utilities as an active and intefligent shareholder, holding
the Boands and managemen! teams to account for delivery of the shareholder's objectives.

+ Thisrepori identifies the shareholder levers which are appropriate in the context of Jersey based on
= A review of the existing governance arrangements through

+  Discussions with the Minister and the principal Treasury staff responsible for the shareholder governance amangemants,
+  Areview of the existing governancedocumeantation — Arlicles of Association and Memoranda of Understanding ("MOUS™), and
*  Meetings with mambers of the Boards of each Ulility; Chairman, Chief Execulive, Finance Direclor and a Non-Executive Director (*NED?), and
= Drawing cn globa best practice in respect of comorate governance, nilably the Crganisation for Economic Co-operation and Development ("OECD") Guiddines
and the experience of exemplar shareholder arrangamants in other jurisdiclions, including the LK,

* Having identified which shareholder levers are required by the Treasury, it is important to establish a functional model which provides the shareholder with a formal
struciure through which it can exencises the levers in the conlext of Jersey, In recommending a preferred model, consideration has been given to the likely
resource requirement and the staps to implementation,

ey Findings Repoad - 10 Juns 2010 4 D0 Dedoids
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Executive summary

Shareholder levers

To sucocassfully fulfil its shareholder function, it is important that the Treasury has the appropriate governance levers, whilst avoiding the risk of usumping the role of the
Boards or becoming imvalved in the management of the Utilities. Recognising the specific context of Jersey and in fine with best practice, the following shareholder
governance levers are relevant.

1) Ensure adherence to the UK Corporate Governance Code: all four Utilities

= The Boards shoud adopt the govemance standand for UK listed companies, the UK Comporate Govemance Code (formerly the Combined Code on Comporate
Governance). The Treasury should consider and challenge any non-compliance with the Code through active dialogue with the Utilities,

2) Participationin the appointment of the Chairman and oversight of the composition of the Board

= The Chaiman's role is fundamental in setting each Ulility's direction and strategy.  The Treasury, should have a role in the appointment of the Chaiman and in
overseeing the composition of the Board, in particular, its size and the skills and exparience of the Directors.

Jersey Telecom and Jersey Fost: 100% owned by the Treasury

— The Treasury should be consulted by the Ulilties on the proposed shorflist and the preferred candidate for Chainnan, to ensure thal the Minister and the Board
are in agreement, in advance of the Chaiman's appaintment .

—~ The Treasury and the Chairman shoud agree the composition of the Board of Directors.  The Utilities should consult with the Treasury pror 1o appointing the
Chief Executive and any other new Directors to the Board and it woulkd be appropriate for the incoming Chairman, Chief Executive, Finance Director and Non-
Executive Directors to meet the Treasury before taking up thelr appointments, to discuss the shareholder's objectives for the Utilities,

Jersey Water and Jersey Electiciy: the Treasuryis the maiority but not 100% sharshoider

= The Ltilties shoud consult with the Treasury during the Chairman’s appointment process to ensure that the Minister is in agreement with the Board on the
prefermred candidale, in advance of the appointmant being formalised,

— The Chaimman should consult with the Treasury to ensure the sharehoder's views on the composition of the Board are considered, It would be appropriate for
the incoming Chairman, Chief Executive and Senior Independent Non-Executive Director to mest the Treasury on being appointad,

3) Particlpation in setting objectives and agreement of strategy

— One of the key shareholder levers is the participation by the Treasury in selting the objectives and agreaing the strategy of each of the Utilities. The degree of
invavemeant by the Treasury is dependent upon the States’ shareholding in each Utility.

Jersey Telecom and Jersey Pl 100% owned by the Treasury

— The Treasury, with the Boards, should set and agree the overall objectives for the Litilties on an annual basis. The sharsholder's oblecives should be proritised
and polential conflicts (such as sodal provision requirements and profit maximisation) should be identified and darified, Examples of socal paicy objectives
which the Utilties have identified as potentially being in conflict with their abdlity to maximise shareholder value and wheme they would benefit from clarification,
are provided as an appendix to this repor.

Kay Firdings Repont - 18 Jure 20618 5 G210 Dedoitie
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Executive summary

Shareholder levers (continued)

— Inadvance of the Annual Business Plan and longer temm Strategic Plan being drafled, the Treasury shoukl meet with each Utility to discuss and agree the
Board's proposed strategy, Themafler, the Utilties should be responsitie for developing and delivering the Plans, subjec! to review and formal approval by the
Treasury.

— The Strategic Plan should sel oul clearly defined key performance indicators ("KPIs") against which pedformance can be measured,
Jerzey Waler and Jersey Electricity: the Treasury is the majorty bt not 100% shamehoider

= The Treasury should engage wilh Jersey Water and Jersey Electricity to communicate s objeclives as shareholder and to understand and challenge the
siralegies of those Utilities, to the extent they ane inconsislent with the Treasury's abjectives.

= In accordance with best practice, the Boards would be expected fo ensure equa access to corporate information for all shareholders.  In addition, Jemsey
Electricty must avoid any breach of the UK Listing Rules,

= Jemsey Water and Jersey Electricity set the tariffs charged to customers. Unlike Jersey Telecom and Jersey Post, these Utilities do not operate under license
agresments awardad by the Jersey Competition Regulatory Authority ("JCRAY and the JCRA doss not egulate ther prices, The Treasury currently performs a
dual rae of owner and quasi-reguiator of those Litilities in the event the prices are challenged. Thess functions should be deary dedineated within the
Treasury, The Treasury's ability to determine the Utities' picing and tanff arrangements are nol shareholder levers,

= Amuably, this dual mole of shaehoder and quasi-regulator could create conflict within the Treasury and comsideration should be given to how this could be
resolved,

4) Performance monitoring and intervention

— Good shaehokler governance requires the Treasury to monitor the performance of each of the Utilities and intervene to challenge any undemperformance. In
extramis, where the Treasury is dissatisfied with performance and has lost confidence in the Board's response, this could kead to the shareholder seeking 1o
replace the Chairman or Chigf Executive,

Jersey Telecom and Jersey Post: 100% owned by the Treasury

= The Treasury should meet quartedy with the Litiities to review financial performance against their Strategic and Annual Busingss Plans, hoiding the Boand to
account for delivery and meeting the shareholder s objectives,

— In =0 doing, the Ulilities and the Treasury should agree the information lo be provided 1o the shamhader. The shamneholder should focus on reviewing the
Utilities” performance at a strategic level, based on agreed KPls and should not usurp the role of the Boards or the Executiveteams.

Jersey Water and Jersey Electricity. the Treasury is the majonty but not 100% sharehoider
— Pedomance monionng of these Uilites should be based around quariedy meetings lo discuss emenging stralegic issues and reported financial performance

against earnings guidance. In assessing the performance of Jarsey Electricity and Jersey Water, the Treasury should develop and agree appropriate KPIs and
benchmark performance measures with the Liilities.

¥ay Firedings Repot - 10 June 2818 [ G210 Deboitie
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Executive summary

Shareholder levers (continued)
5) Consultation on remuneration of the Executive Directors: all four Utlities

— Todeliver shareholder value, it is essential that the oljectives of the management team are aligned with those of the shareholder. In the context of the States’
sharehoddings in the Utilities, this is best done by aligning the delivery of the shareholder’s objectives with the Direclors’ remuneration and incenlivisalion
arangemants.

— Whilst the shareholder does nol have the power 1o eject the proposed emuneration packages, on a shareholder vole (the vole being non-binding on the
Litilities), the Treasury could make clear its displeasure in the event thal a remuneration package was put in place that was outside Industry noms or did not
propedy align the shareholder’s and the management team’s objectives. Accordingly:

* The Remuneration Committee of each Ulility shoukl consull with the Treasury on thair remuneration siralegies,

+  The emuneration packages should be dearly linked to delivery of the Strategic Plan and the shareholder's objectives, basad on dearly defined KPIs,

+ The Treasury should be consulted on the remuneration packages priorto formal Board approval, to enswre the shareholder's views ane considered.
B) Consultation in determining an appropriate capital structure and dividend policy: all four Utilities

— Ermsuring an appropriale capilal structure is a means by which a company delivers shareholder value, Surplus capital which is not required for reinvestmant in
the business, should be refumed to shareholders by way of a share buy-back or dividend.

— The sharehokder has a role to play in ensuring that the Utilties adopt an approprate capilal structume, nolably in comparison lo thair peer groups,

= The Treasury should participate in discussions with the Ltilities, challenging the Boards to demonstrate that their capital structure (leve of financial leverage) is
oplimal, based on appropriate industry comparators.

— The Treasury should also engage with the Ltilities on their amual dividend pdlicies, chalienging them to increase the payout where capital is not required for
reinvestmeant in the business, making use ofindustry benchmarks, as appropriate, to support the debate with the Utilities.

7) Approval of majortransactions: all four Utilites

= As owners of a business, shareholders have a role 1o play in approving major transactions, as il is their capital which is being invested. Accordingly, an
important shareholder lever is the requirement for companies to seek sharehokler approval for major transactions and those outside the normal course of
business,

— The Treasury should approve any significant transactions or transactions outside the ordinary course of business, either as part of its approval of the annual
Strategic Plan or by a separate business case for any additiond investmantopporunities identified during the year,

= |n relation to Jersey Electricty, the shareholder approval threshold is set out in the UK Listing Rules, whilst in relation to the other Ltilites the approval
ttreshold should be set out in the MOU between the sharehoder and the Litilities.

— Proposed investments should demonstrate delivery of shareholder value, idantifying the level of investment risk and that the retum on capital is appropriate.

Hay Findings Rapod — 10 Juns 2010 T 0 Dedoits
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Executive summary

Potential shareholder models

+ Having identified the approprate rights, powers and sharcholder levers, consideration should be gven towhich modsl or organisational structure best enables the
Treasiry (o exercise ils lavers,

=  Cognisant of the Treasury’s shareholder govemance objectives and drawing on intemational exemplar sharghokler armangements for state owned entities, three
sharehdder govemance models have been identified which have the potential to enable the Treasury to exercise its shareholder levers:

- Nominated Mon-Executive Director; an indvidual would be nominated by the Minister to serve on the Boards of each of the four Litifties as an independent
Mon-Executive Director;

- Board of Boards; the Minister would appoint individuals to sit on a “Supendsory Board which would undertake some of the key sharehdder functions on
behalf of the Treasury, and

- Enhanced engagement with a dedicated resource within the Treasury: the resource within the Treasury which curently performs the shamehokder roe
would be developed and enhanced to enablz it to engage better with the Utilties as an effective, intelligent shareholder,

+ The charactenstics of the three modals are outlined further within the Recommended sharehoider model section of thiz repod, together with detailed analysis of the
relative ments and drawbacks of each model, focused on their ablity to enable the Treasury to exercise its shareholder levers. The key conclusions of the
analysis are s out below

+  Nominated Non-Executive Director

— The appoirtmen by the Treasury of a Nominated NED could provide benefits in ensudng that the Boards of the Utilities funclion propedy, bul this would be 1o
the extant that they do not already do 0. The model would not provide a basis for the Treasury toimprove its existing shareholder governance arrangements,
merely the Board govemance,

= A Mominated NED would arguably not provide any additional benefit to the Treasury than the current arrangements, A Mominated NED could not report or be
accoutable o the Minister, The appointee’s fiduciary duties as a Director would prevent a nominated NED from promaoting the Treasury's views if not believed
tobeinthe best interests of the Utility.

= A Nominated MED has the potential to underminge and duplicate the role and responsibilities of the Chaimmen of the Uliities who meet regulany with the Minister
todiscuss the Utilities' strategic issuas and obtain the Treasury's views.,

= As a member of the Boards of the Utilties, the Nominated NED is unlikely to provide the same degree of independent challenge to the Utiities as could
typically be provided by an “outsider” such as the shareholder or equity analysis.

= The Treasury could not delegate its shareholder govemanoe responsibility to a Mominated NED. Under this model, the Treasury would confinue to be reliant
on the Boards of the Uttilites and the governance they exercise, to manage the businesses in the shameholders interests to keep it abreast of issues as they
arise, To fulfil its shareholder rode, the Treasury would still need to enhance its existing rescurce and expertise to enable the Minister 10 have informed
discussions with the Chairman and the Nominated NED, particularyin respedt of strategy and financial performance.

Hay Findings Repat - 10 June 2010 a G0 Debonte
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Executive summary

+ Board of Boards

A Board of Boards would act as a Ministerial Advisory Board, accountabie to the Minister, Such a model would be capable of deliverng some but not all of the
Treasury's requirements as shareholder:

— The Minister would be reliant on the Board of Boards in the same way it s cumenlly refiant on the Boards of the Utities, The Treasury could nol delegate its
responsibility 1o pedorm the shareholder e to the Board of Boards,

— To be effectve and add value, the calibre of the appainiees 1o the Board of Boards would have lo be greater than the individual Boards of the Utilities. This is
likedy 1o have a high associated cost,

— Thene is a risk that the Board of Boards is perceived fo blur the accountability of the Boards of the Utilties, undemining the mie and resporsibilities of the
indiidual Beards and in particular the role of the Chaimmen of the LHilites, This could lead to the existing Directors resigning or becoming de-maotivated and
abdicaling responsibility 1o a ‘higher autharity,”

~ To enable the Board of Boards model to work effectively, the Treasury would need to engage in regular diglogue with the Board of Boards. It would need to
exercise governance over the Board of Boands to ensure it was opemting effectively and remained accountable to the Minister. This would require the Treasury
o enhance ils existing resource with the appropriate skills and expenise and could regultin the duplicalion of the shareholder's rode and additional cost.

*+ Enhanced engagement with a dedicated resource within the Treasury

Establishing a dedicated, professional capability within the Treasury with expenence of managing investments would enhance the current leved of engagement
between the sharsholder and the Boards of the Utilities and would meetthe Traasury’s requirements of.

- Implementng a formal and framnsparent framework for the Teasuny's engagement with the Utilities, with a clear demarcation of respective moles and
responsibilities,
—~ Retaining the accountability and independence of the Boards of the Utilties, ensuring the rale of the Chairman is not undemined;

= Enabling the Treasury io be an active and intelfigent shanreholder, able to effectively exercise its govemance levers to hod the Boands of the Utilties to account
forthe dalivery of the Strategic Plan and the sharsholder's chieclives; and

— Estabdlishing a shareholder funclion which creales a “buffer” bebween the Boards of the Liilties and the Minister, distancing the Minister from direct decision-
making and reducing the risk of political interference in the day-to-day management of the Ltilities,

This mode! does not have the drawbacks of the olher two models,

Il is also noteworthy that this is the model prefermed by most of the Utilifes, albeil they expressed concem that in enhancing the capabilty of s shareholder
function, the Treasury should ensune that it did not seek to involve itsell in the managemeant of the Utilties’ operations.

Hay Findings Repatt - 10 June 2010 =] Ch0 Detaintie
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Executive summary

Conclusion —the preferred shareholder model

*+ Establishing a dedicated, professional capability within the Treasury i the model which would deliver the optimal shareholder governance arrangements in the
comex of Jersey,

+  The Nominated NED and the Board of Boards models have inherent imitaticns in the conteaxd of Jersey, Both modals would still require the Treasury 1o enhance
its existing sharehdder resource fo be capable of engaging with the Nominated NED or exercising governance over the Board of Boards respectvely, Othenwise
there would be nisk of the challange that the Treasury had delegated its shareholder governance arrangements to the Boards,

* In establiching an enhanced sharehokder functon within Treasury, il shoud be recognised that the effectiveness of fhese governance arrangements would be
dependant on the Treasury assembling a dedicated resource with the appropriate skills, expenence and commercial expertise to be capable of performing the
shareholder function and commanding the respect of both the Minister and the Boards of the Litilities.

+ Although the cost of the shareholder function would be bome by the Treasury, it would be appropiate for the Treasury to consider the options available for the
funding of the shareholder funchion, including the abdlity to recover the cost by levying a charge on the Ulilities, In the cases of Jersey Water and Jersey
Electricity, where the States is not the sole shareholder, the minonty shareholders may oppose such alevy if they viewed it as being an additional dividend payable
ﬁz._m States. This is less fikely to oocur where the minarity sharsholkders are inactive and recognise the beneft to them of the Treasury’s enhanced sharehokler

nction,

Implementation of the preferred shareholdermodel: Enhanced engagement with dedicated resource within the Treasury
A detailed assessment of the resource requirement and the sleps to be taken fo establish the enhanced shareholder funclion are provided in the impilementation of the
preferred moded section of this report. The key recommendations are summarized below,
Resource reguiement
Enhanced engagemeant by the Treasury 1o fulfil the shareholder role would have a resource requirement comprising:
«  Benlorindividual = initially, near full time
= The individual must be capable of commanding the respect of the Minister, the Boards and the Regulator.
= Tobe .ﬁﬂ&cﬂ the individual shoud be empowered 1o make decisions in relation to the States’ holdings in the Utilites, refeming to the Minister where
appropriate.
— Thisindividual would require a financial and commercial background, with experience of working in the privale sector and managing investments,
— The tme commitment is estimated to be four or five days per week, although once the functon is established, the role may reduce to part time of one fo two
days per week,
«  Supporting resource = full time
— The senior individual would require access {o a dedicated resource to support himdher, com prising either in-howuse staff within the Treasury, extemal advisers or
a gecondee to the Treasury,
= The expected time requirement iz likely to be full time.

Fiey Findinga Re post — 10 June 2016 1 G0 Dbt

Page - 12

P.100/2014 Amd.



Executive summary

Implementation of the preferred shareholder model: Enhanced engagement with dedicated resource within the Treasury [continued)
Cost of msource requrement

* Based on the cost of comparable resource within the Shareholder Executive in the UK, the combined direct salary costs of the enhanced resource is estimated to be
in the region of £200,000 to £250,000 per annum. Depending on the level of activity of the Utilties, such as diversification into new products or markets, the
sharehaider function would expedt to be supported by external advisers on an ad hoc basis, The budget requirement for advisers’ fees is likely to be similarly in the
region of £60,000 to £120,000 per annum {equivalent to £15 000 to £30,000 for each Uility),

»  The cost of extemal advisers may be higher in the early stages of implementing the enhanced shameholder arrangements as the sharehoider develops a desper
understanding of each Utiity and establishes a core base of data and suppoding analysis, The cost is likely to vary by Utiity, depending on the Treasury's existing
relationship wilh the Utility, the complexity of each Ulility and (helr current performance.

Steps fo implemantation
«  The key steps required to establish an enhanced shareholder function within the Treasury comprisa:
- Agreement of the mission, remit, accountability and budget of the shareholder function;
= Appointment of the shareholder funclion: development of role descriptions, candidate interviews,
= Consultaticn with the Chairmen and Boards of the Utilitles: ensuring the Boards' support for the enhanced sharehokler amangements;
— Drafting of the formal framework for engagement. MOU/ Principlas of Ownership,
- Agreemaent of the timing of meetings and annual informationrequiremants;
— Implementation of an appraisal process for the shareholder function.

*  The effectivenass of the enhanced sharehaolder function relies on the Boards of the Utlities being appropriately corstituled and effective. In the first six months of
the new arrangements, the Minister, with the sharehalder funclion, shoukl review and discuss with each of the Chaimmen of the Utilities, the strength of the curent
Board, its composition and its operating effectiveness. Any required enhancements or revisions should be agreed and implemented.

Koy Firdings Repont - 10 June 2018 11 G210 Deboitie
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Recommended shareholder model

Provides a formal framework
forthe Treasury's engagement
with a clear demarcation of
rmoles and responsibilities
between the sharehokderand
the Boards of the Utilities

Hey Fndngs Beport = 10 June 2010

Enhanced engagement with a dedicated res ource within the Treasury

oy e | Bt

+  The model would prowda a formal framework for engagament betwaen

the Treasury (via a dedicated sharehaider function within the Traasury)

and the Boards of fie Litiities, supported by

- Clear documentation of the respecive roles and respons bities of
the shareholder and the Boards; and

= Regular dialogue betwean fiaMinster and the shanehaldar function
wilhin the Treasury

«  The framewors woukd protect the independence and autonomy of the

Boamds, wih & clear de-Emeaton of responsibdiies betwesn fhe
sharsholder role and the managemeant of the Litities

+  The modal would not undermine the role of the Chalman, who would

aminue to mest with the Mnister ona regular bass. Howewer, the
enhanced capabiity within the Tressuny wolld ensume hat the Minister
was appropriately bnefed fo enable him o engage in  informed
dizcussionswith the Ltlies’ Chaimmen,

+ Eswblishing indhviduals in post within fie Traasury and formalizing the

Framework for engagement between the Treasury and the Lilles would
ensufe that e shareholder function could continue to oparale
effectively over time, imespective of other changes wilhin e Treasury,
sch as a new Minster

+ A dedicaled shareholder function within the Treasury would create a

“buffes” between the Boards of the Utikties and the Minister. This would
distanca e Minister Fom direct decision-making and reduce the risk
of political interference or exposure in e day-to-day nunning of the
Lhilities

+ Theenhanced sharsholder function provides a scalable solution, such

fal resource could be increased of decreased I mesponse o oany
adjugiments to the curmeani portfiolio of $ia States’ owned enterprses over
which the Minister takes a more active shamsholder rode (such a3 the
Jersey Devetopm ent Company L imdted)

+ The shareholder fundion would prowde the Utites wih a "champlon™

within the Treasury 1o arfculale e Lides' perspedives.  For
eample, e shareholder function could bref the Miniskr on any
adverse impacts on e Utiities of policy inigatives or could present the
case for retention of capital

50

+  The evel of engagement between the Treasury and he Boards

of Jarsey Water and Jersey Blectrcty would nead to ba such
that it enables the Boards of those Litiities to ensure equitable
treatmant of all shareholders.  Jersey Electnaty also needs to
be cognisant of fie UK Listng Rules

= There & a sk hal enhangng Me shareholkder funclion within

{he Treasury i pemeived to increase the poltiasaton’ of the
Utdties, The Treasury needs to clearly de-ineate its
shamholder function from amy  policy o regulatory
functions o presarve fhe independance of the Litifes o
operate as commencial enfifes

* Enhangng the shareholder fundtion 1o ensure & has the

appropriate kevel of resource and exparfise has an associated
cost, 80 the Treasury woulkd need to satisfy Itself that the
additional expense was outweighed by the value which the
enhanced shareholder function would generate.

+  Appropriate resoutcs o parform the shareholder funclion may

not be avadable within Jersey. Any individuals recruited “Off
Isiand’ would need 1o have a good understanding of the
ruances of business' operatng in the context of Jersey
incuding the Islands polifcal environment and culture,
Recruiting individuals from outside Jersey would also provide
indepandente and abiectiity

£2018 Desoifte
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Recommended shareholder model

Treasury's requirement

Participationin the
appointment of Chalrman and
oversight of the composition
of the Board

Participationin setting
ohjectives and agresment of
strategy

Hay Fndngs Beport= 10 Jume 3010

Enhanced engagement with a dedicated resource within the Treasury

Benefits

+ The Tregsurys sharehoider function would participate In the

appointment of the Chalrman and agres e compositon of ha
Board

+ As appropriste, the shareholder function would aiso have

involvamant in fhe appoiniment of e Exaculive Direclors and saniar
management and participate in suctession planning.

+ A dedicated shareholder fundion within the Treasury woukd enable

it to better understand the LRiltles' businesses and fo be an
informed and aclive sharshokder

+ The Treasury's shareholder function would mest with each Uity o

— Communicats fe Treasury's ahjectives and requirsments;
= [iscussand agreethe Llity's strategy;

~ Review and challenge he StrategicPilan; and

—  Agres approprate pedor manos measunes (KPIs).

+  The Treasury's discussions with Jersey Water and Jersey Blectncity,

in contrasl 1o decussions with #8 1000 owned opamtions, Jersay
Telecom and Jersey Post, would recognise -their respective
limitations on disciosune.

+ The Treasury's shareholder fundion would provde an independent,

objective challenge to the Boards and ensume the Boards wene
responsive 1o the Traasuny's views

+  The shareholder nction would ensure the Minister was awane of

mssues ansing, brsfed in advanoa of discussions with the Litises’
Chasrmen and abie to make informed decisions, on a timely hasis

51

+  The Boards of the Utities expressed condarn that the Treasury's

enhanced sharsholder function would lead to  Increased
bureaucracy, resulling I sower decision-making  However,
having & dedicaled resource within the Treasury is lkely to
increase the Ministers understanding of the Uities and emenging
isgues, mducing the tima raquined for decisions 10 ba taken,

+  The effectivenass of fhe mode! is dependent on the appropriate

resource, in berms of skiis and commercial experfss baing
recruited by the Tressury © be capable of perdforming the
shareholder function and commanding the respact of the Minister
ard {ha Baards of e Ltiiles.

+  The sharehokier function woukd need to hawe suffoent mdusty

and business expartige 10 pedorm e sharsholder role.  Albeit /
could use extemal adwsers where necessary

+ The Boards of te Utiitas have a role in baing able io “educate”

the Treaminy's sharehoider function in respect of its underslanding
of the Utilkes and being able 1o explain heir siralegies

E2010 Dedoitte
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Recommended shareholder model

Enhanced engagement with a dedicated resource within the Treasury

Treasury's requirement

Performance monitoring

Consultation on remuneration
of the Executive Directors

Consultation in determiningan

appropriate capital structure
and dividend policy

Approval of major transactions

Fery Fmdings Repord = 10 Juna 2010

Benefits

* The Tressury's sharehoider fundtion Wwould prowide an

independent review of the Ulity's abilty 1o delver the Strategc
Plan and the Treasury's objectives.  Arguably, the Treasury is
aumenfy reliant on the Boards to perform this function

+ Having a dedicated capability within the Treasury would

enhance the Treasury’s abiity to hoid the Board to account and
Increase the shareholder oversighl over the Boards and
managamant feams of the Lilities, The shareholdar should foous
on the Utilties strategy, perfformance and sk management {ie.
equivaient to e role of an equity analyst in the privale sector)

« The sharehoider fundlion would keep the Minisler abreast of

emenging lsmies

+ The Treasury's shamhoider funcion would engage wih the

Femuneration Commitess of he LEkes 10 ensure appropriate
levels of remuneration and incentive armngements wers st
forthe Executive Direciors,

« The sharsholder function would challenge the Executive

Directors and management beam to demonsnale thal the Uidys
capital sfructire and dividend policy wene appropriate,

+ The sharehokder functon would represent the Treasunys

requirameants, such as dividend axpadations. I would madiate in
resolving amy confiict between the oblecives of the Treasury and
thelong e interests of the Utites

+ The aharehoider fundion would be capable of understanding and

assesging the benefits of amy proposed tramsactions by (he
Ltiites. | wolld ba able to represant the Treasury's views and
ensune the expecied risk level was approprate

1010 Deloifle

Page - 17

P.100/2014 Amd.



Recommended shareholder model

Enhanced engagement with a dedicated resource within the Treasury

Conclusion

Establishing a dedic ated capability within the Treasury and enhancing the current level of engagement between the shareholder and the Boards of the Utilities would mest
the Treasury's requirements of:

« Implementing a formaland trans panent framework for the Treasury's engagement with the Utllities, with a clear demarcation of roles and responsibilities;

* Retaining the accountability and independence of the Boards of the Utilities, ensuring the role of the Chalrman ks not undermined;

+ Enabling the Treasury to be an active and intelligent shareholder, able to effectively exercise the shareholder govemance levers it requires to hold the Boards of the
Utilities to account for the delivery of Strategic Plan and the shareholder's objectives; and

+ Establishing a shareholder model which crestes a "buffer” between the Boards of the Utiltles and the Minister, distancing the Minister from direct decision-making and
reducing the risk of political interference in the day -to-day management of the Utilities.

This model does not have the drawbacks of the Nominated NED or the Board of Boards models.

The effectiveness of this model is dependert on the approprate, dedicated, professional resource, in tenms of skills, experence and commercial expertise being

aasembled within the Treasury, capable of performing the shareholderfunction and commanding the respect of both the Minister and the Boards of the Utilities.

The Treasury would bear this cost and would need to satisfy itself that the additional expense was outweighed by the value which an enhanced shambolder function would

deliver. It would be appropriate for the Treasury to consider the options available for the funding of the shareholder function, including the ability to recover the cost by

kevying a charge on the Utlities, In the case of Jersey Water and Jorsey Electdcity whem the States is not the sole sharcholder, the minodty sharehoklers may oppose

such a levy if they viewed it as being an additional dividend payable to the States. This is less likely to occur where the minority shareholders are inactive and recognise
the benefit to them of the Treasury's enhanced shareholder function.

The model is scalable, enabling the Treasury to increase or reduce the resource and time commitment of the shareholder function in response to any changes in its
engagement with other States' owned enterprises,

The implementationof the preferred shareholder moded s considered in more detall in the following sectionof this report.
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Implementation of the preferred model

Enhanced engagement
To fulfil its role as an effectve shareholder, exerdising shareholder govemance in line with best practice, the Treasury should enhance the level of engagement with
each of the Ulilities, halding regular meetings wath relevant members of the Board and management teams of each Ulility,

Whilst the listed status of Jersey Electricity and the fact that Jesey Water has other sharehoders will place certain restncions on the tming of the discussions between
the Treasury and those Utilties and 1o a degree, the level of disclosure parmissible, the prnciple of increasad dialogue between the shareholder and the Ulilties is
similar to those where the States is the sole shareholder.

The sharehader funcion should focus on communicating the Treasury's shareholder objectives to each of the Ufilities and on holding the Utilties to account for the
delivery of their strateqy, avoiding any tendency lo replicate the roe of the Executive and the Board in managing the business or reviewing the financial performance in
detail.

Under the ‘enhanced engagement’ mode, a series of set piece meetings is envisaged, supported by ad hoc ongoing dialogue between the Treasury and the Executive
Directors of the Ulilities and the Chaimmen of the Remuneration and Nomination Committees, such as;
«  Dbjective setting meetings to discuss strategy
= Communicationof the Treasury's’ objectives for the Litilities and its spedfic requirements;
— Discussion of the Utility's strategy, prior to development of the Annual and longer term Strategic Plans by the Utilities; and
= Review and discussion of the Strategic Plan®, following approval by the Boards,
*  Quarterly meetings with the Utilities
= Discussion of most recent quanerly pedformance against Plan, with explanation of significant varianoces; and
= Review of the cuticok and discussion of any matena changes to the strategy.
+  Ongoing dialogue, outside of the set-piece meetings

= Engagement wath the Lttililes duning the year to discuss ad hoc matters such as: Board appointments, remungration, proposed major transactions, capital
structure and dividend policy.

*  Pre-meeting preparation/ Ministerial briefings
— The Treasury's altendes(s) al the meetings with the Utilitles would need o allocate additional fime for;
I, Meeting preparation, induding a reviewof the information provided by the Ulilties,
il. Keeping themselves informed of industry and market developments relevant to each of the Litilities; and
iii. Regular Ministenial briefings to keep the Minister abreast of the Litilities’ parformance and any issues ansing.

Notas;

1 To ensure best pracice regarding fhe equiabk (reatmen! of minorty sharehobers and fo evord Jersey Electncly being i breach of the UK Leling Rules, Jesey
Water and Jersey Eleciricly would nof be expecied fo provide 8 copy of their Sralegic and Annual Bushess Flans fo the Treasury butf would provide sufficient forward
bokhyg infarmation fo enabie the Treasuryto be abk o understand the strategyof Be two busingsses and hold Me Boards fo account for delivery of the sirategies

Hey Findings Beport= 10 June 310 BE B30 Deloktie
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Implementation of the preferred model

Resource requirement

Toenhance the shareholder engagement with the Utilities, the Treasury requires a dedicated shareholder function. To be effective, it would need 10 be empowerad and
capabie of discussing issues on behalf of the shareholder, commanding the respect of the Chaimman, Chief Executive, other Board Directors and the Regulator and able
to discuss and challenge the Liiites strategies and performance. Equally, it would need to be capable of advising and brisfing the Minister atead of the shareholder
mestings and providing advice to the Minister on matters such as Boand appointments, Directors’ remuneration, appropnate capital structures and dividend policy.
Where necessary, in the event of indempedormance by one of the Utilities, the sharehalder funclion would be responsible for providing advice 1o the Ministar on how
the shareholder should intervene,
The Treasury would need sufficient resource to enable it to fulfil this role. On the assumption that the remit of the shareholder function, at least intialy, would be fimited
to exerciging governance over the four Utilities, the resource requirement is likely to comprise:
+  Seniorindividual - initially, near full ime

- A senior individual, capable of commanding the respedt of the Minister and the Boands of the Uilities and the Regulator, The individual would need to be viewed

by the Utilties as capable of discussing strategy, perfomance, Board appointments and other issues on behalf of the Minister,
—  Thisindividual wouwld require a financial background with expenence of working in the private sector at Board leval,

— The Minister would need 1o delegale the approprate level of authorily to this individual to empower him/ her to be effective in the role and be capable of making
day4o-day decisions on behalf of the Minister, refering to him where appropnate.

= The expected tme commitment for this individual is likely to be four to five days per week, although once the sharehalder function is established, the role may
reduce to part time, of one 1o two days par week. During the set up’ phase, as the Treasury introduces its enhanced shareholder govemance modd, the time
commitment 1o secure the Ltilities' ‘buy-in’ 1o the revised govemance arrangements should not be underestimated. The success of the model will be dependent
on the Utility Boards acceptance of the amangements and their willingness to engage with the shareholder function, this is best achieved through the
develapmentof mutual respect.

« Supporting resource - full time
—  The senior individual would require access 1o a dedicated resource fosupport his'her rode, This could comprise or be a combination of;
i. Inhouse rescurce within the Treasury; or
il. External advisers, such as one ofthe accounting firms, banks or fund managers,; or
iil, Asecondes within the Treasury, such as could be provided by an accounting firm, bank or fund manager.
— The expected time requirerment of this individualis likely to be ful lime,
This model is scalable in the event that the Treasury wishes to increase the engagament remit of its shareholder function to include other States’ owned entities.
Based onthe cost of compamable resource within the Shareholder Executive in the UK, the combinad direct salary costs of the enhanced resource is estimated to be in
the region of £200,000 10 £250,000 per annum. Depending on the level of activity of the Utiities, such as diversification into new products and markets, the shareholder
funclion would exped 1o be supported by extemal advisers on an ad hoc basis, The budgel requirement for advisers’ fees is likely 1o be in the region of £60,000 1o
£120,000 per annum, equivalent to £15,000 to £30,000 for each Utility,

The cost of externa advisers may be higher in the eady stages of implementing the enhanced shareholder arrangements as the shareholder devalops its understanding
of each Uliity and establishes a core base of dala and supporing analysis, The cost is likely to vary by Utility, depending on the Treasury's existing relationship with
tha Wtility, the complexity of each Utility and their curent pedformance.
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Implementation of the preferred model

Steps to implementation
A highlevel summary of the key steps which the Treasury would need 1o 1ake o impement the prefemed sharehalder model |5 provided balow.
« Agreement of the remit of the enhanced shareholder function

— At the outsat | it will be impodant for the Minister-and the Treasury 1o agree the mission, remit, reporting lines and accountability of the sharehader function. In
addition, agreement would need fo be reached on how the funcion is funded and the budget for the enhanced shareholder capabiity. Whilst the Minister would
remain the shareholder, the ‘senior individual® responsible for leading the shareholder function would be a senior member of the Treasury team with a wide
rarmit to develop the shareholder role and able to speak on behatf of the Minister,

«  Appointmentof the enhanced shareholder funct on

— Appointment of the appropriate individual(s) to fulfil the sharehalder function within the Treasury which is likely to compnise a senior and a junior individual. This
would require the development and documentation of role descriptions, use of recruitment consultants, candidate interviews, ete.

+  Consultation with the Utilitles

= A corsultation process would need fo be undertaken between the Treasury and the Boards of the Utilities to explain how shameholder governance will be
undertaken in future and to secure the Boards' buy in' and support for the new amangements.

— Fundamental to the success of the model will be to explain the implications and benefits of the enhanced shareholder function to the Wiliies, induding an
cutiing of the respective roles of the Treasury and the Boards of the Utilities and the framework for engagement. It is essential that the enhanced diglogus
between the shareholder and the Utilties is not seen as an additional layer of bureaucracy.

+  Implementaton

= The shareholder function would be responsible for pulting in place a formalised framework for the Treasury's engagement with the Utilities. This could take the
formm of an MOLU or Principles of Ownership which sats out what the Treasury expects of the Litities as sharsholder and what the Utilities should expect from
the Treasury.

= MOUs already exist to govem the Treasury's relatonship with Jersey Telecom and Jersey Posl. These documents would need to be updated 1o refied the
enhanced govemance arangements. MOUs do not cumently exist between the Treasury and Jersey Water or Jersay Electrcity and would need to be drafted,
reflecting the fact that the Statesis not the sole shareholder of those Utilties,

— The MOW Principles of Ownership woukd sel out the governance arangements and a clear and comprehensive descrption of the rghts and levers the
Treasury would hold and the basis by which they will be exercised, The Treasury shoukd ensure the Uililities’ compliance with the MOU/ Principles of Ownership
which shoud be capable of being amended lo reflact evolving best practcs in corporale governance, A summary of the key components which would be
expecied 1o be included in the MOU/ Prnciples of Ownership is provided as an appendix to this repart,
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Implementation of the preferred model

«  Implementation {confnued)
— The Treasury shareholder funclionshould agree with the Boards:

i, The timing of the annual strategic and quartedy review meetings between the Treasury and the Utilities, The quarerly pedfomance meetings would be
expected to ocour immediately following the Board approval of quartedy results in the case of Jersey Telecom and Jersey Post and immediately foliowing
publication of the quarterty results inthe case of Jemey Watar and Jersey Electricity. The anmual objedlive-setting and strategy mestings should be held in
advance of the Litilities developing the Strategicand Annual Business Plans, and

ii. The Treasury's annual information requirements from aach Utility - expected to include tems such as the annual and lenger term Strategic Plans or forward-
looking statements and guarterly financial results. Examples of the information requirements which the Treasury is expected to require (to be spedfied in
the MOU/ Principles of Cwnership) is provided as an appendix 1o this report, Typically, the shareholder's information requests should be information and
analysis which the Utiifes management teams prepare as a matter of cowrse, including benchmarking of its financial performance, KPIs and capital
structure,

— One of the key premises thal supports the effective operation of the enhanced shareholder funclion as a means of exercising good govemance over the
Utilities, is the assumption that the Board of each of the Utilifes is approprately constituted and effective.  Accordingly, in the first six months of the new
arrangements, it will be imponant for (he Minister, in conjunction with the Treasury's enhanced shareholder function, 1o review and discuss with the Chalrman of
each of the Utilities, the strength of the cument Board compaosition and their operating effectiveness as a means of:

I. Establishing the vision, mission and values of the Utilities;

il. Setting their strategy and organisational structure,

iii. Dedegating authonty to the management teams to deliver the strategy; and

iv. Exerciging accountability to shareholders and responsibility to relevant stakeholders,

— To the extant that there is a nead for enhanced or revised arrangements, these should be agread and an cufline timetable for their implementation should be
established

= |t would also be appropriate for the Treasury to put in place an appraisal process for assessing the effectivensess of the shareholder function, This need not be
elabomte but is likely to provide important feedback 1o assist in the developmentof the shasholder function.
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