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Senator S.C. Ferguson (Chairman):
| wonder if for the purposes of the lady doing teeording you could say who you
are and your position

Senator P.F.C. Ozouf (Minister for Treasury and Resurces):
Philip Ozouf, Minister for Treasury and Resources.

Mr. I. Black (Treasurer of the States):
lan Black, Treasurer of the States. Forgive meyaoige is not good.

Connétable D.J. Murphy of Grouville:
Dan Murphy, Constable of Grouville and member ef planel.

Deputy T.A. Vallois of St. Saviour:
Tracey Vallois, Deputy of St. Saviour.

Senator S.C. Ferguson:
Sarah Ferguson, Chairman of the Panel. Right, 9#ni what do you see as the
problems in Jersey with regard to forecasting edjiere?

Senator P.F.C. Ozouf:

Could I just ... before answering that direct gieest and | will answer your direct

guestions - what | would like to do if possible otee next hour that | am with you is
that you have obviously tabled a number of questanmd we are going to run through



the answers of those. You have put the same guedh the Chief Minister who you

are going to examine after me. We have obviouslyagseries of notes which we
have got, we will give you our briefing notes aheddhose but you are probably
going to get the same issues ... you might haverdiit questions. | also want, this
afternoon, to take the opportunity ... you are d@rarg the problem that the States
faces in terms of rising expenditure in the wake dikelihood of a structural deficit

and other problems that we have going forward. a@uidentifying and have rightly

identified the problems that the States have gaot laam coming partly here this

afternoon to tell you how | am going to ... my odiagnosis of the problem but also
my solution. | have got 2 projects that | am gadingalk to you this afternoon about,
about how | think we are going to resolve thesagsiand | would like to get on to

them as well during the course of this examinatibhave given some documents to
you.

Senator S.C. Ferguson:

Yes, to be fair, we have not had time to look atsthdocuments in detail and we
would like to perhaps have another hearing lateinasrder to go into more detail on
those. What we are looking at at the moment igabtethat our record for forecasting
expenditure is not perhaps what it ought to be.

Senator P.F.C. Ozouf:
We accept that absolutely. So if | go to the fipgéestion ...

Senator S.C. Ferguson:
So what do you see as the big problems.

Senator P.F.C. Ozouf:

The problem is that | think that we forecast expiemd ... and the question is about
forecasting expenditure but what the real problensithe way we set expenditure
because there are areas of known expenditure thatw predict with some degree of
certainty under economic assumptions, whether theeynflation, whether they be
numbers of people unemployed, whether they be henpfatings that are easily
calculated by inflation or earnings numbers. Thaeeother areas ... and this part of
the problem that the States has, the difficultgesmiwith the discretionary spend, the
uncertainty expenditure on a year to year basise Whole arrangement of current
spending is that we have an annual business ptaaga@st a strategic plan and we
have just been through, some would say, 6 diffiddys in the States setting a
business plan and the problem that we have gdiaisthe business plan debate that
we have had this year has largely set aside & linteodecisions that we have already
made in the strategic plan and that we had in tlenless plan previously. | want to
try and reorganise this whole arrangement of howseteexpenditure. Your question
is about forecasting, the problem | have got amdctillenge that | am trying rise to
is how we set expenditure on a meaningful longen teasis rather than this annual
process which appears, to any outside observes, taidisciplined.

Senator S.C. Ferguson:

Yes, of course | suppose you could say we do aateartime and yet in the business
plan we have indicative forecasts for the followihgears. This year you were trying
to keep within the forecast from last year and #s causing problems. What was



really causing the problem? Was it the estimatesewnot accurate or was it
inaccurate assumptions by the departments?

Senator P.F.C. Ozouf:

Well, the world does change and the world has ocbdrmyamatically in terms of the
economic outlook. There is a different outlookenms of inflation, there has been a
different outlook against the backdrop of peoplapaeinemployed rising. Those are
the things that | do not think the States can bieised for dealing with. Where there
is a problem, and the Treasury has a problem &agé a problem, is that | propose a
set of spending arrangements after some fairlyicditf discussions with my
colleagues on the Council of Ministers but the &ahen changes them. So | can
forecast all | like but effectively it is the Statéhat decides and they vary it, quite
rightly, that is the job of the Assembly. But tAssembly itself talks really only
about the incremental spend; the £1 million adddalofor nurses, the £500,000 for
additional healthcare provision and we kind of @d Imave a proper debate about the
rest of the rump of expenditure which is the £0-6&0ion. | am then also, in the
current arrangements, which | think is a probleat tthave to correct ... a number of
years ago we did away with something called theeg@nreserve. The general
reserve was a contingency that was held and aceddot every year and was drawn
down to deal with unforeseen expenditure. TheeStat the moment appears, and
rightly so, not very disciplined because every titihere is a problem that emerges -
and there always will be a problem, there alwaykh& something, a pandemic flu or
foot and mouth or a particular investigation thas lyone over budget, that happens
all over the world and Jersey is no different até no central contingency in order to
deal with that. [ think, going forward, | have acount for a contingency, make it
very difficult to access it but | have got to acobior a contingency so that | do not
have to go back to the States for every singlspme cases quite small in the grand
scheme of things, additional spending.

Senator S.C. Ferguson:

Yes, but forgive me, Minister, in the forecast, fexample, for last year the
departmental forecasts did not take into accouatsipending pressures they knew
were there. | do not have the figures on me kbink there was 2009 and then 2.5
per cent up for 2010 and 2011 but there was neotjrfstance, an indication that
customs needed more funding. The forecasts tha emming with the business plan
were: “Oh well, this year is plus 2.5 per cent sarthing.” There were not really ...
there did not appear to be any thought about teadipg pressures that were coming.
In one of his reports the Auditor General says beatvould like Treasury officials to
be sufficiently au fait with what goes on in thet®s to actually question spending
plans. We have got a system of next year is tha plus 2.5 per cent, which is
roughly the staff side of it and there is not amyught going into: “Well, we have got
pressure on it” and there is nobody in the Treasuryg - or there are not sufficient
people - are able to say: “Hang on a minute, folks.

Senator P.F.C. Ozouf:
Well, your third question ...

Senator S.C. Ferguson:
| am sorry. lItis all part of one.



Senator P.F.C. Ozouf:

No, no, it is fine because it is all part of ithéfe is no doubt that the Treasury has got
to become more challenging in terms of departmesgahding. We have got to do
that in the context of a proper process and we yav¢o be ... | think we have got to
be more challenging to departments about what tieair pressures are and be more
challenging in terms of their opportunities to mai#ciency savings or cutbacks of
less priority areas in order to release money fghdr priority services. We have
been doing a lot of thinking about this. Last ®day and Friday, we had all of the
chief officers of all departments and the finantcedaors locked away to discuss how
we can improve the process of budgeting and spgnbdecause we recognise that we
need to revisit this annual process and we alsd teeespond to the issue of the
likelihood of the fiscal deficit. We have had amdépendent individual from the
I.M.F. (International Monetary Fund) who has runiegs of spending and has got
experience of other governments, as the I.M.F.shéhe U.K. (United Kingdom),
France, Korea, Canada, of what is the best prdoess government to run with a
spending programme. That is at the heart of thepcehensive spending review
paper. | know | have just sent it to you this mogn This is where we have got to in
terms of experience from other places, experienoe fprevious worlds where we
have tried comprehensive spending reviews in Jege@yg forward. In one of the
conclusions ... | will give you 2 initial conclusis of where ... of what you need to do.
First of all you need to separate expenditure IAtM.E.s (Annually Managed
Expenditure) and D.E.L.s (Department Expenditumait)i A.M.E.s is expenditure
which is volatile and significant and will vary breally from a States point of view
you cannot control it. For example, the numberthefsocial security payments.

Mr. 1. Black:
Court and case costs, perhaps.

Senator P.F.C. Ozouf:
Court and case costs. There are some areas wiesei/a policy but year-on-year it
will be different according to exogenous, endogefagtors, | think is the ...

Senator S.C. Ferguson:
Exogenous.

Senator P.F.C. Ozouf:

Exogenous factors, yes. There are other areaspanéiture which are controllable
and they are less volatile. That is the first pie¢ learning. The second piece of
learning, from what were, | have to say, very insgree individuals who have done
this all over the world, is that as tempting as to believe that a bottom up process is
the best way of achieving the right allocation eéaurces, the note says: “However,
this misses the reality that much of what governnueres is set by political choices
even in terms of basic service provision. Intdoratl experience is that this leads
totally expenditure bids far exceeding the avadafihancial resources.” When you
go to a department and say: “Well, let us starhwaitblank piece of paper, how much
do you need?” experience from other places isytatwill get bids ... if | went to the
Health Department, you will get bids of £500 millidor what is only realistically
perhaps £160 million worth of expenditure. Remladty you have got to approach
spending from the top down rather than the bott@m U is attractive to think that
you can start from the bottom up and build up ugrgwhere else in the world that



has tried that ends up by having expectationsdamsesuch an extent that it is simply
unaffordable. So we have got to design a procésshws realistic in terms of the
overall available amount of money, the overall éope of available money.

Senator S.C. Ferguson:

Now, this is going to cover current expenditure baind it is part of forecasting of
expenditure - looking at our system at the momehgt changes would you envisage
to instigate a business plan budget limit that dowdt amended upwards?

Mr. I. Black:

Can | just come back a bit so we can close out fimirquestion? You said why is it
that the expenditure rises more than you said & gaang to. | think the Minister has
covered 2 factors but there is a third one. Skutothrough the reasons, one is that
there is always going to be demand for more thsmyou have got to start from a
political envelope because you are going to be aneg to that. So you need
politically to say: “This is a line in the sand, aee not going to allow States spending
to be more than that because we cannot afford thare that.” So that is number
one. The second one is, you are quite right, y@edrto do something about better
planning and a part of that is the thing you mera about Treasury doing more
challenge of departments, to understand their drjuequiring departments to have
better plans for the future. But the third one Mimister has mentioned is it is an
uncertain world and there are some things you catral and there are some things
you cannot control. He has mentioned about ssei@lrity benefits, there is A.M.E.s
and D.E.L.s, they call them in the U.K. So A.M.EB.£xpenditure you cannot control
easily, a bit like social security, D.E.L.s are Wwhki@partments can control. So the
suggestion is those things that are just policyasriyou take outside the accounting
officer’s direct control and then say to accountifficers: “You must keep within it.”
But there is a final group here which is about d¢isijust happen, and | could come up
with a list as long as my arm but the historicalcchbuse inquiry was obviously one.
The end of the reciprocal health agreement issigeanather. You must accept that it
is an uncertain world so you need to have a propetingency. So the suggestion is
that you do 3 things: you set tough political cagk, the overall level of spending;
you have adequate contingency accepting that thdvi® an uncertain place; you
split up between things you can control directlg amose which you cannot and are
very tough on accounting officers on things you cantrol. Then the outcome of
that is you set firm 3 year spending limits for dgments. Once you have got a
contingency, once they are not being held to cotiting that they cannot, you say to
them: “That is it, come hell or high water you wille within that spending limit for a
number of years.” The one other part of the deahink, that goes with this is
because even for them the world is an uncertaicepdand you expect they will have
change to manage, the trade off is you give thexilility to carry forwvard money
between years. If you are going to be really toagtl keeping to plans for 3 years,
you have got to allow them some flexibility to plaetween years so if they see
something coming up they can put money aside for it

Senator S.C. Ferguson:
Yes, so what changes are we going to need to héwsiaess plan budget limit that
cannot be amended upwards?

Senator P.F.C. Ozouf:



That is the first point in terms of avoiding thi$his is a graph that | know the Panel
has seen before. Itis in the pack that | havé s€his is the problem, that every year
the States says they are going to following thajettory of expenditure and every
year, when we come to the next year, the traje@ogs up and it carries on going up
and up and up. That is what those lines are.h8mhly way that you can deal with
that ... there is 2 problems. First of all you doéng it on an annual basis, secondly
you have not set an overall limit. In some waywas quite heartened with the
discussion that we had about the town park bec&Beputy Southern’s proposition
would have got through it would have meant that iyexar or for the next 3 years we
would have spent an additional £10 million. | sidhe States: “It is absolutely fine
for you to have a town park if you can deliverat £10 million but there has got to be
a consequence of that.” The message that | got the States was that the limit was
set, it just means that something else has goetehanged ... there has got to be
another priority. What you have got to do is y@vdn got to get the States ... first of
all I have to advise on one, | have got to getGloeincil of Ministers to accept one
and | suspect | have got to get the States to appaa overall fiscal spending limit.
Basically a spending limit, not for one year but3 Once you have set that limit for
the next 3 years, you can then go about a prodeafooating it. So what I think we
have got to do is we have got to move away fromatireual moving target, have a 3
year cash limit, ideally that you would have a 4ryeash limit but you are not going
to get anything else with a 3 year political cydlat the States have got to sign up to a
cap and a limit and it has got to be enforced atadeS Members have got to work
within that, rather than this incremental approuzt just ends up layering on cost.

Deputy T.A. Vallois:
How does that work long term?

Senator P.F.C. Ozouf:

You can only do it once every ... you need to donite every few years but ... and
certainly ideally, and this is where | think thenebhhas been wanting to review the
whole process of the strategic plan, business gahahbudget, | think we all think that
the process is currently not a good use of times ihot good for officers to be

spending this annual process. | think what yousdbat you try and set 3 year limits
and get them agreed.

Senator S.C. Ferguson:
So you would need to ...

Senator P.F.C. Ozouf:

Ideally you would do that at the start of the podit 3 year cycle. Now, | am going to
do a comprehensive spending review over the neda2s because we must do, but
going forward | could envisage that you have aiti&la, you appoint a new Council
of Ministers, they then take 3 year cash limitstfat period.

The Connétable of Grouville:

| can see the benefits of having a 3 year plarhbut do you then cope ... that will be
okay for the A.M.E.s, it would not be so good fbetD.E.L.s because you would
have D.E.L.s throwing you completely off course uabyou not?

Senator P.F.C. Ozouf:



You have got to build ... that is correct, you hgee to build within your cash limits,
and just as we have done in the past, when we tdatence the books ... what has
happened in the past? Well, maintenance budgetslieen cut. That has happened
but that has not happened this time because westeléng to our principles in
relation to appropriate maintenance budgets. Tteerothing that cuts is the
contingency. You spend the contingency before e¢lerstart of the year. We put in
a contingency in this year’s business plan buteihthecause we had to respond to the
nurses, all measure of other pressures that wedwtve think that we have to, going
forward, be absolutely honest with people and sawu need a contingency of
maybe £7.5 orl0 million every year.”

The Connétable of Grouville:

Can | just finish this one? So really if we getrsthing in the first year of the 3 year,
let us say we had a Haut de la Garenne again wieggre talking figures going up to
£20 million, that would throw your 3 year plan cdetply off kilter, would it not?

Senator P.F.C. Ozouf:
There are issues and ...

The Connétable of Grouville:
| am not saying that is the wrong way of doing i&m just wondering how we will
cope.

Senator P.F.C. Ozouf:

There are issues about the historic child abusestigation costs which | will
comment on at the appropriate time in relationlt@fathat because it is subject to a
number of different processes. We have got Stseisions and all sorts of things.

The Connétable of Grouville:
| am just saying that as a for instance.

Senator P.F.C. Ozouf:

You have got to get a process where accountingesffideliver value for money and
they are responsible and they live within their ngea But you have got to ... my
experience so far and lan has been in the Tredsur¥0 years - and | have been
around for 10 years in the States generally - holothink we have ever seen as many
calls on contingencies this year as we ever hane tefore.

Mr. . Black:

No. Ithink it is a very good point you make abputssures coming through. | think
the answer to that is we are in a culture wheresetebudgets for future years that
everybody knows cannot be achieved because theraoiscontingency there
whatsoever. So you reach a stage where you migghtel come back each time. If
you are realistic and set a proper contingencyyandput these arrangements in place
we talked about, and the States says we are sigméal this envelope and it is made
quite clear to departments that under no circunest®mo you get more, there is a
whole change in the level of discipline there and get a system with a chance of
achieving the outcome so the culture changes: $%a, do not exceed those limits
and you cannot come back for more.” To be horyest.are quite right, it will require
some very difficult decisions at times because whemething comes up at the



moment we hardly ever say: “That is very importaht means something else has
got to go.” We have got contingencies always tiddoon. | think that is what they
do in the U.K. and elsewhere, if something readlgnes up that it is important, it must
mean within this system you set of a very tightedage that if need be something
else has got to give.

The Connétable of Grouville:
The other problem | can see with it is if the congéncy is not used up you are going
to get a lot of requests for using up the contimgenot perhaps as it should be used.

Senator P.F.C. Ozouf:

Yes, that is fair and | think what we have to do.isnoving to a 3 year cash limit that
cuts in a number of different ways. At the mom@apartments are not incentivised
to make savings because they think the Treasutheatnd of the year is going to take
all of the carry forward and going to reallocateibther people or other departments,
partly because | have to respond to that because ishone way | deal with
unexplained or unfunded pressures. We say theranisunder-spend in that
department we will fund it in that. Departmentstla¢ moment have not got an
incentive to make savings and then roll those fodaa So | think the deal with
departments is you set their cash limits, the Sta¢gs them, for a period of 3 years, it
is tough, it is going to be difficult, but they al&know that they have got that money
for 3 years guaranteed. They have got certaiAythe moment we move from year
to year of uncertainty and they cannot plan for enttran 12 months either. They
have got no incentive to make any savings and liagg got no incentive of thinking
longer term.

Deputy T.A. Vallois:
So it is a case of passing the responsibility hadke departments?

Senator P.F.C. Ozouf:

The thing that | keep on saying is, and this is gmeblem | have with some
departments - and lan and | both have this - igyetime there is a problem in a
department that is a pressure, they pick up thexgho either the Treasurer of the
States or the Treasury Minister and say: “It isryptoblem.” It is not, it is our
problem and it is their problem to live within theneans. We are here to deal with
potential emergency ... extraordinary situations, af course, we will respond. If we
had a contingency that we could use to that we avtnok it up and make it very
difficult to access it and we would put scrutinyaargements in, just as we have done
with the fiscal stimulus maybe, but we are therethe extreme situation. At the
moment every problem is the Treasury’s problem #uad is not sustainable in the
longer term. There is one - | will not say wheresi- department that has been on the
phone to us in the last 24 hours saying: “Proble@annot deal with this. Your
problem.” “No, department, it is now our probleinis your problem to deal with
first of all, and why did you not plan for it?”

The Connétable of Grouville:

Can | just bring something in which is completelytsade what we are talking about
but would effect what we are talking about. Pagleations. How can you expect
departments to cut and cut when they are subjetttetalepartment heads being paid
on the basis of what they have under them?



Senator P.F.C. Ozouf:

| think there is a bit of a misnomer in relationtb@at. | do not think that is entirely
fair. What | can say to you is that one of theewess that has to happen, and it is part
of the comprehensive spending review, is the gémevéew of pay and conditions.
We have had a meeting this morning with union regméatives, the Chief Minister
and | and members of S.E.B. (States Employment djohave explained to the
unions and shared with unions exactly what thenfired issues are and what the
challenges are going forward. 1 think that ... @ay of course is one of the ... it is
more than 50 per cent of the whole States bill.

The Connétable of Grouville:
Will you be looking at the defined benefit to pemsschemes as well?

Senator P.F.C. Ozouf:

There is an issue in relation to pensions that mwel@king at and there will be a
debate in relation to Senator Shenton’s propositidrich | have to say | will not be
supporting. But there is generally the review ay pnd conditions which will need to
happen and we commit to doing that over the nexintenths, and of course pensions
are a part of it.

Mr. 1. Black:

We are unpacking here a description of the commste spending review that is
going to take place between now and early next yearder to determine cash limits
for 2011 and 2012. A feature of it will be thaété will be some in-depth reviews of
major areas and those are the 3 major spendingtdepss, so Health, Education and
Social Services, and in addition to that court aade costs and the thing you
mentioned, remuneration, terms and conditions. tl@o answer to that is, yes,
pensions will be looked at in detail as part osthetailed review of remuneration,
terms and conditions.

The Connétable of Grouville:
Okay, and you have no policy going forward on tlyaty are just going to wait and
see what happens?

Senator P.F.C. Ozouf:

It is not wait and see, it is very much going todtehe heart of the comprehensive
spending review and pay and conditions are songptiiat have got to be looked at.
It is 50 per cent of our States expenditure. Bethave to be fair ... | am determined
that we are fair to our public sector workforce, mezd to engage with them, we need
to share with our public sector workforce what tireblems are that the Island is
facing. As politicians we have got to have horgebates among ourselves about
what our political priorities are. There are cergariorities which clearly the Council
of Ministers and, indeed, the States Assemblywhdae is united upon. United upon
delivering a town park. 1 think there is a consenthere. The previous Assembly
was united about dealing with early years' edunati@hose are political priorities.
What we never do is we do not ever ... | think vagehsaid this before, |1 do not think
we have ever cut a service in States of Jersey.

Mr. I. Black:



Not a major one.

Senator P.F.C. Ozouf:

Not a major one. So we have to and that is whitigans, and we as politicians, do
is we identify the areas that we are going to cotraée on, that we are going to
improve, we are going to respond to people’s néetishere has to be some choices
elsewhere. It is not just a one way street. Th€. b seeing that very clearly with
some statements by Darling and Osborne about tled bt@® be honest with the
population. We have not got anything like the sa#lproblems that they have got in
the U.K. and we want to guard against recklessirzd spending and we are far from
having the problems of the U.K. but we do have [@mis. We as politicians have
political priorities which need to decide. Where ae going to direct the taxpayers’
resources? If we are going to improve servicesoime areas there has to be some
give in others.

Senator S.C. Ferguson:

It seems to me that if you are going to want toehdwear cash limits that are kept to
and so on, you will presumably be recommending gbarto the Public Finances
Law?

Senator P.F.C. Ozouf:

| think there has inevitably got to be changeshi RPublic Finances Law. | want to
have as wide as possible engagement with the Goofn®linisters, colleagues, you
as the Scrutiny Panel and Members as a whole togelsa | have no doubt that
changes have got to be made. This is a positivg.thThis is an evolution of the
process that we have been going on through .nehefinance law was brought in in
2005, it is perfectly appropriate that there ig@ew of it to strengthen it and improve
it, to make it more flexible in some areas and tmrgn others, and yes we are going
to have to make some changes.

Mr. 1. Black:

Sorry, to add to that, the law was based on intermal best practice. We copied

huge chunks of it from New Zealand and other plabes are deemed to be best
practice. It is quite right that it needs to bgieaed and updated. One of these
changes will have to be this annually managed edipge and the D.E.L. side. That

would have to be in the law. If we did somethimg3year cash limits, that would

require some changes to the law. So, yes ...

Senator S.C. Ferguson:
Yes, and obviously you will have to review the evand under-spends? The thing
which is sort of regarded by the public as slighhand really, is it not?

Mr. I. Black:

That is not in the law but | have got to say instproposal for a comprehensive
spending review, a quid pro quo is very tough 3 yaggets for departments to keep
to and they allow flexibility in under-spend. Swey would not be allowed to over
spend but they could carry forward under-spends.

Senator P.F.C. Ozouf:
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| think it is far better to be tough over a 2 oyéar period but to give people certainty
that they can have their carry forward. There asdoubt about that. | think the
consensus ... and the Council of Ministers metrmédly on Friday with chief
officers and accounting officers, and the diffictiiing to say is that the experience
from other places indicates that you do need tcc@ie sort of target of an efficiency
saving that is put across the board. The kindfafiency target that is in my mind at
the moment is around about a 2 per cent efficieanyet for 3 years. So that is 2 per
cent cumulative over 3 years for all departmenghat | am going to be doing with
departments over the next few weeks is to discagsthat process could go through.
As you said at the start of your questioning, Gham, the problem that we have is
that we perhaps have not been as challenging tartegnts in terms of the savings
proposals that we made. There has been a lotsofiskion about the pro rata cut.
The pro rata cut has been a response to havingéoup money this year for nurses,
for dealing with children’s services and all theestments that we have made. We
have delivered it by a pro rata cut. | think werddearnt lessons about pro rata cuts
and we need to be more challenging and also mdpéuhéo departments in engaging
with them of how they could ... what have they tjlmuabout making savings or
efficiencies and really this honesty about if tleg to deliver a 2 per cent cut what
are the lowest value services that they are doihglid not what to use the word
“shroud waving” but we clearly do not want to pejpdrtments into a position where
they simply can serve up a series of savings, #neyhe most emotive ones and then
effectively they then get let off the hook becatis®y serve up the emotive one where
the more honest departments or the more onus(?artdegnts really make the
changes that they know are the lowest priorities.

Senator S.C. Ferguson:
But you talk about efficiency targets.

Mr. I. Black:

Sorry, can | just add an element of detail thefiéhe Minister did say 2 per cent
cumulative over 3 years, he meant 2 per cent penrarcumulative over 3 years, so
that is 6 per cent.

Senator S.C. Ferguson:

Yes, but when you talk about efficiency targetskad away in the business plan are
efficiency savings, increases of charges. You kneow are back to where we were
before surely, where efficiency targets turnedtoute exogenous changes, increases
in charges to the public. Are departments gettiog big and should they be
localising more?

Senator P.F.C. Ozouf:

Okay, | think that we do need to dispel the myth| think | need to dispel the myth
that there are ... that the public sector is cotepfleinefficient and not delivering
services for the money that they get. Most offbeple that | see in our workforce
and in departments are doing good productive woik they are providing services
that they are asked to provide. We as politiciaase got to set and have that
discussion about what we want the service levelgeto

Senator S.C. Ferguson:
Yes, but we do we ...

11



Senator P.F.C. Ozouf:
There are no easy solutions here.

Deputy T.A. Vallois:
But should we not have that discussion with thdiputwhat service levels they want?

Senator P.F.C. Ozouf:

Absolutely. Absolutely. That is what is goinglie at the heart of the discussions
about the comprehensive spending review, is thateveeed to engage the public.
But we are elected to do that job on behalf ofghblic and, of course there are some
areas ... we do need to have a proper debate Abalihcare. What is the level of
healthcare that the Island wants, where is it gbinge delivered, how is it going to
be delivered? The 3 big spenders are Health an@IS®ervices, Social Security and
Education. | think | have got to concentrate .have said from the start of the
business plan process that we have got to haveaspeciews ... | do not mean this
with any sense of picking on them, but they do needle challenging reviews of
those 3 departments because they represent, togatheHome Affairs, 80 per cent
of the total government spending.

Senator S.C. Ferguson:

Yes, but getting back to the original aim of thisadission, forecasting of expenditure.
You have got a system in place for actually tyirmgvd what expenditure levels are,
you say you are going to have 3-year fixed casktdinwhat other policies ... you are
talking about amending the Public Finances Law,tvdtlaer policies would you be

putting in place to assist with the forecastingxpenditure?

Senator P.F.C. Ozouf:
| do not quite understand what you mean by foraogistYou mean what we should
be doing in terms of setting expenditure. | thivd can do better in forecasting ...

Senator S.C. Ferguson:

No, looking at saying: “Okay, this is what we am@md) this year” and looking at it.
Are you going to take it as a percentage of G.\(@&¥oss Value Added), you know, it
is the big picture stuff?

Senator P.F.C. Ozouf:

The first thing | would say is that | think we haget to set a cap on spending and got
to say that is the spending envelope availabl¢hi®emext 3 years. Unless you set that
you cannot do a comprehensive spending review.

Deputy T.A. Vallois:
At the moment we do not forecast but we determiperditure?

Senator P.F.C. Ozouf:
Year on year and we do not have reference to aralbeeiling.

Deputy T.A. Vallois:
So what you are trying to do now is forecast exganel by doing these reviews?
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Mr. . Black:
A bit the opposite, is it not? At the moment wiet do is we forecast but we do not
determine.

Deputy T.A. Vallois:
That is not what you said at your last hearing.

Mr. . Black:

We do try and forecast forward but what we do nmtislwe do not fix a level of
spending really so what this does is it says thisp down. That is the experience we
have been told from these experts outside. Iftypuand say what is it you need to
spend it will always be more than you said.

Deputy T.A. Vallois:

Okay, so take, for example, if you have the He&partment or the Education
Department being the big departments and you ganah you say we are going to
work it out from top down, where do you start amavido you do that process?

Mr. . Black:

Well, this process ... we have got the whole teohseference for the spending
review and we will share it with you, we are gotoglo detailed reviews of those big
departments that make up most of States spendvg.will do that and at the same
time we will set an envelope for the total spendir§p we are doing a bit of going
into the department and looking ...

Deputy T.A. Vallois:

But talking about the actual top down, when you goeng in to review it, are you
taking the current money that they are spending, tfoney that you would have
determined for this year and saying: “Right, weg@weng to look at that top down”?

Mr. 1. Black:
| am just trying to understand your question. imkh..

Deputy T.A. Vallois:
You are saying ...

Mr. I. Black:
Start from the very top.

Deputy T.A. Vallois:

... do not go from down upwards. You are starfioegn a blank sheet so you do not
start that way, but now you are saying start froetop down. Exactly where is the
top?

Mr. . Black:

What they do in the U.K. and what we are going ¢ohe@re is we are going to do
analysis on what is an affordable level of pubbkpenditure. That is the ultimate
political decision. That is a balance between saxed spending. We know we are
forecasting a structural deficit currently on ayweaignificant sum, that and other
spending pressures can either be met by increadages or cuts in spending. What
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this process tries to do is bottom out what pdalticyou believe is an affordable level
of spending because the balance will have to beeroadby taxes. So there will be
that debate up front and | do not know whetherag been decided that the States
makes that decision in the end, but certainly tberCil of Ministers will make that
decision. 1 think here it will have to go to ouats because it is the only way it can
work, because it is the ultimate political decismm the balance between taxes and
spending. So the States will decide what theyekieliis an affordable level of
spending and everything will be worked downwardsrfrthat level. So we will do a
review of Health in detail but it will have to beemwithin that total. Does that
answer your question?

Senator S.C. Ferguson:
Not entirely because | think there is a philosophltackground to this, is there not?
You know, how big should government be when youf@recasting expenditure?

Mr. 1. Black:

That is why you are making this big decision ababat we are spending currently,
that is a philosophical debate. If the questiomasv much should you spend on
heath, the answer is you could spend 30 per ceatdeyou could spend 30 per cent
more. The political decision is how much are yalling to spend?

Senator S.C. Ferguson:

Yes, | know in our previous discussions, Ministgy have spoken about increasing
the power of the corporate centre because youhfedtit needed to be. Have you had
any thoughts on or made any moves towards makatgtppen?

Senator P.F.C. Ozouf:

We have had. The question that you asked eabientachallenging Treasury is that
you can only make sensible decisions, and the SStaa only be invited to make
sound decisions in terms of finance with good imfation. The Treasury, it is
documented in Comptroller and Auditor General'sieess, in all of the plans that |
put forward to restructure the Treasury, that tmea$ury itself has got to become
more able to challenge departments and to dealthétltost-cutting issues across the
States of Jersey. So, yes, the business plan ak& some changes in relation to the
Treasury, its staffing and its recruitment and ¢hare discussions going on with the
Chief Minister in relation to the way that the Resmes Department ... where that sits.
It is currently split between the Chief Ministe@epartment and the Treasury and
there are ongoing discussions about where thatRes® Department should sit.

Mr. I. Black:

Of course on top of that the plan we are progresisithere will an integrated finance
function so the finance directors in departmenti ¢ part of this information
gathering process. On top of that we will be dagyout these in-depth reviews of
the big departments. That will require an injectiof resources as a one-off in
addition to what we are doing at the moment.

Senator S.C. Ferguson:
Yes. Now, obviously ...

Senator P.F.C. Ozouf:
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Can | just pick up on one point, Chairman, if | May’ou made a comment about
proposals for charges that have been made by sepaetthent and | just ...

Senator S.C. Ferguson:
| can quote them if you like.

Senator P.F.C. Ozouf:
Absolutely. There are some charges that ... tlaeeeno easy wins in terms of
expenditure and one example ...

Senator S.C. Ferguson:
| am sorry | think you have misunderstood me. Mygtgst was that increases in
charges should not be called efficiency savings.

Senator P.F.C. Ozouf:
That entirely accepted and if we need to improve Way we explain the split
between ...

Senator S.C. Ferguson:
Because the public looks at it and says: “Oh, h&a ha

Senator P.F.C. Ozouf:

We are going to put efficiency targets, we do ekm@dicdepartments to deliver the
services that they do more efficiently on an ongdiasis and the advice that we have
received from government spending reviews in Alisir&orea, the U.S.A. (United
States of America), France, Canada and the |.MhBependent observer of our
deliberations is that of course all departments aameve efficiency savings. You
can do it in your household budget, everybody nesexpected to do it. But there
are areas where, of course, departments shoulchasticonsider cutbacks in services
and potentially where the public is providing seed to areas free of charge that they
should not, they should be recovering the cost. ekample, it has been drawn to my
attention that the gambling regulatory arrangemewithin E.D. (Economic
Development) were not on a full cost recovery basi$ie changes the Economic
Development Minister is doing in terms of gambliegs is now bringing that to full
cost recovery. | think that is a defensible positihat where government is providing
a service or a regulatory oversight, it should éxovering the cost from that business
sector. It is quite wrong that taxpayers are siibisig gambling regulations.

Senator S.C. Ferguson:
Are you going to be looking at areas where goveminm® involved and perhaps
should not be?

Senator P.F.C. Ozouf:

| think that we do need to be ... government is adiusiness but we should be
business like, and one of the discussions that hawing currently with the Health
Minister is how we get departments to be thinkidmpwt how they deliver their
services. At Health the Health Minister and hemiediate team are responsible for
strategy, policy and they are running a hospitehe Housing Minister, he has legal
responsibility for issuing (j) cats, he sets staddan terms of lodging houses and
other accommodation with Health but he is also atiffely a landlord. He is
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conflicted to some analysis. | have not yet stuidiiedetail the Whitehead report but |
imagine the Whitehead report is going to recommeeséparation. Yes, departments
need to think: “How can we best provide the publith this service?” It might be
that the public sector is the right delivery veagicllt might be that the not for profit
sector is the right delivery vehicle. For examgémily nursing and home care. It
might be that the private sector is the right d&iyv | think we have got to have these
debates about what the States should be providgidgmvbat the States should not be
providing. One of the key initiatives within theategic plan is going to be on liquid
waste. Liquid waste is a service provided by theeS of Jersey at the moment. In
most other countries of the world liquid waste isyided by the water authority and
there are synergies between. You do not mix wastier and clean but there are
synergies between them.

Senator S.C. Ferguson:
In other countries the water authority also looksrahe sewers.

Senator P.F.C. Ozouf:

Exactly right. When | say “liquid waste” | meanretBewage network. So where it
can, instead of T.T.S. (Transport and TechnicaviSes) thinking about the fact they
should be operationally running the sewage netwtr&, Chief Officer should be
thinking: “How best can | deliver this service tetpublic?” and he almost should not
be conflicted in running that service and commisisig it. Health is conflicted in
running the hospital and setting governance aradegfy and standards. We are small
and in a small jurisdiction there will be these ftiots but | have got to try and get a
sense among chief officers and the Corporate ManageBoard that they need to be
thinking how best and who best should be providingge services.

Senator S.C. Ferguson:
So every department is going to have to have samte dinancial types to look at
planning and forecasting their expenditure?

Senator P.F.C. Ozouf:
We are going to help them to do that. This ispailft of the ... and we have at the
moment ...

Senator S.C. Ferguson:
But we have not really got that in place at the rantnthough?

Senator P.F.C. Ozouf:

We have not, but that is where the Treasury restrung plan and the bringing
together of the finance function across the Stafe3ersey did not happen. lan is
consulting at the moment with finance departmentswae are going to be ... you can
speak about that yourself, lan.

Mr. . Black:
We committed to produce a final plan within 4 weeks.. by mid October. That is
what we are still heading for.

Senator S.C. Ferguson:
That is for the Treasury?
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Mr. I. Black:
Yes.

Senator S.C. Ferguson:
The plans for all these fiscal strategies and gemnding review, those are going to be
in place in time for the next business plan?

Senator P.F.C. Ozouf:

Right, let me just address this because this isalgguas important as the
comprehensive spending review, and that is that lgaing to be also ... and | have
hinted at this until now but now | am saying dehy what | am going to do and the
work is commencing, we do need to conduct a revoéwhe whole fiscal strategy
review. | have been asked to do this and warned Itlshould do it by the Fiscal
Policy Panel to prepare for a structural defi¢iit does exist. | still cannot inform the
Panel of whether or not it is definitely going te B40 million or £60 million or
whether there is going to be a deficit at all, thatre is the likelihood - not as a result
of States spending but as a result of the econdowmturn - that there is a structural
deficit and | need to respond to that. The stiatptan clearly identifies a number of
the spending challenges that we have been talkhoytathe ageing society; the
problems that we face with the healthcare systelnave mentioned the liquid waste
network which has not got appropriate maintenanoeey in. What | am doing is
over the next 6 months | am going to be doing derevof all of the taxation
arrangements in Jersey in detail, reviewing whatdicein terms of the Zero Ten
arrangements, reviewing the tax systems after timber of years it was agreed in
principle, and preparing for the possibility of tls&ructural deficit and having a
mechanism. | fully intend, by this time next yaét,am sitting here, to be telling you
what action | would propose to take to deal withttktructural deficit as well as
aligning Jersey’s tax system with what are furthew emerging issues in terms of
global taxation.

Deputy T.A. Vallois:
Will that be taken with a long term view or are yiotending on doing one of these
reviews every 5, 10, 20 years?

Senator P.F.C. Ozouf:

| think it is appropriate that you do review of ydiscal strategy and a proper review
of your fiscal strategy every 3-5 years, and celyat has always been envisaged that
we would do a review of the fiscal strategy. |dée do it because of the structural
deficit. 1 need to do it for all sorts of reasdhat are set out in the strategic plan and |
intend to do that between now and October. Sové lgt 2 big reviews. | have got
the spending review, which is going to be a veffedént approach in relation to the
way we have done things in the past, and relookinghe whole fiscal strategy,
looking at the whole levels of raising incomehihk | have sent in your pack a terms
of reference which sets that out in detail. Tlsathie first time | am saying exactly
what that is going to be, who is going to sit oe tMinisterial review. | would
welcome comments from you in relation to the steegroup. | would welcome the
involvement of some non executive members, or oriermn executive members, on
that, partly because you are going to be reviewiagyway.

17



Senator S.C. Ferguson:
| was going to say, we like having you in the hedits Do you think there will be the
political will to determine overall spending? Cayu make it work in Jersey?

Senator P.F.C. Ozouf:

| think we have got to. The reality is that thiuhsl has got to live within its means.
We have been able to respond to the economic domwiy a discretionary fiscal
stimulus package because of prudence in the pést, we can always do better and,
yes, there is efficiency to deliver and, yes, theme things that we could have done
better, there always are. But if we are to keeplskand with the historic matching of
income versus expenditure in the longer term tlaeStneeds to show discipline. |
had some concerns in some of the outcome of thedassplan debate going through
that. | am not sure it has been a very good usmiptime, some of the debates that
we have had. | was heartened by the final debatéhe town park and the clear
message that Members gave me. Of course | wile havrespond in this year’'s
budget to the increase in spending that we arenguitito Health. That will be an
announcement for when | lodge the budget. | coetito believe that if you engage
with people, if you explain what your problems aike,you explain what the
challenges are, people will be reasonable. | are that States Members will be
reasonable but | have got to share with them dral/é¢ got to certainly share with my
Ministerial colleagues what the challenges are.

Deputy T.A. Vallois:

That was partly the problem with the business fian we just had, though. That was
partly the problem, was the fact that other Membeege not provided with exactly

why those Ministers chose those priorities. It wiaser explained to us properly,
even though it was asked.

Senator P.F.C. Ozouf:

| think that is a fair point. There is no doubatlthis business plan has been ... the
setting of expenditure this year has been the aiffgtult it has been in years. Which
may indicate that the departments are ... we hakent millions of pounds out of
different departments’ budgets, there have beeresavings given, there has been a
complete reorganisation of the whole of the pubdictor in the last few years but you
have always got to do more. The battle ... thezeeveome difficult discussions - |
will not say battles - with Ministers, the busingtsn has been very difficult, we have
had to release money in some areas and put ithert | want to have a wider
engagement of Members in terms of this comprehersgpending review. Members,

| think, want to see the Treasury do and be sed tdoing the in-depth reviews and
challenging Health, Education and Social Secudtyd possibly Home Affairs too. |
think we need to be seen to show that we have tiesfenging and the results of any
reports that we do will be widely distributed to ileers and | intend to engage with
them.

Senator S.C. Ferguson:
Thank you very much indeed, Minister.

Senator P.F.C. Ozouf:
Is that all you have got to talk to me about?
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The Connétable of Grouville:
Do not tempt us[Laughter]

Senator P.F.C. Ozouf:
Just to be clear, | have tabled to you in your packl | see no reason why ...
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