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[09:56]

Senator S.C. Ferguson (Chairman):

Good morning, lady and gentlemen, welcome to thispGrate Services Scrutiny
Panel pubic hearing on the Comprehensive Spendawe®R. | wonder if perhaps
you could give your name and position for the berwfthe ladies in New Zealand
who will be doing the transcribing.

The Minister for Treasury and Resources:
Philip Ozouf, Minister for Treasury and Resour@s;ompanied by ...

The Assistant Minister for Treasury and Resources:
Eddie Noel, Assistant Minister for Treasury and &Reses

Interim Treasurer of the States:
Interim Treasurer of the States.

Team Leader, Comprehensive Spending Review:
Team Leader, Comprehensive Spending Review.

Senator S.C. Ferguson:

Super, right, well if we could ... we will have tattle on, | think, in order to get
through all this but did think that we would callcamfort break at 11.00 a.m. and
then that saves everybody scuttling in and out.



The Minister for Treasury and Resources:

We have effectively got until 12.00, 12.30 p.m. avelare going to obviously tackle
the broad issues of the C.S.R. (Comprehensive $mgnReview) and then
particularly be are going to be drilling down ontle Treasury Department issues, S0
do you want to think about a time split between2fie

Senator S.C. Ferguson:
Yes, we think that probably about 5-6 minutes oa lthg questions and probably
about 3-4 on the Treasury questions.

The Minister for Treasury and Resources:
Each question, yes, okay, fine.

Senator S.C. Ferguson:
So we are measuring.

The Minister for Treasury and Resources:
Okay, that is fine.

Senator S.C. Ferguson:
Super, so what sort of society is the Council ohisters aiming to establish, what is
your vision of the Island?

The Minister for Treasury and Resources:

| think the first thing to say on this is that wavie had the debates about the kind of
society and Island that we are creating or we w@put in place within the context of
the strategic plan and business plan. One impoaspect of the strategic plan that
was set out is that the States should be matctsrigagome with its expenditure. We
can only afford to fund services in the future & Wwave a strong economy and | very
strongly believe that the Island’s economic strertas come from a track record of
not incurring debt, of matching income and expamnditover the previous decades.
As difficult as it is for me to say to States Memsyehere is a risk that we depart from
that established principle of year to year matchohgncome and expenditure, and
that is why | think that Comprehensive SpendingiB&wand the ... because of course
it is a twin track process of running a comprehensipending review and a fiscal
strategy review at the same time and is provingeauite difficult for some States
Members and also because they are told certaigghinthe public is finding difficult
to come to terms with some of the issues that vee dmaling with. Our public
financial issues are not the same and should nobbpared in the sense that we are
seeing governments around the world cutting experedi Governments around the
world are needing to sharply reduce government reipgre in order to pay down
debt because their interest costs are rising.

[10:00]

We do not have anything like that and we have gohg public finances. We are,
however, projecting within 2 to 3 years a recurringsmatch of income and
expenditure. Your first question was what sorso€tiety are you trying to create?
Another quite difficult thing that | have got toystb States Members is, is that the



Island does have low taxes and high spend. Ihigdsspend which is on the back of
a very strong economy and very high levels of caaf@otax per person, even after
Zero/Ten, than anywhere else in the world. Scetliethis issue and there is this big
debate about low tax and low spend. Well, we t@ways had low tax. | want us to
continue to have low tax. | want to the income tfo States to continue to be high
levels of income but you need to address your fonesdal economic issues to deal
with it. | think there is a big debate, the Conipesive Spending Review and your
examination is just the start of a long process ighgoing to run for 9 or 10 months.
There is a debate about whether or not governntentl@ ... yes, we should collect
money to pay for services but | think there is bade to be had, and there should be a
lively debate, about whether or not government dbesadditional step and provides
those services too in the sense of physically piingithem. Those are the kind of
tough questions that we need to ask. Constructisstions; not necessarily tough.
These are the questions that we as a States nesdrune once in a generation and
the Comprehensive Spending Review is designed h@wae all that. Sorry, | have
just done a sort of whole download of informationaofairly sort ...

Senator S.C. Ferguson:
So do you feel that government is getting too ldogehe size of Island we are?

The Minister for Treasury and Resources:

In some areas, yes, we have ... but | think theisgg are ... | think it is very difficult
to pronounce in a Caesar-like judgment that we hewdig government or too small
government. We have in some cases fairly lightegoment. We have quite light
spending on areas. Quite a lot of the informatibnyould be quite interesting to
share with the panel, of exactly where public mohay gone in recent years. There
has certainly been a shift in the last decade tfqgumuch more money into income
support and into welfare payments. Very signiftcamounts of money have gone
into creating a better welfare society. While imeosupport is criticised, millions of
pounds are now paid to families with young childrenrecipients who were, it could
be argued - and justifiably so - below what is aceptable standard of living and are
now assisted by government to an extent that igreater than ever we would have
envisaged in Jersey a generation ago. There ane sebates about that, there are
gritty hard facts about the amount of transfer payts we are taking from central
taxation, providing effectively a much more generavelfare society. That is the
kind of ... if you want to have a debate abouthtyh levels of spending then we are
going to have to have debates about that kind ofesg the kind of society that
accepts a significant proportion of people who affely receive benefits as opposed
to being in productive employment. That is alltgurard to say and it is extremely
sensitive but | think it is the kind of things tHave to happen. We also need to be
realistic in that one of the problems that | amkliag with in the overall public
finances of the F.S.R. (Fiscal Strategy Review) @ C.S.R. is the requirement |
think that we are going to have to face in havimgpait more money into some areas
of spend, particularly in health care, and you haetheard me ... | think there is a
guestion later on about whether or not there shbaldny departments that should be
exempt from the Comprehensive Spending Review I0Ocpat. No department
should be exempt but that should not be translkasealso saying that | do not believe
that some new money is going to be required fotiqdarly health care in future.
Health need to deliver what they are currently dofar less, they need to make
efficiencies, they need to reprioritise some of ithay are doing currently in order to



reduce their budget and we need to get them ifitcstate of efficiency and effective
organisation to receive what | think are going &t to be more money in future to
provide the new services that we as a communitgairgg to require, whether that be
more treatments, more medicines, et cetera, agrdift ways of curing people. At the
end of the day we are facing a once in a generatafienge that | am signalling that
there is a structural gap in income to expenditfraround about £80-100 million a
year within 2 or 3 years. That is an honest doaahlof information. We have do not
have an officer budget responsibility with Sir Aldudd but we do have an
independent F.P.P. (Fiscal Policy Panel), we haweieh higher level of transparency
of financial information, we do not put forecaststt are unachievable, we do have
G.A.A.P (Generally Accepted Accounting Principlegcounts, we show all of the
facts in relation to our public spending, we alBowg very opening to our community
what the likely increases in spending that are ggomnbe required. That is what we
are having a debate about. We are having a debatg good household keeping for
Jersey for the next 5 or 6 years. We are notdnsds situation that we are having to
slash spending because we are dealing with a ygwmihlic deficit and paying down
debt. We are in a virtuous position and | wankeep us that way but | also want us
to be realistic about some areas of inefficiencyhi@ public sector and be realistic
about some of the areas whereby we do need to gu& money in.

Senator S.C. Ferguson:

But there are areas where government should notvodved. As part of this C.S.R.
have you taken an overview of government and s&dvernment should not be
involved in these areas™?

The Minister for Treasury and Resources:

The C.S.R. is designed to do exactly that andithaxactly the debates that we need
to have in the context of the 3 and 5 per cent.e Zhper cent should be ... and
anybody arriving in Jersey with experience of thil sector anywhere else in the
world, or the charity sector or the commercial secivould say a 2 per cent cut is a
standard efficiency that you should be deliverintheut really much debate at all. It
should be done. There is lots of newsprint beirgtgd and there is lots of airwaves
being filled by people wanting to stop the Comprediee Spending Review in its first
stage. The 2 per cent is something that should jasdelivered with almost no
debate, frankly. Ministers should be telling thelief officers to say in 2011 there
will be a 2 per cent efficiency cut, of which som# require cuts in services. They
cannot all be delivered necessarily by just shrigkihe myth of the civil servants
relaxing behind their desks with their large exgeaiowance. All that does not
really exist, there is a myth that there is efincig. But the 2 per cent should be
delivered and our real debate in Jersey and inStiages, in Scrutiny and in the
Executive should be about how we deliver the 3thied5 per cent. The 3 and the 5
per cent will not be delivered by efficiency sawsnglone, it will be cuts and that
should be, as you quite rightly say, after an imfed, intelligent debate about where
the States should not be providing some thingse $tates provide some services
which are less important and less valued by taxggayan others. Our job is to make
sure that we are taking taxpayers’ money and divgdt towards the services and the
activities that the public really want.

Senator S.C. Ferguson:



Yes, in actual fact if you reckon that each taxpagecontributing nearly £2,000
towards income support and benefits how you aragyto tell the man who pays
£1,500 a year in tax that he is transferring £50@her down the ladder? It is
effectively being redistributed. Or the person wh@aying £2,000 in tax and all of
that is going into income support, how are you gdmconvince them?

The Minister for Treasury and Resources:

Taxpayers first of all need to know that the sergithat they receive generally are
heavily subsidised in Jersey compared to most qtleres by corporate tax. We
collect a significant ... even after Zero/Ten wdlezt a significant amount more per
capita, per resident in Jersey from corporate ltax tGuernsey, the Isle of Man, the
U.K. (United Kingdom) than virtually everywhere els My job, and | was at the
hustings meeting last night at St. Helier whereuastjoner asked: “Zero/Ten is all
bad, we should be taxing all financial servicestiestat 10 per cent.” There does not
seem to be an understanding among some peoplesdhahow there is a whole
amount of free money that can continue to flow il¢osey and to pay for everything
so that we do not have to pay anything ourselv&®& do need to take, as a society
and as a community, responsibility for the thingattwe want. We did have a
charmed existence for the period until Zero/Teneam We had an even greater
amount of corporate tax in Jersey, just like tHe &f Man had free V.A.T. (Value
Added Tax) that they had, our corporate tax wag ¥eA.T. and it paid for our
services. We as a community have had to makeattjastment in Zero/Ten but we
have had a strong economy on the back of it anave got a vast amount of people
who are in well paid productive jobs, both in fic&l services and all of the ancillary
activities that flow from it. My job is to ensutieat there is economic landscape, that
there is the tax landscape, architecture, whichtimoes to have that high level of
corporate activity in Jersey that pays for the isesthat we all enjoy.

Senator S.C. Ferguson:
Yes, well now what would be the cost to the Islafdailure to achieve your 10 per
cent savings?

The Minister for Treasury and Resources:

As | said a moment ago the fact that if we lookvard 2 or 3 years, if we look to the
expected recurring deficit that has arisen as @tre§ the economic downturn having
checked our income and public spending having risater than, in hindsight, it
ought to have done, there is a recurring structdedicit of £50 million of income
versus expenditure. That is the first issue. Jdmwond issue is that there are a number
of expenses which | am arguing need to be propaciyounted for and properly
budgeted for in the future, putting in place propentingencies, properly accounting
for court in case costs, and there is going todmeesgrowth required in areas such as
health care. So the £100 million is almost my wade, slightly pessimistic scenario
that | have got to raise within £2-3 million. Swetefore there is £50 million worth of
savings and there is a proposal which will be mftorm of the fiscal strategy review
paper published next Monday, there is going to besaltation on tax rises of
between £50-60 million. Now, if | fail to delivéine £50 million cuts then invariably
the tax rises that are going to be necessary willigher.

Senator S.C. Ferguson:



Given that the experience of other economies istlleabalance between cuts and tax
rises should be 80/20 not 50/50, how are you gtrsgjuare that circle?

The Minister for Treasury and Resources:

You are not comparing, if | may say, apples andesppecause in the U.K. the public
is already taxed to a much higher extent than @reyhere, with V.A.T. probably
rising to 20 per cent, maybe the bands of V.A.Tinpdooked at, national insurance
twice and a bit more what it is in Jersey, a higtagée of tax of 50 per cent, a higher
basic rate of tax, much higher duties. There nsitéd scope, it is going to be
necessary but there is more limited scope for isesrin the United Kingdom than
there would be here on an economic comparisono thisre has been almost largesse
imprudence in terms of public spending in the Urkthe last 10-15 years.

[10:15]

We have seen increases in public spending but we iat been as profligate as some
other countries. So the extent to which our pnoisle.. we are not comparing like
with like. So it would be unwise to compare then@dian experience with their big
deficit that they saw when they required to dortliscal consolidation or the U.K.
experience or anything like the sort of Greecemis ...

Senator S.C. Ferguson:
The Australian one was quite interesting though.

The Minister for Treasury and Resources:

| do not recall exactly what that is but Austradiso has ... it is a more highly taxed
society than we are. There is a debate to be hawt ghe split, and you can look at it
in a number of different ways. | think that £50lmn is going to be about as much
as we are going to achieve in terms of savingsedinclencies. Maybe this will be a
longer term desire of the States consulted uporthiypublic. We have got an
election next year; maybe the community is goingdg: “Look, we want you to go
further than that. That is the line in the sand, ave prepared to take the kind of
society that does not have a strong welfare systamndoes mean that we are having
to pay more for our health services, that we aiaegyto accept a lower standard of
living in terms of the services that we receivé.think that £50 million over 3 years
is manageable, | think it is deliverable, | thirtkis about as ... in our system of
politics, which you do not have strong governmeith\& Treasury Minister that has
collective responsibility within a Council of Mirtexs that can put forward a proposal
and guarantee to get it through the States, weaarealition of independents in a
minority, that is going to be extremely difficultt is not me that has agreed, or my
predecessors that have agreed, spending incretgeshe States who on numerous
have overridden the recommendations of the Treaddinister and spent more
money and deprived the Treasury of income thatshed to save. | do not want to
rub salt in any wounds but | asked the States teeaduty increases last year because
| was worried about the deficit. The deficit i®thigh this year, we are expecting a
deficit, no surprises, no news, but | would remB8tdtes Members that the deficit this
year is going to run in the region of £92 millioryear. That is too high, and it is too
high because spending was too high and becausédwmtiget the income. Now, |
am prepared to accept one year of deficit at #nallbut | am not prepared to accept
a second one.



Senator S.C. Ferguson:
Yes, we could have an interesting talk on the l&wiminishing returns but we will
not.

Connétable D.J. Murphy of Grouville:
Chairman, can | just ask a question. How do yaueto £92 million, we have been
working on a forecast deficit of about £50 million?

The Minister for Treasury and Resources:

Can | just be assisted with the numbers here? i$hatthe forecast deficit for 2010,
none of this is new. | think the difference is,M@étable, the stabilisation fund
allocation. We agreed an allocation from the $igdiion fund of £58 million in 2010

and we have pencilled in obviously about anothé@ f@8lion for 2011. So some of it
... there is a structural deficit element of £5@ion in there and there is a £50 million
because of the sharp decrease in revenue on tHe diathe low interest rate

environment.

The Connétable of Grouville:
So if we did not have the stabilisation fund thasicit would be £92 million?

The Minister for Treasury and Resources:

It quacks and it waddles and it is a duck, it i2 £8illion. We are funding half of it
from the stabilisation fund. We are funding thkesthalf of it from the consolidated
fund. That is clearly laid out that that includés, the avoidance of any doubt, £10
million additional money for the town park, £4.5lllon lost revenue from gin and
tonic and ... cheaper gin and tonics or at leastgin bit of it, and other spending
increases that the States have put through. Natighoo high. | have made it very
clear it is too high and | am not happy about it ibis manageable for one year, it is
not going to happen for a second year.

The Connétable of Grouville:

Do you not think you ought to really make that adime figure the £92 million
rather than the £50 million, the perspective owdigere is that £50 million is our
deficit figure?

The Minister for Treasury and Resources:

No, let us be clear, | would not want any headliteebe written on the basis of just a
few exchanges of words. Let us be clear, we hasteuatural expected deficit of £50
million recurring in 2012 and beyond, that is besmincome was checked because of
the downturn and spending went up. So forecastetieea £50 million recurring
deficit. That is different from the deficit from020. All governments around the
world are seeing deficits in their public finaneges2009, 2010 and 2011. These are
large numbers for us but they are manageable andate funded by cash. | would
remind you that we have just published a £72 mmibarplus in 2009. So we need to
be very careful, these are not new numbers, theyalmeady set out very clearly. |
have warned that those are the numbers that wgaang to be incurring but | am
determined that we check them, and | am determioguit forward a business plan
which reduces that deficit down next year. | dowant to see a deficit greater than
£50 million next year.



The Connétable of Grouville:

| think we would all agree with that one but | tkiit is a bit misleading to say that
you are drawing £50 million out of the stabilisatimind in order to keep the deficit at
£50 million, which is what you are saying.

The Minister for Treasury and Resources:
No, | have never said that. | have never saidd fuading it ...

The Connétable of Grouville:
Sorry, it is a perception.

The Minister for Treasury and Resources:
Yes, these are clearly numbers. Caroline, do Haeublished business plan?

Team Leader, Comprehensive Spending Review:

Yes, | was just looking at the business plan aray thre exactly the numbers that
were in the business plan it as always ... theofiske stabilisation fund was exactly
for that, to counter for the economic downturn.

The Connétable of Grouville:
Okay, but the fact is we are spending £92 millioorenthan we are getting in in our
income. That is the end of the day, is it not?

The Minister for Treasury and Resources:

That figure there, that is a well used chart soeth®e ... and that figure there was
decreased because of the town park, decreased lag@anise of the duty increases
and decreased again because of the numbers.cldady set out in the schedule of
the income there which set out exactly what we vaieg. 50 of it is due to the
exceptional write-downs that commercial entities Ita 2009 because of the savage
cut in interest rates which killed their incomehat is going to return so that is not a
problem. You would not make a knee jerk Treaswggigion on the back of a one
year figure because of the worst financial crisesivave seen since the Second World
War.

Senator S.C. Ferguson:

Right, now pensions and terms of reference forecuror future employees are an
area for long term savings. What changes can wexpecting there? What would
happen if wages were pulled back to 2005 rates?

The Minister for Treasury and Resources:

Okay, first of all there are 4 major reviews to ldedth the detail of the
Comprehensive Spending Review and one of the mygsbritant reviews is the terms
and conditions review which is going to look at ey and rations of every single
public sector group from the top to the bottom. &e going to be looking at grading
structures, pay, the way that jobs are evaluategkrtime allowances, pay
supplements, standby allowances, all allowanceg, gy, the whole lot is going to
be looked at in addition to the ...

Senator S.C. Ferguson:



Restrictive purchases?

The Minister for Treasury and Resources:

This is the remuneration so it is going to incltodé¢he extent that restrictive practices
are there, but it is going to effectively look awvhthe public sector in Jersey are paid
and what the competitive comparison benchmarkiraf that. With an organisation
that is employing so many people and such a venjfstant amount of our money is
spent on wages and salaries, this obviously isggtinbe something that is being
looked at and has to form a very large part ofGeenprehensive Spending Review
and the target to reduce £50 million. There walldnanges on manpower levels and |
await the outcome of the review on terms and cartwhich should inform what
our policies for pay should be in the longer terinknow that this is a subject of
public concern and the Chief Minister and | puldidHast week high level salaries
and that is a good thing. That is something wamda to do, it was not on the back
of the U.K. announcing it the week before, we hagrbplanning on doing it for
months. The Treasury Minister had signed thandhths ago. | can say in relation
to what we would do if we pulled back wages to 20@tes, | have got a very
interesting table here, wages and salary costs inaveased by 10.6 per cent in 2005,
in other words if we reduced the pay awards bac0@b that would be effectively a
10 per cent pay cut for public sector workershimk that for the avoidance of doubt,
you have asked me the question, that would be tatdepn terms of a policy that we
could put in place or should put in place at thégye. | want to be informed about the
pay and rations review that is going to be carpatlin order to help us put public
sector pay on a sustainable basis. | have tolsdydoking at the comparison of pay
against earnings and inflation, the real very gea®mpay settlements for some pay
groups were not in recent years, they are notenybar 2000s, they go back to the
1990s.

Senator S.C. Ferguson:
Yes, why have you been so late in getting thisewvin process, because if was in the
business plan for 20097

The Minister for Treasury and Resources:

| am not going to defend that, it is simply a factoat we have paced ourselves in
relation to running ... Treasury is a very smadinte this is also a small team really in
the Chief Minister's Department, we have spent nodsiast year dealing with the
consequences of the economic downturn and we tumed attention to the
Comprehensive Spending Review towards the endsbfylsar. The team has been
put in place. We have found it quite difficult deal with the 2 per cent. | think we
have spent too long on dealing with the 2 per eextwe still have not heard the end
of the 2 per cent yet. We are now turning ourraitbe to the delivery of the 3 and 5
per cent of which this is ... it is on track, weveanow the independent spending
commissioners who | wanted to bring in. If feelbitilike Mr. Osborne and Mr.
Alexander have been copying some of what we haee pianning because we have
got concepts of bringing in independents, we haenlearning from the experience
of Canada, you will recall the I.M.F. (Internatibn®onetary Fund) Deloittes
presentation that we did back in October where @teaslot of the planning for the
Comprehensive Spending Review, and really we atdaing through the process
now. So it is not really late, it is on track amdwvill be delivered in time for the
important decisions later on this year.



Senator S.C. Ferguson:

Some of the submissions we have had from membeifteegbublic have suggested a
15 per cent cut in salaries of the top few per .ceitas that come into your
calculations?

The Minister for Treasury and Resources:

Chairman, it would be wrong for me to conclude oy views of public sector pay
before the review has been done. That would erezast. What | will say is that |
am acutely aware of the need for public sectorrgayraint at all levels and there are
issues at pay levels which are of concern to meaabus different levels of which
some are at the high level too.

Senator S.C. Ferguson:
Fair enough.

The Minister for Treasury and Resources:

What | would want to do is that | want ... | do ribink that ... | am not against high
salaries for performance. What the public do nke lis high salaries for poor

performance and high wage settlements for somegpayps when there is services
that the public receive which are less that whay tivould expect them for the price
that they are paying. So | have always been of ieev that a public sector

settlement, a good one that delivers high levelgrofluctivity is a good deal for the
employer and the public. So | am not wedded taash issue about pay, | want to
see value for money and productivity.

Senator S.C. Ferguson:
Yes. What appetite is there for the abolition wodividual programs rather than
attempts to slim from the top across the boardthdee a will to act structurally?

The Minister for Treasury and Resources:

There has got to be and we have obviously beerdspgea lot of time in the last few

days and weeks on how we can persuade, encourpgetrdents, Ministers, States
Members into getting on board with the ComprehenSpending Review. | think the
Comprehensive Spending Review is an opportunityyba do not do every year. It
is not an opportunity that you can look at spendikg in this level of detail every

year; you only do this once every 10 years andethsdrould be some healthy
constructive discussions within departments fongiag the way that they do things.

[10.30]

| do not know whether you have any particular pangmes in mind but we want to
empower to allow individual departments to thinkadif sorts of ways that they are
going to reduce their budget. My objective, | dat mwant to be as brutal as the
Canadian Treasury Minister that basically just wardund banking every single
contribution to his 10 per cent cut in a brutal wathink that we have got time and
we have got a way of doing things in Jersey whielches, hopefully, some
consensus. But | have to be serious to peoples thkea carrot and a stick approach to
this and departments have got to deliver ways tivatetheir services for less and

10



they have got to deliver their 10 per cent. If senehow say that there is a no go
area we are not going to deliver.

Senator S.C. Ferguson:
If one department is dragging its feet then thé aes going to drag theirs too, surely?
What appetite is there for ...

The Minister for Treasury and Resources:

What is quite clear is that all Ministers want ® tbeated equally and certainly | can
say - | am not going to reveal the individual dssions and name names within the
Council of Ministers - what | have been quite skrugth is that most Ministers want
to deliver the 10 per cent but they want all Mierstto be treated fairly. What they
do not want is they do not want some departmei¢stefely to be let off, not having
to deliver or try to deliver their 10 per cent. e all in this together, we all think
that it has got to be done. You have got to $tam those ... the Canadian experience
meant that the Treasury set out and got acceptahe® overall budget spending
envelope which you have then got to stick to. 8e way or the other if you do not
deliver the 10 per cent in one area or they haeeiditt forward proposals that are
unacceptable, they have either got to go back tihelm again or you have got to find
somebody that is going to deliver them.

The Connétable of Grouville:
Please contribute in if you ... you are smilingsisgant Minister for Health.

Mr. M. Oliver (Economic Adviser):

Minister, the other issue of course is that 2 pmrtcfrom an economic perspective,
across the board might make sense but 10 per cesgsathe board might not make
sense therefore some departments might have 2@eoey Health for example or
Education, whereas other departments, T.T.S. (paabhsand Technical Services),
might only have 3 per cent for the bigger cuts. vBat, from an economic basis,
made you think 10 per cent across the board fodegplartments rather than higher
cuts in some and not in others?

The Minister for Treasury and Resources:
You use the word “economic”, from an economic padfitview | am not sure |
understood the use of the word “economic” but maybe

Mr. M. Oliver:
With politics you mentioned earlier in terms ofrfess.

The Minister for Treasury and Resources:

Right, okay. The starting point has to be what Mgwu do, department, honestly as
your 10 per cent proposal? | suppose the diffycidtthat 10 per cent equals £50
million or thereabouts, we are targeting £50 mlliworth of savings and we are
asking departments to come forward with proposaidélivering their £50 million.
Unless you know what they would do how do you kribat you do not want to do it?
The second phase is, if we have for example, l¢akes the mythical Department for
Administrative Affairs which does not exist but lIljust name it Department X that
is coming forward with proposals, they have got Ehfillion budget, for their £10
million worth of cuts and 6 are not deliverable,nidiers are not prepared to take
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them, what you have to do with that departmeno iirst of all have a discussion to
say ultimately if you are not going to deliver th&twhat 6 are you going to be
delivering? If you carry on down that road thatyast simply cannot find 6 then
you have got to go back to the Council of Ministiisle and say: “You are going to
have to take another 6.” That is going to be thmtive process. | do accept that at
the end of the day it might not be 10 per cent scrall departments in the final
decision but that is going to be a decision ofSketes Assembly, that is going to be a
decision of the Council of Ministers to proposetiie States Assembly and | cannot
prejudge the outcomes of the reviews. | thinkeéhete some departments that could
take bigger than 10 per cent but until we have dbeevork | cannot do that. We are
now on that work and that is going to be the detagxamination together with the
independent reviewers, together benefiting from dhbstantially reviews that are
going to be carried out on these departments. hheg never seen anything like this
and it is not done just by then, it is going todmne with external central scrutiny,
with some help from some brought in expertise kmaw how these things are done
in other places. Once we know that then there mgllan intensive amount of work,
which will be effectively the September and Octobere. The other thing that we
are going to do, which we have had some very heatlliscussions within the
Treasury and C.S.R. team, is how do we engageubkcgn a constructive debate?
We are going to try and publish some sort of oatlohea of how we would deliver 10
per cent in terms of some big ticket items. | dbwant death by 1,000 cuts, | do not
want just sort of a bit here and a bit there, egdip with the kind of ... | think we did
make some cuts in the spending rounds in 2005 whkéhave lived to regret, if | am
honest. | was not part of that as the Treasuryid#én and | am not criticising
anybody but with the benefit of hindsight you miglot have done some of the things
that you would have done. We want to avoid effetyi taking out resources that end
up costing more problems than they solved. Hughyal want to say anything. We
have spoken at long length about some of thesesssu

Interim Treasurer of the States:

| think the way we are recommending departmentsd& at this is ... most of them
have found efficiencies savings around 2 per cer2(11, not in all cases. It is a
good discipline to continue to look for efficiensgivings so we are encouraging them
to look for further 2 per cent in 2012 and 2013 ehhiif it is achieved, would give us
6 per cent and that leaves 4 per cent to find frieenstrategic initiatives. | think the
view generally among those involved in this processgou cannot expect every
department to contribute equally because some syeiding very high priority
services, some perhaps less so. So the other 4epeéris likely to be weighted
towards certain services, certain departmentsdiatmake the savings more readily
than others.

Senator S.C. Ferguson:

Yes, because what we have noticed on the 2 pericéhat some departments have
just said: “Yes, it is part of normal business” auine appear to be taking the easy
route and cutting in the front line. This doesnsde be a problem that you are going

to have to deal with and then further on to th& tow far ... you talk about engaging

the public but what about engaging the workforcthatfront line, have you managed

to do that?

The Minister for Treasury and Resources:
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The Treasury is not sort of command and contr@wefry department. Managers are
appointed and each department has an accountif@erpf finance director, some
with very large managements. Because Eddie isstssgiMinister for Health as well,

| have been very impressed to walk around whervé Wasited people in the hospital
in recent weeks to see every staff notice boartlithave seen with: “Bring forward
your ideas for the Comprehensive Spending Revie®ur number one priority is
clinical - | cannot remember exactly what the woads.

The Assistant Minister for Treasury and Resources:
Yes, there is 2 things we are asking staff, offerisdeas to make the hospital a safer
place and the second one is can we do what weehkpeh?

The Minister for Treasury and Resources:

A real engagement, a really impressive engagemghntstaff and workers across the
board. Having spoken to some nurses, having sptk&ome porters, | went to a
modern manager presentation where the brightesgghin the States of Jersey are
trained for the future manager programme, saw spragentations for some health
managers coming forward with some proposals. Yeéayel was in the H.R. (Human
Resources) Department talking to one of the outsedple that comes and judges the
modern manager programme. She told me of a gyl@agcal - not that | know much
about these things - lady who works as a nursegeeé level lady who works in the
gynaecological section coming forward with an iggachanging the way that the
booking process for the way that you come and padteires of babies when they are
in their ... forgive me.

Senator S.C. Ferguson:
Ultrasound.

The Minister for Treasury and Resources:

Ultrasound, yes. She had come up with a proposabinpletely reorganise the way
that that was done. | did not ask to se her, | juaspopping up to go and see the
head of H.R. and suddenly | had 5 minutes of wihat Isad seen today and how
impressed she was. So clearly that is some impeeeagagement within the Health
Department where staff are going around caring tabmuney and thinking about how
they can deliver their services more efficientlyddretter. That is exactly what we
want to see. Having known T.T.S. for a long timkenbw that there is some very
good work going on in T.T.S., some engagement aaime managers there as they
move to their new facilities in the energy from teaplant, there is some really good
ideas coming from the engineering level upwardserms of engagement. That is
really encouraging. | have also sat with somehaf hon executive departments
concerned with the court service. Law officerd, adl them, are coming up with
constructive ideas about how to deliver their smwifor less.

Senator S.C. Ferguson:
What sort of percentage of the ideas are you geftom the front line people then?

The Minister for Treasury and Resources:
Well, it is impossible to say, you would really dete ask the individual ...

Team Leader, Comprehensive Spending Review:
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| agree, it is very difficult to say. We are talgiwith all of the departments and the
management teams are compiling their responsestmttof comes all the way up. |
would hope maybe not so much on the 2 per cenhadawvould again stress that the
3 and the 5 are the biggest ones but ...

The Minister for Treasury and Resources:

But that is what they are talking about at the motnes it not? They are planning.
Departments have to now ... they are working oir gwdmissions of how they are to
deliver 3 and 5 per cent. You can sense the depatt that are taking this really
seriously. Some departments are taking this agportunity to say: “Look, we have
got this opportunity to change the way we deal whihgs, we have been frustrated in
not being able to make change in the past.” | wstgck that people are also
understanding that to change the way we do thiagming to require some upfront
restructuring investment and we for the first tisead we are going to make that
investment possible if you can save £3 million iyears’ time and you require an
investment of £1 million next year to do it, we Miklp you do it. We will put strict
rules around it, there will be tough oversight godernance and all the rest of it but
we will help you do it. That is the kind of unlanl of the potential.

Senator S.C. Ferguson:
Are you getting support, for instance, in fieldkeliprocurement? Is there a real
incentive for that?

The Minister for Treasury and Resources:

Procurement is a very good example whereby thaitien the Treasury home patch
because procurement is now ... we are creatingrulude Richardson the new Proper
Resources Department which consists of H.R., LB8iformation Systems)
procurement, property. There is a lot to do irséhareas. In procurement we spend,
we think - well we do not think, we know because lweee excellent accounts - we
spend just over £100 million a year on non staftgonot including capital. We think
there are big savings that can be delivered iiogldo the way the States buys things
and uses the buying power of the States of Jerseymore effectively. That is why

| am asking the States to put in now ... | waslsarcthat this is a part of the C.S.R.
that is going to be delivered, the 3 and the 5ceet: “I do not want you waiting until
2011 and 2012 to do that, if you think you can bmarter and buy better and we can
put in place better professional buying, let ustaddraight away.”

Senator S.C. Ferguson:
But there has been a reluctance to buy into thsich@oposal, has there not? The
600 purchasing cards they have in Health.

Interim Treasurer of the States:

| think there is as number of issues really. Uyl offer those doing the procuring
an alternative and better way they are going toycan doing it the way they have
always done it. You have to resource a centramnteéa establish things like

framework agreements with better prices, bettelsd@dich they can then use. | am
afraid it is a case of spending money to save mamal/ is basically what is now
being proposed and a proposal is being put foryeedisely to do that. To create a
larger central team that can then starting buildimgprocess that will save money.
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[10:45]

Purchase cards in themselves are not necessamibtem as long as they are used to
buy things from the right sources rather than theng sources. It would be better to
have purchase orders and all these things and lsett&ols but you can achieve a lot
just by making people buy from the better valuerses. That is what we really need
to achieve initially.

Team Leader, Comprehensive Spending Review:

On top of the money that is being requested inlttiethere is a scheme in Health in
the savings within an invest to save and a savirgpay back of £750,000 in procure
to pay. That is one of the pilot projects thatqum@ment are launching and going
ahead with so there are 2 phases there.

The Assistant Minister for Treasury and Resources:

The idea if you can get it to work in H.S.S. (Headnd Social Services) you can roll
it out elsewhere. Because it is the most compkpadment. You cannot do it the
other way around, you cannot make it work in a kimdepartment and translate that
to Health and Social Services, if you can makedtknn Health and Social Services
you can transfer it to other departments.

Senator S.C. Ferguson:
Yes, although there are 2 sorts of purchasindnaeetnot, in Health? There is the bog
standard stuff and the specialised stuff.

The Assistant Minister for Treasury and Resources:
Yes.

Senator S.C. Ferguson:
So it is almost a 2-tier system.

The Minister for Treasury and Resources:

There is significant opportunities to piggybackrefation to N.H.S. (National Health
Service) and contract. N.H.S. has become a mugie efticient organisation in the
last 10 years. It has had a lot more money spent but in terms of having better
buying and better procurement we can learn a lot.

Deputy N.J. Noel:
At H.S.S. we had the N.H.S. over last week as @fatthat process and it is ongoing,
SO we can tap into their buying power.

Senator S.C. Ferguson:

Right. The C.S.R. has been a very important ppéegork but it is also very complex
to achieve, do you feel that your timescales apa@piate? For the 2 per cent, itis a
bit of a push and then the overall 10 per cent.

The Minister for Treasury and Resources:

| think it is tough but it has got to be delivered.ou asked me earlier about the
consequences of failure. | am not prepared - ard happy to go on record - to put a
business plan to the States with a deficit which aareater deficit than £50 million
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for 2011. | am not prepared to do it and | will eéeerything | can in order to close
that gap. | am confident about Jersey’s fututhink there is a lot of work to be done
in relation to our business tax, which we are glsimg to be publishing on Monday, |
am confident that we are going to find a way thiotige challenges that we face but
we have to live within our means and drawing dowsrerthan £50 million from the
consolidated fund or the stabilisation fund, it sle®t matter which fund we take it
from, | am not prepared to see a deficit greaten #50 million next year and | want a
plan to eliminate it within 3 years because thahes prudent approach that we have
done in the past. If | am to do that then the 2gamt has to be delivered next year
and | will be looking for some more in terms of @atially some user pays charges,
where there are services which are not justifiedeims of being funded by the
taxpayers and | will be looking at some tax risesrder to deal with bringing down
the deficit to £50 million next year. So we hawd tp deliver and 2 per cent should
be ... | will repeat again, a 2 per cent efficiersgving for one year should be
something that there really is not that much delztaind. This is about good
managers running their organisations properly.l & not accept the shroud waving
accusations that have been put forward that 2 eet is the end of the world and
axing frontline services. Run badly by departmantwill result in that, but run
properly it would not. The 3 and the 5 have gabeadelivered over the 3 year period
in order to eliminate that deficit. The alternatig to start drawing down on our non-
stabilisation fund and non-current account savarg$ | am not prepared to do that.

Mr. M. Oliver:
There is another alternative, of course, whicloibdrrow. Intellectually what is your
problem with borrowing over the economic cycle?

The Minister for Treasury and Resources:

We are a small place and small places that hawegéedocus of their economy are
more vulnerable in the event that that economiwigtalls into difficulty. We will
have drawn down, over this period of economic ulately, probably in the order of
£150 million from our reserves once the crisisvwgro That is borrowing from our
savings. | want to see those borrowings repaiguimstabilisation fund and a plan to
put money back into the stabilisation fund. | dothiat the crisis that we have seen in
the last few years is the last financial crisiswit see. It will be different the next
time but as certainly as night follows day therdl We contraction in the global
economy in the next few years and we need to peepanselves for it. What we can
do is we will end the economic downturn with no deWhat would be the position if

| would be sitting before you today dealing wittsituation of needing to fund £2
million worth of debt? That is not a situation ttHathink our community would
accept. We have never done it in the past andrnaddelieve that we should start
doing it now. What | am not against is | am notiagt States borrowing for
investment which provides a return. That has aén@en my position. If the energy
from waste plant would have been an income gemgratsset | would have had no
difficulty in borrowing, but it is not. It was aesessary spend of which there is
history attempting to be rewritten about the vdtuemoney for it and all the rest of it,
it still was required in my view and is requiredas meaning that as of the start of
the energy from waste plant the capital has bed&tewrnoff and been paid in one year.
Taxpayers in Jersey get no bin tax, the Conseesthave just abolished that one in
the U.K., they get their disposal for free.
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Mr. M. Oliver:
So if you do not make the 10 per cent of cuts ...

The Minister for Treasury and Resources:
Apart from collection ... | did not say collectibsaid disposal.

Mr. M. Oliver:

Can | just probe a little bit more? If you do moéke the 10 per cent of cuts, you do
not want to borrow any more from the strategic meseyou do not go to the money
markets, the only other alternative is to put wesafurther if you cannot reduce ...

The Minister for Treasury and Resources:

That is clear. So if I am not successful, whicthihk we should be successful, in
delivering the £50 million then tax rises will bégher than otherwise they would
already be.

Mr. M. Oliver:
The implications of that?

The Minister for Treasury and Resources:

| do not think that is sensible economically. ihththat we are going to be asking for
potentially £40-60 million worth of taxes. | do thknow the full extent of the
outcome of the business tax review. For the avmedaf any doubt, if we can find a
way of getting more corporate tax back, if we camdfa way of taxing foreign
corporations here, not dealing with the issue @& timderlying financial services
activity which we offer tax neutrality, then taxesll go up, it is as simple as that.
States Members should not be surprised by thaey Tlave elected me to do the job
of the Treasury Minister, | set out what my storasvand that is my store. That is
what | think the public would want us to do. Irtkithe public do not want to pay
more taxes because the States cannot find £5@myllorth of savings.

The Connétable of Grouville:

You made a big play about not borrowing, and | ejuagree with you on that,

however there are anomalies cropping which we Ipéskeed up during our course of
interviewing various people. For instance, in 8ozial Security Department there is
a £1.4 million saving which the description of iméling of the invalid care allowance
benefit to be transferred to the Social Securitydiu Okay, fine. The impact is the
Social Security fund will eventually require anli@ase of contributions to fund the
increased expenditure of the fund arising. Thatisether you like it or not, a form

of saying: “Right, put it off and we will deferand pay for it tomorrow.”

The Minister for Treasury and Resources:

It is a good question. | would first of all like say that would be a contribution at the
margin, it is insignificant. What there is - arfustis quite a proper approach in
relation to Social Security and central taxatioswe are looking at ... Social Security
is effectively part of government. We keep it aseparate fund and we have kept the
sanctity of the separate fund unlike other plates$ have effectively merged Social
Security into central spending. When you lookanse of the benefits that are paid,
as contributory benefits versus non-contributorpdsts, there are some which you
can rightly say should be charged to all of theaa®ecurity contributions which we
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pay. That is an example. It is an anomaly thawvas not funded from Social
Security. But there is no hiding it; it is a behé#fat is a perfectly appropriate benefit.
It is a benefit that helps people with invalid ceagues and that should be paid for and
funded by Social Security.

The Connétable of Grouville:

Yes, | am not talking about the justification farwhat | am saying is that it seems to
me from the description and the impact that wesangng that we are going to use
this as part of the 2 per cent, which to me is \czlg.

Team Leader, Comprehensive Spending Review:

Can | just say there was a late change by the kinfser Social Security for exactly
the reason that ... | think he felt that this idiéerent funding route, not necessarily
wrong and something that you will look at. In falcere are other opportunities or
possibilities of different funding routes beingsed. Whether it is user pays or
whatever, | think ...

The Minister for Treasury and Resources:

But that is the draft proposal and it was superdedehave been totally transparent
with you. You have seen all of the iterations. uYtave seen some of the angst that
has gone on with Ministers putting something in #addng it out and finally with a
set of draft proposals. That is an earlier draft.

Team Leader, Comprehensive Spending Review:
| think, in fact, that was the last change by thieiser for Social Security.

The Minister for Treasury and Resources:
So that has been moved out.

Team Leader, Comprehensive Spending Review:
So that has now ... | have to say it is somethinag t think that they will look at for
the 3 and 5 but for the 2 per cent they have noweddhat out.

The Connétable of Grouville:

Okay, my impression of it is is that if they arsa#ging to doing this on the 2 per cent
how far will they have go on the 3 and the 5 part2elt is going to be a lot more
difficult, is it not?

The Minister for Treasury and Resources:

What | would urge you not to do, which | do notnthiyou are, is just because a
department is coming up with the cutting of an extely sensitive public liked
service, | do not think we should just then be sgyl'Oh well that means that they
cannot deliver anything else.” Or an indicatiofhere is always going to be some
game playing. | am going to say something quitgroversial, | think that the issue
of the lifeguards at Havre des Pas swimming poblunderstand that one of the
lifeguards saved a young kid from getting into idiffty at the weekend - | think is
very difficult for Education to continue to proposee cutting of the lifeguards as a
lower priority service at Havre des Pas swimminglpoMaybe they can be better
employed, maybe they can be better deployed in iwgras part of the Fort Regent
gym facilities or whatever they do in their sparad but | think we should not then
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say: “Oh, just because you propose that then yonatado more than 2 per cent.” |
do not accept that.

The Connétable of Grouville:

No, | am not saying that. What | am saying is tteaime it stuck out has a huge
anomaly where you are claiming 1.4 per cent amlnbt a saving at all, it is in fact a
transfer from one area to another area.

The Minister for Treasury and Resources:

Some States Members will and what | would sayas these are not proposals. They
are not the final adjudications. They are probaiklsly to be looking very similar to
the final ones that are proposed but we genuinale lput them in the public domain
in order to get feedback from them, and if they am®ng and if they are not
deliverable then departments need to go back awldain alternative way. What they
are not going to get is: “Oh well, you are goingwlet off.” That is not on the table.
That cannot be achieved otherwise if we startwreatvill not deliver anything.

Senator S.C. Ferguson:
How are going to enforce it? You have said thenea collective responsibility, how
are you going to enforce it?

The Minister for Treasury and Resources:

By charm and persuasion, Chairman, and by the renwding questions that will
come from the Treasury to say: “Come on, do yollyéiaink | will hold ...” | have
held one-to-one meetings with most Ministers abibigir savings, | am certainly
going to spend a lot of time on this in the next f@eeks. | am going to sit down
with each individual Minister with his or her pragads, see how they are doing in
terms of public reaction, see whether we can geagmeed consensus on the way
forward, but there is no flexibility on the 2 paant. It has got to be across the board.
| am going to argue pretty fiercely for that. Téés a debate, as we have said, about
the 3 and the 5.

Deputy T.A. Vallois of St. Saviour:
But these proposals are coming from the Coundiliviisters, is that not right?

The Minister for Treasury and Resources:

The business plan is proposed by the Chief Ministes. But effectively it is always
the Treasury that does the number bits and ceyt#nel way that the Chief Minister
and | work there is no silo between us, we workywaosely together and | have to
say Ministers have been incredibly co-operativeobddy likes having your budget
cut, let us be honest.

[11:00]
But there is a sense that we are going to findway through this and the vast
majority of Ministers have been very co-operatived aunderstanding and are

committed to the overall process. Because theylalsw the tax issue.

Deputy T.A. Vallois:
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That is the Ministers that we have at the moméie have an election next year and
what you may propose for the 3 and the 5 per canytchange drastically.

The Minister for Treasury and Resources:
Does not mean to say we should not do it, though.

Deputy T.A. Vallois:
No, | know.

The Minister for Treasury and Resources:

There will be calls, and | heard election candidattehe hustings last night saying
they cannot possibly decide on the 2 per cent betknows what the 10 per cent is. |
do not quite know how that logic works. We know have got to deliver the 2
percent and we have got to deliver 10 per cent.d@/eot know how we are going to
deliver the 10 per cent yet, that is part of thétisal debate which will happen over
the next few months. There should be widespreditigad debate about this. There
should be detailed examination of the proposalgday by scrutiny, we are going to
be doing some public meetings, we will be doing edssues about C.S.R. overall.
As the Interim Treasurer said, one way of approaghhis is to deliver 3 years of 2
per cent and then 4 per cent of the big politisalies where we will have to make
some big decisions about some big areas of pupknding. Those will be live
engagement. Osborne has said he wants to engagalthc, we have said the same.

Senator S.C. Ferguson:
We have certainly had a number of submissions ftben public which we will
obviously publish with our review and you can h#wem to look at.

The Minister for Treasury and Resources:

They are public services so it is the public’'s view want. | was quite amused with
the U.K. publishing all their coins data online aatithe rest of it. Sort of all this

indigestible information. We have a much highereleof engagement with our

community here and a much higher level of infororatof what we spend in Jersey
so the public can have their say and that is a ¢oiod.

Senator S.C. Ferguson:
Right. Now | am going to call a 10 minute break.e will reassemble at 11.17 a.m.
There is coffee.

[11:02]

[11:12]

Senator S.C. Ferguson:

If we could resume, that is super. Are you reauyadll, Rebecca? Super. Right.
Now we are talking about the C.S.R. What is tlh&cation of responsibility? Who is
politically responsible for the delivery of thislmy?

The Minister for Treasury and Resources:

The Chief Minister is responsible for putting a ingss plan but effectively all of the
work ever since Ministerial government has comeeifectively is done by the
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Treasury. In a sense there is no sort of silo eebtnthe Chief Minister’'s Department
and Treasury at all. The Comprehensive SpendingelReteam is based within the
Chief Minister's Department and obviously the Trggsn its new strengthened form
is now a Treasury Department. | mean | lead mdsthe sort of Ministerial
discussions on C.S.R. but effectively the Chief ister and | do the job together.
Ultimately he has got to agree and | can assumeishthe reason why Deputy
Southern has put a vote of no confidence in hirnabse he is effectively putting ... it
is his policy which | am getting on and deliveringdo not know, obviously | agree
with it and | have been part of the formation of #rom a responsibility point of
view, from an officer point of view, effectively ¢hco-chairs, if you like, of the C.S.R.
process are the Interim Treasurer and the Chietiixe of the States.

Senator S.C. Ferguson:
Yes, so what is going to be the cost of failureniplement the agreed savings, for
politicians and officers in positions of responkiy?

The Minister for Treasury and Resources:

Well, 1 am asking the Corporate Management Boanl laam asking Hugh and the
Chief Executive to deliver proposals for deliverib@ per cent. That is part of the
objectives and ultimately this is an issue for @l@ef Executive of the States. The
political policy as instructed by the Council of mters is to deliver 10 per cent.
Now there are political ... | do not want to sagttthey are responsible for political
policy issues because they are not, that has torhatter for Ministers, but obviously
as far as putting the right resources, the rigamteéogether, that is a matter for the
Interim Treasurer and the Chief Executive. Do wa@unt to say anything?

[11:15]

Interim Treasurer of the States:

Once the savings are agreed we will obviously benitoong very carefully the
delivery of those savings. Our improved reportpr@cess will ensure that it is
properly monitored.

Senator S.C. Ferguson:
How are you going to measure the savings if yolelgot departments which do not
know what things cost?

Interim Treasurer of the States:
Well, they are simply going to have the budgetema&way from them so that will ...

Senator S.C. Ferguson:

| mean we talked about Health earlier. Now therevidence that Health really do
not know what anything costs. They have to dospbke piece of work to estimate
the cost of any particular service so, you knowy ye starting from a sort of
negative position, surely, there?

Interim Treasurer of the States:
| think it is a bit strong to say Health do not knahat things cost.

Senator S.C. Ferguson:
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Well, this is the evidence that we have seen. dleithe evidence of the Auditor

General who did a report on structure when thertegaod that we cannot evaluate the
value of ... the extent or the percentage of mamagé costs because there is
insufficient data, and the evidence that we hawkihgrevious hearings is that if they
want to know what a particular service costs thmytdo a bespoke piece of costing.
There is no standard costing anywhere, so how@reyging to measure the savings?

Interim Treasurer of the States:

| think the finance function within the Health Depaent is providing the
management of the department with the informatibmneeds. The financial
information is correct and accurate so far as kehseen. The difficulty seems to be
the ability of management to then use that inforomato manage their costs. That
seems to me the problem, that they are knowindiwatg costs to exceed their
budget in a number of areas, then offsetting tlyahdt spending money on other
areas. | think that the new management in Healtmeed to address that.

The Minister for Treasury and Resources:

This goes to the heart of some of the changesHhgh has been putting into the
Treasury, is to improve the in-year financial monitg of States spending,
essentially. Because | think that it is fair ty $hat in years past once departments
effectively got their allocation of cash in the Imess plan they were then given that
cash and apart from a Ministerial quarterly expgetersus actual and a concentration
simply on the bottom line as to whether or not diepartment was going to be in an
overspend or an underspend, there was not a kxrime departments, not all, of in-
year financial control. Now some departments k€.S. and | am not saying that
just because Caroline is here, but they are a go@anple of where T.T.S. have
developed over the years extremely strong finarmmatrols. | am afraid that was not
the case in a lot of departments, and what we @iregdn the Treasury, or what Hugh
is doing as one of the key parts of the Treasugngthening, is to put in place much
stronger financial monitoring, reporting, controdi with every department. It is
fundamental to improving financial management, iovporg the information which
Ministers and the Council of Ministers and the &atvill get. It is not happening
overnight, because this is a big change in cuflmureome departments, but it is fair to
say that in some departments, it would be wrongaime any names today, but some
departments we have seen poor financial management.

Senator S.C. Ferguson:
Well, this was something that the Auditor Generald amy Public Accounts
Committee have been sort of screaming about sifg6.2

The Minister for Treasury and Resources:
Well, we recognise that and we are doing somethimgut it and that is ... do you
want to?

Interim Treasurer of the States:
| think there are departments that if you like an&nowingly overspending.

The Minister for Treasury and Resources:
Can you say that again? Are ...?
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Interim Treasurer of the States:

Unknowingly overspending. | do not think Healthoise of them. Health knows, the
managers know they are overspending and the mamagerulture in Health has
accepted that and has allowed for it by stoppirendmg in other areas.

Senator S.C. Ferguson:
Or retaining unfilled posts, that is a good wayefting a bit more money.

Interim Treasurer of the States:

That is another solution, but in terms of financahtrol | do not think Health are the

worst. There are other departments where thenrdbon is so poor that managers do
not know they are overspending and we are certadigressing those as a high
priority at the moment.

Senator S.C. Ferguson:
But if you have got departments like that how ara going to measure the savings?

Interim Treasurer of the States:
Well, this is why we are improving our financialrf@mance reporting to make sure
that we do have that information. It is not ...

The Connétable of Grouville:

Having said that, | know you have said it yourselhbait it might be better coming

from our side of the table, that we have been isged with at least 2 departments
who have, to use your words, looked upon it asal@tmge, an opportunity. So we

have got bad ones and we have got very good ongslias

The Minister for Treasury and Resources:

But | mean that is looking forward and | agree witlt. | think the point we are
making here is that we are ... | have been vergrdieat if we are going to put the
States finances on to a long-term, sustainablangothen we are not just going to
start the Comprehensive Spending Review on 1st algnuext year. The
Comprehensive Spending Review and worrying abouteyncand worrying about
where money is spent started months ago and wedréhere, there will still be
problems and there still is a long way to go in sodepartments, and one of the
reasons why ... and some people have criticisesl that we are putting more
resources into the Treasury and strengtheningawjng a Financial Performance
Team that now the Treasurer sits down, the Int@measurer, sits down with every
single accounting officer on a monthly basis wittnancial report and says: “What is
all this about? What is that?” and if he does geitanswers to the questions then |
know about it and the Chief Executive knows abaut But this is what financial
control is about. It is a healthy thing. We walgpartments to know where the
money is being spent and we want them to know, evaat want it as a surprise for
them to find in September the fact that they haxerspent their budgets.

Interim Treasurer of the States:

| think the point to make to address your concerthat the information is going into
the system. It is a question of getting it out amaking it available to managers and
that is what there has been a lack of, so we al@ngaure that every manager in
every department will have the reports they neednierstand the budgets they are
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managing. As | said, Health is not the worst depant by any means in that sense
and | could name other departments but that mightiffair. But when | arrived |
started these monthly meetings with each departnagnt | found that some
departments did not produce reports at all. Theamagement teams were not
receiving financial reports. Numbers, yes, buthimg to explain the numbers, to
explain the balances so they could manage whatwleeg doing. | have had some
difficult sessions with some departments to try armake sure they do produce those
reports and on the whole they are now.

The Minister for Treasury and Resources:

There are some good ones. | mean, you know, aach dgam not saying it just
because | was the previous E.D. (Economic Developninister but if you go and
ask for a financial report for E.D. they jolly wddhow where their money is going.
They jolly well know and there are intelligent dgons made by the Chief Executive
and the management board of whether their discratyospending should be re-
allocated to spend. They know. They are in towih their numbers. They know
what they are spending. That is not the caselffor a

Mr. M. Oliver:

Given your point you made earlier which was abshufundamental, but this is a
once in a lifetime sort of thing, once in a genergta comprehensive spending
review, which does in this instance require a hogkural change in Jersey, given
what you have said, a lot of what has been satthenevidence that we have heard
seems to be much more of an accounting exercisée Wiat is a good thing, than a
cultural change exercise. So are you driving itthg numbers, the accounting
numbers, or are you driving it by another angle?

The Minister for Treasury and Resources:

We are doing both. Unless you have the numbemstoch you can make intelligent
decisions and informed decisions you cannot make @her decisions, so the
numbers drive the debate, the numbers drive whauweaye spending certain amounts
of money on different areas versus others. Sa iabsolutely ... it is critical,
improving and strengthening financial managemeabsolutely critical in having the
intelligent debate about why you are going to cleaservices, and it was the thing
that did not exist in some large areas. | mearlthiéave improved in recent months,
but that was not the case last year. We had @B s crisis discussions with Health
last year about the fact that | started the yesst year, being told that Health was
going to overspend their budget by £3 million omfidlion. | mean a lot has changed
with Health, there is a lot that has happened m lst 12 months, perhaps of
necessity. But certainly information drives demisimaking and the big questions
about: “Why are we doing this? Why are we spendingnillion on running a public
sewer network and can we run this other gamblingice? Why are we spending
money on giving farmers a subsidy, improving thaird, £50 a vergée”, information
drives those questions and should drive the lindéifiey questioning that should
happen with Ministers sitting down with their dejpaents and saying: “Why are we
doing this?”

Mr. M. Oliver:
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| suppose what underlines that question is whahesdifference this time with the
C.S.R. compared to the 2005 savings? Because wetiv®ugh this 5 or 6 years
ago.

The Minister for Treasury and Resources:

| was part of the 2005 thing and what happenelasyou had a committee president
that effectively ... we asked departments ... Inchremember what the target was.
Do you remember?

Senator S.C. Ferguson:
| cannot remember.

The Minister for Treasury and Resources:
It was some percentage.

Deputy T.A. Vallois:
Was it £33 million?

Senator S.C. Ferguson:
| think that was the outcome. | do not think ...

Deputy T.A. Vallois:
£35.8 million was the savings.

Senator S.C. Ferguson:
| cannot think what the percentage was.

The Minister for Treasury and Resources:

We asked the departments to come up with theirqealg and we just sort of said:
“Departments, please tell us what you are goindadf you are going to deliver this
amount of savings” and then there was a decisiofecence which was held at the
R.J.A.(?) where big spreadsheets were put up osdigens and there was basically
like a sort of a Roman style debate where he wlotsid loudest got their savings
proposals pushed down the list and others who didangue got them pushed up.
Then a decision was made, and then we went to tdtesSand said that was what it
was going to be and that was it. Now what we aiaglthis time is that we are doing
a 9 month ... first of all we have got a team, fbe first time, we have a
Comprehensive Spending Review team whose job dacina responsibility is to run
a process and to check that process constanttingseut clear rules. The amount of
work that Caroline and Chris Hawes and Loretta dantet Marshall have been doing
in setting out the rules, not allowing ... from thasics of not allowing naughty
savings to be proposed that are user pays, theythado that separately. So there is
a team, there are rules and it is not just a ohe-tifis a grinding process over 9
months which is not just a meeting of the CountiMinisters discussing the savings
and how they are axed. The initial proposals fa 2 per cent are going to be
proposed, they will then be decided upon and then3tper cent and 5 per cent will
be published. Ministers know that if they are gpto publish something silly they
are going to get found out because the public isggto say: “Hold on, you are
having a laugh proposing that cut there when whyehau not done all this in other
areas?” so the fact that public ... there is aipuight being shone on the proposals
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over a sustained period of time | think is goingriean that we are going to save. |
also think we did not have Scrutiny in 2005. Theees a Public Accounts Committee
and there was virtual scrutiny. The process time tshould be the executive being
held to account by Scrutiny in a proper way, whgkhat you are doing. This never
happened in 2005 that said: “Hold on a minute. Waye you proposed £5 million
worth of property sales that you are then puttheg fis terms of income? That is not
right, is it?” So itis ... and also | think weveagenuinely learnt from comprehensive
spending reviews in other places. We really hawde brought in the I.M.F.
(International Monetary Fund) and the Deloittes pchthat told us how the
Comprehensive Spending Review worked in the U.Ke la Revue Générale des
Politiques Publiques in France, the Canadian egpee, the Korean experience, the
Australian experience. We have learnt, we have kihdone the work about how
what works and what does not. What does not weiero-based ... what does not
work is South Africa, zero-based budgets, startimgdVhat would you like to
spend?” You end up with 400 per cent versus mbem tyou have got. The
experience, tough as it is, is set an envelopedaiidt down.

Mr. M. Oliver:

But you have put your economist, your economic selvito work on the F.S.R. rather
than get involved in the C.S.R. One question straick me is why are you doing the
F.S.R. now? Is not the F.S.R. a residual aftethal has been done? We now know
what we can cut and what we cannot cut and thereferneed to raise tax.

[11:30]

The Minister for Treasury and Resources:

| am absolutely clear that there will not be a s from me to put a business plan
with a deficit of more than £50 million. 1 will nalo it and | will argue fiercely for
that ... anything greater than £50 million not @ppen. If | am going to do £50
million maximum deficit | am afraid there are goittggbe some tax changes, and so |
am not prepared to borrow for the reasons | haie m&viously, in fact | want to
refill the stabilisation fund as soon as the ecoeoronditions allow us to do so, so
therefore we have to do a proposal of tax incent&eorge Osborne and Chancellor
Merkel and Sarkozy, they are not saying: “Oh, we @uing to try this spending stuff
before we do taxes.” Everybody is doing tax anensing. That is what you do.
You cannot do both. The job of the Treasury ibatance both of them.

Senator S.C. Ferguson:

Yes, but in the 1980s the Swedes tried sort of &@0cpnt spending caps, 80 per cent
taxes and it did not work. When they came to @iagn the 1990s they did 80 per

cent spending cuts, 20 per cent tax increases ainh@ economy on a much sounder
footing.

The Minister for Treasury and Resources:

Our economy is incredibly strong. You must nothink with respect compare
economies that have had to go through fiscal catetadns on the back of massive
amounts of debt. We are not in that position. & in a position where we are
running a relatively small structural deficit butillsunacceptable and we are
forecasting the fact that we are going to need sneve money. If the problem is
£100 million then what do you want to do? £80 imillcuts and £20 million taxes?
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You know, we can have a debate about it but treer@ihiding place that ... | do not
think that more than £50 million is achievable witB years. It does not mean to say
efficiencies stop after 3 years, they continue, llttiink also there is going to be £50
million worth of tax rises, which over a period 2for 3 years are going to be
necessary. Now they are going to be my proposalswe will see what the States
have got to say about it. We will certainly seeatvtine public has got to say when we
also tell them on Monday that we are going to béeast thinking about some tax
rises and the economists are not involved in C.$ 80k some advice early on about
whether or not taking £50 million worth of savingas unwise. The indication was
that that was not over a 3 year period and | waldd respectfully remind you that
we have the independent F.P.P. which told me targbfind a solution for putting
our public finances on a sustainable footing thdit lve reviewing the business plan
proposals in September and reviewing the budgegtgsas at the end of the year. So
| am going to be well supported by independent @irom some of Europe’s
leading economists on whether or not we have gaghit or not. If | have not got it
right they will tell me.

Interim Treasurer of the States:

Should we just say that the Economic Adviser isganvolved in C.S.R. and will be
involved in this discussion paper that you mentihribat it is intending to publish in
due course?

The Minister for Treasury and Resources:
Yes.

Senator S.C. Ferguson:
Who is going to measure these savings?

The Minister for Treasury and Resources:
Do you want to just make the point about SocialuBigg by the way? You made
quite an important point which | did not say.

Interim Treasurer of the States:

That was on the point about moving costs from wataid out of the consolidated
fund to the Social Security fund. It is a factttiiae £50 million can be achieved
without involving Social Security, and if other dgpnents contribute 10 per cent that
would give £50 million, so anything on Social Setyuwould be in effect on top of
that.

Team Leader, Comprehensive Spending Review:

The 10 per cent was predicated on 10 per centassgexpenditure excluding Social
Security in the knowledge that Social Security Admige budget, albeit that there is a
huge chunk of supplementation and a huge chunk@adme support, so the £50
million was predicated on £10 million of gross emgture excluding Social Security.
However Social Security contribute and we havediadussions with Social Security
as to contributing to the C.S.R. and obviously thiaks some flexibility on 10 per
cent elsewhere, as does the use of user pays, wgaih we have encouraged. We
have been quite disappointed in a way that more pags has not come forward in
the 2 per cent but we fully understand that theadepents concentrated on finding
the 2 per cent and we set some very clear rulegaitilines here that the 2 per cent
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had to be an expenditure reduction, because we Krmw past experience that if
they have a choice, if a department has a choitieele® putting extra charges on or
reducing expenditure they tend to go the other w@yg. we said: “No, it has to be a
fiscal reduction but we will look at user pays.”otNmany came through, about £1
million did, of which we have taken about £500,080mething like that, but we are
really hoping that for the 3 and 5 some realistmppr user pays could come forward
and it picks up your point as to whether servidesutd necessarily be provided by
the public sector. If you recall the briefing wiel thad a really good slide that came
from those original I.M.F. or Deloittes slides abdbe questions each should be
asked. It comes down as to whether it should lowiged by the public sector,
including should it be provided elsewhere, and iEithen yes, the answer is yes it
should be provided by the public sector, it theksabe question: “Okay, who should
pay for it? Can it be done differently?” and thas been our mantra to departments.
So picking up on your point about is this figuresslas in finance-led, no, although it
is important but we are trying to get departmeat®ok at non-financial indicators to
show us whether in fact they are doing things prgpefficiently, effectively or
whether they could be done better or whether, gbexk to your point, they in fact
should be done in the public sector at all. Sotladkse questions are being asked,
although less so in 2 per cent, we will stress thas meant to be a fairly simple
exercise, but the 3 and the 5 must pick up on éhgakat those questions are being
asked.

The Connétable of Grouville:

What worries me is these are not going to be pehdly they are but the fact is you
are going to have these reductions in expenditaedre not going to be permanent.
In other words they will creep back.

Team Leader, Comprehensive Spending Review:

If 1 can just say, we did acknowledge that the 2gant might include the deferment
of some programmes. Dare | say it, it might evenrtaintenance, but only with the
knowledge that when the 3 and the 5 came in thae vpermanent sustainable
reductions that 2 per cent might go back in. Beeaue knew in order to do it within

a 9 month period, in order to be achievable fromJasiuary or maybe even a part-
year effect some way through 2011, it might medMell, hang on a moment, this is
difficult but we have got some longer term savitiggt we can do. We could just
defer doing something next year and then bringakkin.”

The Connétable of Grouville:
What you are talking about there is a one-off plafou are talking about almost a
capital expenditure and not an ongoing expenditora year-to-year.

Team Leader, Comprehensive Spending Review:
It is either the stopping or the delayed startashsthing.

Senator S.C. Ferguson:
Has the difficulty that some departments have hill tlve 2 per cent surprised you?

Team Leader, Comprehensive Spending Review:

Yes, is the right answer. Yes, some have reallyggted. Others have ... you know,
it was bread and butter to them and they knew wheiteok. But yes, | think it is
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right. It has taken more of our time which has ntéhat our time has been diverted
off from looking at what we see as the more fundataleand not just looking at
budget reductions, looking fundamentally as to laevprovide our services, whether
we could be providing them in a more efficient aftective manner for hopefully
less cost.

The Minister for Treasury and Resources:

One thing that | am really very surprised that rihbbas asked yet is Education’s
proposals for ... they are delivering their 2 pemtdout they have not shown how they
are going to deliver £1.2 million worth of spendiogts. You know, questions are
going to have to be asked. | mean the Educationidiér has been extremely,
extremely difficult.

The Connétable of Grouville:
We are looking forward to interviewing him.

The Minister for Treasury and Resources:
Well, he needs to be asked where he is going teettdlis 2 per cent. | do not accept
that 2 per cent cannot be delivered on the Edutalport and Culture budget.

Mr. M. Oliver:

Of those £12.2 million savings there is then £2fwsthing million growth for 2011.

Of those £12.2 million some might not be long tesavings, going back to the
Auditor General’s report of 2005 where he said: tMWkhere is 5 different ways of

looking at this”, you know, permanent savings.other words of the £12 million, and
taking off the £3 million of growth, supposing tHaaives us £9 million, take off say
£4 million or £5 million that will be unachievablee have got about £4 million or £5
million of savings, something like that.

The Minister for Treasury and Resources:

Well, | do not accept that £4 million or £5 milliawill not be delivered. | think there
are going to be some that will be delivered, beauld tell you where | think the ones
are that will not be politically acceptable. Btid not £3 million or £4 million, and
let me be clear, if they cannot deliver these £Banior £4 million in the next 2 or 3
weeks then we are going to go back and say: “Wiglen will you deliver them?” and

| will ultimately have to get up and be a littleuggher and say, and argue, and get
States Members support, ultimately do we reallyebel that departments, if they are
given a budget of 2 per cent less after we haveeased it for staff and non-staff ...
you know, this is not 2 per cent off the cash lifmiim this year, this is 2 per cent of
the re-based taking non-staff and inflation ang ttennot deliver it? | do not believe
it. | mean we have got the wrong people runnings¢hplaces and the wrong
Ministers giving instructions to say: “Do not dd'it

Mr. M. Oliver:

In which case if they cannot do that and you mlgdtight or might not be right, but
then what about the 8 per cent? | still strugglesde how they are going to do 8 per
cent if you say they cannot do 2.

The Minister for Treasury and Resources:
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You have got to deliver ... well, this is wheresitreally important that we deliver the
2 per cent otherwise you are not going to get ti@nge in culture. | do not accept
that 2 per cent cannot be delivered by relativeli might not be delivered simply by
efficiency. It might be delivered by some cutdawer services, if they are really cut
to the bone, but | cannot see it. | have beehenStates for 12 years and | know that
there has been very generous settlements for Myrtesery single department for
years. We say we cannot deliver 2 per cent? tithusk it is ridiculous. If we say
that we cannot deliver the 2 per cent then yes,hgue sunk the 10 per cent and there
are some people that want to sink the 10 per aahttzeir prime objective is to kill
off the 2, so we have got votes of no confidenae have got every single trick being
pulled in the book politically in order to kill othe 2 per cent. | do not believe it.

Senator S.C. Ferguson:
But the elephant in the room is the fact that sbimgt around 50 per cent of our
expenditure is on staff.

The Minister for Treasury and Resources:
That is why we are doing staff pay reviews.

Senator S.C. Ferguson:
That is going to be the only area where you can.get one of the main areas.

The Minister for Treasury and Resources:
Yes, but there are 2 issues with staff. Therevsllof remuneration and the attendant
pension costs and all the rest of it, and thetkasnumbers of staff.

Senator S.C. Ferguson:
There is also the absentee problems.

The Minister for Treasury and Resources:

Yes, and | have got some information on that, beeduhink that that also should be
... | mean | have got some quite interesting figwe this. Average sickness rate for
States published data, April 2010, all departmeangrage rate of sickness 3.8 per
cent. C.I.P.D. (Chartered Institute of Personnad ®evelopment) survey on all
sectors, public sector, 4.3 per cent.

Senator S.C. Ferguson:
Well, we reckoned when | was on Tim Dunningham’&.. (Public Accounts
Committee) it was costing us about £11 million arye

The Minister for Treasury and Resources:

Okay, well it may be costing £11 million but bendmked, and it may well be
different in different departments, but the datat thhave is that we are in terms of
average days lost per F.T.E. (Full-time Equivaléntp.l.D. public sector 2009 9.7,
States of Jersey until April 2010 8.3. Now of gmiabsenteeism and all this sort of
stuff needs to be constantly worked at and | doawcept the fact that it should be
that high, but the fact is there is not that muéhadoad track record for Jersey
compared with other places. Now | want to geinpioved but we must not give the
impression that we have got a massive problem imetkersey compared to other
places, because not according to the figures we bais
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Team Leader, Comprehensive Spending Review:

There is definitely work to be done in managingtthad dare | say it some
departments again are better than others. Itesttes that have got managers who
are managing their finances and managing their Ipeage the ones that are being
really good. So these policies are difficult. Mgmg absence policy is a difficult
one and | am quite certain that the Director of HRprobably looking at seeing if
there is any way of improving that, for both sidescause there are 2 sides to that
equation. But the fact that we have got figures Hre properly recorded so that we
can measure that absence is really important.tigwé is work to be done.

[11:45]

The Minister for Treasury and Resources:

There is also work to be done on improving the HWRction. If we are going to
deliver changes in manning levels and we are gtmndeal with difficult issues like
voluntary redundancy schemes and working througatwisuspect in some areas of
the pay and rations review is going to be somecditff political questions about some
pay groups, and why we pay these pay groups sonastrically compared to their
counterparts in the U.K. or here there is goingb& needing to be a very well
functioning, well resourced H.R. department to dei#th some of the consequences of
that and dealing with the political policy decissotihat will flow from that, for some
pay groups. Some pay groups are, and you knowuheers and | am not going to
name any, eye wateringly expensive and that isggmirhave to change.

Senator S.C. Ferguson:
Yes, | think we have dealt with that one.

The Minister for Treasury and Resources:

You asked one question and | just want to be virgrabout this. How are savings
going to be measured? Well, we are dealing witlpraving the financial
performance of the Treasury function and oversigiitwhat is going to happen is
that the savings offered are going to be takenobulhe cash limit, so the money is
taken out. End of, it is not there. So if depanits want to reinstate that service or
reinstate that cut they are going to have to finidom within their budget. Now we
will know about that because the improved financegorting that is being put in
place means that there is going to be much moral ddt exactly ... there will be
decisions. Managers need to manage their budgétsef Executives do need to
make in-year reallocations. That is about goodagament. But at least it should be
properly known about and recorded.

Team Leader, Comprehensive Spending Review:

| suppose the other point is that the process tsgnong to stop when the States
approves that business plan. If a Minister, if anagement team come up with a
saving that is better than the one they put fornfamda number of different reasons, it
is more achievable, it is more sensible, does mailve staff, then | think we would
say: “Well, great stuff.” Good. It might mean thhat saving comes forward again.
So it is not to say that that thought process iagyto stop and that they cannot then
sort of say: “Well, | think there is something elseNe want to keep track of that
because clearly you could say that there might hees some shroud waving at the
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time, maybe. So the increased financial reporshguld be we know what the
savings are. Any invest to save has to be shovanaduce the saving. There has to
be a payback on that, so there is all link(?) amther that is a V.R. (Voluntary
Redundancy) or whether it is a computer systemagment for that, we need to track
all that. So we would certainly be keeping tabslaat and particularly if they then
come forward in 3 or 5 we would want to say: “Okaell how did you do the 2,
then, because you said you were going to do it ihat did you do in 2?” Just so
we can keep track of that.

Interim Treasurer of the States:

| think there is a comment worth making on the 2 gt and 10 per cent that the
departments that came through easily with the 2cpet were the ones that pretty
well knew how they were going to deliver the 10 pent. Or definitely knew. The
ones that struggled with the 2 per cent were thes dhat were struggling at the time
with the 10 per cent and | think they are seeinfjl2és stage one of delivering the 10
per cent but it does ... there does seem to beaegs that is beginning to work quite
well to get those departments to a landing on th@iper cents, so | am perhaps more
confident than Philip about getting to a landingatirof this.

The Connétable of Grouville:

A couple of the departments came to us and saijdvtleee looking at it in a different
way, they are going to start with cutting 10 pentcand work backwards. That is a
very good idea.

Team Leader, Comprehensive Spending Review:

That was our advice from the word go to anyoneyoli can possibly do it that has
got to be the best way to do it, because you Wwéhtmake the right 2 per cent, as
opposed to what might not be in the future.

The Minister for Treasury and Resources:

That is why we have done the H.R. redundancy sché&nthat we also want the
department, if they know how to deliver their 10 pent, if they can deliver their 10
per cent quickly, more quickly, and it is a casat tihey need to make some changes
in manpower level, that is why | am asking the &db do the V.R. scheme. Let us
just get on with it. Of course we will put in plathe care and the issues about putting
people into the workplace and there is a lot ofkmor be done about helping those
people who are unemployed for whatever reasoningetito the workplace. That is
not economically sensible just to move people frim@ public sector into income
support. That is not what we are going to doighad off and am continuing to sign
off work programmes which help people get back imtork and | had a very
interesting report yesterday, not published yeimfthe Skills Board, which is helping
very, very much in this whole area, looking at mpmlified, looking at (j)s, all this
kind of stuff. A lot of very good work and we atetermined not to allow, if there is
labour shed in the public sector, to just be oromne support. We want people in
productive, positive lives and | think we can delithat.

Senator S.C. Ferguson:
Right. Is spending £93 million on income supparstainable for an Island with a
population of 91,000 considering that as | sayesde who pay tax it is costing each
of those £2,000 a year?
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The Minister for Treasury and Resources:

Well, | mean what | draw your attention to is tlaetfthat there is a review on income
support which is being conducted by the Ministed &éimere is a scrutiny panel and
that is going to be important in telling us, palidéins, what the policy options are
about the future income support. |think | shoaib say that residential care costs of
the £93 million, £18 million of that is resident@dre costs and that is being addressed
by the Social Security Minister's long term careasdgy. The £93 million also
includes £5 million for transition which obvioudhas been taken out as a result of the
grandfathering or grandmothering of the previouaragements. So it is £93 million
that does need to be explained, but of course yeuight, there does need to be a
debate about the extent to which we can and shwmeildffording that level ... sorry,
that is the wrong word. It is not that we shoudddffording, the fact that we should
be putting that kind of level of transport into ayment. | am ... | mean | have been
having quite a lot of discussions one-to-one whith $ocial Security Minister and we
have used the Advance to Work scheme almost aletaspidy in order to work out
what can you do to encourage people who are outook and stickily out of work,
how can you get them back into productive lives®rkNis good for you. Everybody
would agree with that, but you have got to give sopeople a higher degree of
encouragement, motivation, training, confidence,omler to get back into the
workplace. That also includes, as difficult asito say, people that have previously
been almost written off as not being able to belpctive members of society because
of ill health, whether that is because of physubigbbility, because of mental health
issues. You can help people and Government, ktmeeds to provide opportunities
for people to work part-time and income suppogupposed to have those controls in
place where you encourage people into work. Jesalse you have got a bad back
does not mean to say that you cannot work, but ese hgot to find the right
opportunities. That, however, Advance to Work paogmes for a whole range of
people that are out of work, do require investnaerd you can spend an awful lot of
money on these kind of programmes and not getekaeat! result. So we are testing
the water in the 16 to 19 year-old group, whiclwarking, it is expensive and we
think certainly the States has a bigger role inngkpeople on work programmes
rather than ... | had an interesting discussiom Wtigh yesterday about that and we
think the States as an employer can do more inugagmg people back into work
providing training opportunities, work placemerdad, sorts of things. We are a big
employer ourselves, so that is the kind of positebate. | also philosophically am
troubled by the Scrutiny Panel's approach to thighey are asking: “How much
money do you need to afford to live in Jersey?” INMthey need to be asking how
much Jersey can afford to put into income suppdntch is the question that you are
asking. Because | cannot help but notice the tiaat ill-judged, well-intentioned
political policies of paying people more and pugtints of money in income support
just ends up making you have to run faster to stdilid It is the inflation issue. You
spend more money and you just boost inflation, witiertainly happened in Jersey in
the 1990s. What good was that? What good wdbkekgricultural subsidies that we
poured into the tomato and dairy and other ardasgiti not achieve anything. It was
just money wasted and 1 think that is the kind ppr@ach that we need to take in
relation to ... as tough as it sounds, to inconppstt and transfer payments.

Senator S.C. Ferguson:
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And rental subsidies and rent rebate and so fortmean one of the things we were
going to ask ...

The Minister for Treasury and Resources:
Which comes on to your next question ...

Senator S.C. Ferguson:
. was what happens if you start cutting welfapensling, cutting funding for
business, hold the line on health, hold the lineduacation and reduce taxes?

The Minister for Treasury and Resources:

Okay. These are the fundamental big political jaes that we almost started with.

| have a very strong view. | do not believe inpding Government subsidy to
subsidised housing to the extent that we werearptivate sector rent rebate system.
It does not work. All it ends up doing is gettittge money that you put into the
housing market ends up being capitalised in asseeg It is foolish. But it is
difficult to withdraw it when it is there and yowave got to withdraw it over a long
period of time, and the housing component of incaupport is effectively rent
rebate, relabelled, and that is one of the ..vEh#t got the answers to this. | know it
is wrong, but | know you cannot withdraw it overnigand there are ... there is the
issue about the fact that the growth in the econearigh is great for everybody in
Jersey, which everybody benefits from, has one oni@tended consequences. One
of the unintended consequences, it pushes up hwites. It means that you have a
society in which you have some people that canspire to the goal of home
ownership and that is one of the things that isofifeet. The States of Jersey supports
the financial services industry and we, in Governtneecognise that because that has
a driving effect on house prices unfortunately agganied by imprudent lending in
the 2000s by some lenders, you do have house pheégo higher than otherwise
some people will achieve. So you have got to gleways of getting young people
on to the housing ladder and subsidising housintpdse people who are not part of
the locomotive of success of financial services.

Senator S.C. Ferguson:
But you have got to surely acknowledge that thera section of the population who
will by the very nature of their employment neverdble to afford a house.

The Minister for Treasury and Resources:

No, so then they should be able to aspire to leng tquality rental accommodation,
or you find alternative ways of having shared egaitd affordable homes. There is a
lot to do. There is a tremendous amount to delation to housing in Jersey. Quite
apart from the fact that we, as a States of Jers#ywe corporately on behalf of the
people of Jersey, the States of Jersey, owns 46 of rental accommodation
which has been badly maintained because it has btemed of the necessary
maintenance costs but also has some very excifopprtunities for regenerating
some worn and tired estates that require capitalifig, and we need to find different
ways of finding that capital funding in the futurehich is not simply putting it in the
current year-to-year annual business cycle where Sgpiez regeneration or
Wellington Park or wherever it is has to bid agaimsying a new M.R.I. (Magnetic
Resonance Imaging) scanner. These are incomeajgmgenassets. But cut welfare
payment, | think we have said that. Cut fundingsithools and other capital projects.
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The capital programme is not sufficiently funded thké moment. The capital

programme funding of £38 million, £35 million fohd next couple of years, the
officeholder of Interim Treasurer of the States trasle it absolutely clear to me that
he does not think there is enough money going ¢afmtal for adequate replacement
of the capital base and he is right. When | saywe have got to find a £100 million

gap, some of that is going to have to be to inéngasapital programme. Not to have
nice to haves and new golden palaces and othegsthiout just to keep and maintain
the capital base. | do not know if you want to aaything on that?

[12:00]

Senator S.C. Ferguson:
Well, | do not know. Should maintenance be a eapntdget item? Surely it is a
revenue item?

Interim Treasurer of the States:

It is a crossover item and we will be looking at ttapital programme as part of the
next stage of the C.S.R. process to make suretihtitgets addressed properly and
does not sort of fall down a crack which it is pbssin danger of. | did wonder
before you move on, Philip, if you wanted to mal@anment about the balance
between Social Security contributions and Sociau8ty benefits.

The Minister for Treasury and Resources:
Yes, okay. Sorry, just give me a hint.

Interim Treasurer of the States:
Well, the question was can the cost of Social Sgchenefits be afforded?

The Minister for Treasury and Resources:
Right, okay.

Interim Treasurer of the States:
So there is the question of the balance and howhrautunded from Social Security
contributions and how much from taxes.

The Minister for Treasury and Resources:

Yes, that is fair. That is something that we aiking at. | think that Social Security
has been not probably very well incorporated it dverall economic decisions of
the Island and financial decisions and one of thle things that we have got to
achieve in the next 6 months is really to undestaow Social Security works from,
(&) a supplementation point of view, because tagqsayre currently paying for
people who are not paying enough contributions db the benefits that they are
entitled to, (b) the competitive issue about So8iaturity charges on business and |
think that we have got a number of challenges icé&&ecurity. We have got to get
a better understanding and make some decisiong abpplementation; we have got
to have a good debate publicly about whether oritnist right that Social Security
contributions are currently capped the way they anel we have got to separate out
from Social Security the Health Insurance Fund.e Bocial Security, the Constable
has no doubt picked up the fact that we are alilogatome health spending to the
current Health Insurance Fund. Now the Healthrasce Fund has been running at a
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massive surplus for years, almost below the radamas been locked away from
Social Security inaccessible when the health serfias been providing primary
healthcare and been running out of money, andtyleds been building up a cash
mountain of £72 million. That cannot be right, @splly when it has happened
below the radar and without any express politiedision to do that. If that is what
we are doing and there is a justified reason tat,diothink that that just makes the
point that we have got to incorporate Social Séguwe are not annexing it by the
Treasury but we are wanting to bring the Socialugc decision-making, income,
what is paid for out of those funds, contributiates, into the wider debate on C.S.R.
and F.S.R. Is that the point you wanted me to rhake

Interim Treasurer of the States:
Yes, absolutely.

Senator S.C. Ferguson:

Yes, because basically at the end of this sesh®mpublic, and we have had a lot of
submissions about this, believe there is significampant waste throughout the
States set-up. What are you going to do to makelpainderstand how things are?

The Minister for Treasury and Resources:
Well, there is not rampant waste, but there is suaste.

Senator S.C. Ferguson:
No, | am not saying there is. What | am sayingas/ are you going to get it across
to Joe Public, Joe the Plumber or Josephine ...

The Minister for Treasury and Resources:

By showing that we are serious about delivering.R.&nd we are serious about
following through on C.S.R. and | need to get higlevels of public confidence
about efficiency of States spending, value for&tapending, because | am going to
be asking the public to pay more taxes. Not dravaléf more, you know, no doubt
Osborne will propose next Tuesday a 2.5 per cerrease in V.A.T. and it will be
done just like that. We have a national crisis nviae bring in G.S.T. (Goods and
Services Tax) at 3 per cent. | mean most peopledbme here think: “What are you
complaining about, residents, when you are payingeBcent G.S.T. and you are
getting this amount of services on the back of it?®e as politicians also have a
responsibility to sometimes remind our communitgt jlnow fortunate we are in
Jersey in terms of what we get for the amount we pad | have certainly got to
improve confidence in value for money and one & tavels of confidence is
delivering 2 per cent and sticking to it. Thenngedetermined and deliver 5 per cent.
Once | show that we are determined to do it anddsiver it | think | have got a
better chance of encouraging States Members toosuihie unfortunate necessary but
small tax raising changes that we are going to tmpgsing. But everything is
magnified here. Everything is magnified. Thera isomplete crisis with a 3 per cent
G.S.T. We will see what the reaction to the Ukwhen they put overnight probably
a 2.5 per cent increase on their V.A.T.

Senator S.C. Ferguson:
Well, they have just put it up, back up to 17.5 qent.
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The Minister for Treasury and Resources:

Yes, exactly. But we magnify the issues. We havesponsibility to tell people what
the effect is. | know what the effect of 3 per ténS.T. was. It is a bad year’s
inflation. But ...

Senator S.C. Ferguson:
Right. Turning to the Treasury ...

The Minister for Treasury and Resources:

By the way, cutting to business, there are somicdif issues for E.D. (Economic
Development) to deliver. What | would say | dotsarhave responsibility for some
of the aspects of financial services, and we hatdmkeep the economy performing
and businesses paying tax and employing peoplemefimes there is a case for
government to make that happen or to encouragegdhappen faster and | have got
no doubt that what we are doing in terms of theasgntative officers in the Middle
East and China and India are going to secure JsrgEpnomic future. | met
yesterday a trade delegation from Tan Xin(?) wincthe third regional development
area in Northern China who are developing a fir@neervices expertise who have
got massive amounts of structuring of aircraft fmgdand ship transportation funding
who are using Cayman and B.V.I. (British Virginastls) as their preferred offshore
centre. We want that business here and we havie gt out and get it. If the vote
of no confidence next week goes hopefully the righy, that is rejected, | am going
to be getting on a plane and going to Shanghai mbutsday. | have been invited
with John Harris to attend a financial forum and timly offshore centre that has been
invited to attend this financial forum. It is ankii of mini Davos for financial services
and we are getting our name around and we areibgiltlsiness. It does not happen
by accident. It requires some dedicated time ipallyy in order to achieve that, and
so cutting off our nose to spite our face in someas, | am not saying all spending on
business is right, but some of the promotion s do, it does not happen by
accident. The Middle East business that we nowehavJersey that contributes
enormously to our cash deposits, which is goodityalery regulated business, that
did not happen by accident. There were criticisvith predecessors going out and
raising awareness of Jersey in the Middle East.ll, Wenvorked, because we now
have significant amounts of good quality, oil-baseealth by the high net worth
families around the world based in Jersey, and watwo do the same with the
economic miracle that is happening in China andtimer developing parts of the
world. So it is easy to criticise and it is eag\say: “That extra cancer drug or Jersey
Finance?” It is not really a debate like that.

Senator S.C. Ferguson:
You will no doubt be looking at the £40 million o that goes out in grants?

The Minister for Treasury and Resources:
With great interest, Chairman.

Senator S.C. Ferguson:
| was surprised. | thought it was about £20 nmillio

The Minister for Treasury and Resources:
Yes, transparency is good.
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Senator S.C. Ferguson:
Absolutely. Right. How do the 2 per cent cutsgrsied for 2011 dovetail into your
10 per cent savings required?

The Minister for Treasury and Resources:

Right. Well, after having said that the best dapants are the ones who have
worked out their 10 per cent, | think the firstriito say is that you know that as far
as Treasury is concerned as opposed to Resourresisha massive change going on
at the moment in terms of strengthening the Trgadwt we are not pleading any
special treatment. We have to be part of it andareethinking of innovative ways of
where to do so. The 2 per cent is achieved byciadulower priority services,
various schemes to increase the efficiency of treagury, no loss of service, no ...
some reduction in the level of service but withaatoverall impact. We are working
on the 8 per cent and this is being very much wahrkethink there are significant
opportunities and | think Hugh believes there agaicant opportunities to do some
things that we do in the Treasury more efficientith the investment in technology
et cetera. We are under enormous pressure atdhreent. Not any special treatment
but we are running a C.S.R. with the Chief Ministddepartment. We are doing an
F.S.R., we are looking at business tax and we tae@aghening the Treasury at the
same time. There is a massive agenda, but wel@liller our 8 per cent.

Senator S.C. Ferguson:
Have you thought about any processes that you dlouisource?

The Minister for Treasury and Resources:

Outsourcing is very sensitive but is something tha$ been a discussion between
John Richardson and I. | do not want to raisesaoryof hares running here, but when
| was in India last year | did visit 2 outsourciogntres that run government services
for 2 local authorities in the U.K. | do not thitikat is the right thing to do for Jersey
but just so that you know, there are no sacred ctivese are no things that we should
not be looking at. We should be genuinely thinkafigput how we provide services to
other departments, to taxpayers and where we cam lba cost solutions for basic
administrative functions. You know, Lloyds TSB sutheir call centre in the Isle of
Man because it is a lower cost place. If we cawvipe lower cost ways of providing
basic administrative services, if we cannot |. hfgimation Technology) it, then we
should be looking at it. It is not something | auhing out.

Senator S.C. Ferguson:

| was not thinking about call centres because dl fine foreign ones really most
inconvenient, but | did notice a few months agd thaexample BP have outsourced
effectively their creditors’ and debtors’ ledgeheir invoicing. That has been
outsourced.

Interim Treasurer of the States:

| worked for BP 20 years ago and they had outsauncest of that then. They have
had a lot of problems as well but I think there eggainly areas like payroll, accounts
payable, accounts receivable, that kind of thirgg thiork often very well if they are

outsourced and we are certainly going to be lookdihgt. The thing | have learnt

about outsourcing is you do not do it until you édayot the process working well,
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because if you outsource it before then you hawe lproblems. So we do need to
sort out our processes first and that will takeearyor 2. But | think outsourcing
opportunities will be after that.

Senator S.C. Ferguson:

Super. Now the insurance fund, we talked aboilteitother day, but do you keep the
insurance fund as a sort of ring-fenced fund? Ywa putting it in the common
investment fund?

The Assistant Minister for Treasury and Resources:
Okay, this is a point for me.

The Minister for Treasury and Resources:
You are handling some of the Treasury stuff.

The Assistant Minister for Treasury and Resources:
The Insurance Deductible Fund is held within thesodidated fund.

Senator S.C. Ferguson:
It is just a sub-account?

The Assistant Minister for Treasury and Resources:
As such that will be part of the common investnfend.

Senator S.C. Ferguson:
Right. Super, and one thing that intrigued us, lilmes the reduction in the funding,
the £97,000 | think it was that is being paid hattis the saving on the funding into
the insurance fund, is that being passed on ta oliygartments? How is it affecting
the other departments?

The Assistant Minister for Treasury and Resources:

It has no real impact because effectively the lasce Deductible Fund is effectively
like a captive insurance product for the Statedenfey. If we reduce effectively our
premiums, therefore we are reducing the premiuraswie are charging to the other
underlying departments.

Senator S.C. Ferguson:
It is being passed on? Is that really a saving?

Team Leader, Comprehensive Spending Review:

| was led to believe that ... Eddie would be bedtieswering this than | but | thought
that was just a reduction into the fund that belesexcess under ... | did not think
there was an impact, either positive or negatineammy of the other departments.

The Minister for Treasury and Resources:
No. | think that is what Eddie is saying.

Senator S.C. Ferguson:
So you are still collecting the same amount fromdther departments?

39



The Minister for Treasury and Resources:
Their premiums, yes.

Senator S.C. Ferguson:
The premiums. So they are paying the same, yoyutteng less into the fund, so
where is your £97,000 going?

Interim Treasurer of the States:
Some of the ... well, probably a large part of phemiums are corporate so they are
providing corporate cover across ...

The Minister for Treasury and Resources:
Which the Treasury pay.

Interim Treasurer of the States:

Which is paid by the Treasury, so the £97,000 iming out of the Treasury’s
insurance premiums, not out of other departmefise reason we can do it is the
fund has reached the level recommended by theraiter

[12:15]

Senator S.C. Ferguson:
That is not very ecumenical, is it? You are payyaur premium into it but
everybody else is paying the same.

The Minister for Treasury and Resources:
The Treasury pays, though. The budget for cemsalrance is held ... we can get
you the detailed numbers, but it is Treasury tlagsghe insurance.

Senator S.C. Ferguson:
Yes, but they are collecting from the other departits, as we understood it.

The Minister for Treasury and Resources:
Not very much, | have not got the numbers herehaxe not got the numbers here,
but it is not very much. We will give you those.

The Assistant Minister for Treasury and Resources:
The individual departments still purchase insurdnae areas of their activity.

Senator S.C. Ferguson:
Yes, so they are all paying into your pot. Anywaag, would ... without the numbers

The Minister for Treasury and Resources:

Sure, but | think the £97,000 is genuinely a saviraj we are making, that is putting
into the central pot. It will mean that we can pfay the individual claims for
departments, but it does not mean the departmenitss.is not we are whipping other
department’s premiums money to that extent. Wegiie you the detail on it, but it
is a real saving, because we do not need to putnibreey in the pot in our own
captive. That is as | understand it.
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Interim Treasurer of the States:
| think it is the Treasury that has been overpaynaj the departments.

The Minister for Treasury and Resources:
Yes, but we will give you the numbers to prove it.

Senator S.C. Ferguson:
Right. Now, given the current austerity how do yastify the cost of introducing the
5 priorities which you identified the other day?

The Minister for Treasury and Resources:

Well, financial management has been criticisedhgy €. & A.G. (Comptroller and
Auditor General), P.A.C., Corporate Affairs in v@ars reports and in audit reports
over the last 2 years. The situation has beenditymeviewed and an action plan
which you referred to has been set to addressdfiei@hcies. The aim is to create a
more effective structure reviewing all financialopesses and building capacity to
build proper financial control. The net impactéib of these changes is to increase
manpower resources in the Treasury by 6 poststhiSas doing exactly what people
have asked us to do. If it was not in the busimtsss previously it now is and is at
the heart of delivering better information and ability to deliver the C.S.R.

Senator S.C. Ferguson:
As one of the people who has really moaned aboan@ial management ...

The Minister for Treasury and Resources:

Yes, and we will change. We will find more probkemnd deploy more resources.
There has been a tremendous amount achieved lasth@ months. | am very happy
with the progress that Hugh has made. Hugh wasghtoin to be Finance Director

for the States of Jersey, effectively. He haspdpup to discharging the whole of
those functions and | can formally record the taet it has not been easy for any of
us, and it has not been easy for Hugh, and it badeen easy for the staff involved,
because change is difficult. But we are gettingreh we are substantially getting
there.

Senator S.C. Ferguson:
Yes. Now the head of Shared Services is ... sorry.

Interim Treasurer of the States:

| think without Treasury working effectively a lof the other C.S.R. savings really
will not be achieved. We need to be part of thecprement process improvements,
we need to be part of many of the other crossraytiype initiatives. If Treasury is
not part of that working effectively then that simill not happen.

Senator S.C. Ferguson:
Yes, but | mean we have been slightly ahead ofegh8ervices. He is cutting back
on training and then he is requesting additionah@ydor training. | mean ...

The Assistant Minister for Treasury and Resources:
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He has identified £25,000 growth bid, but parthadttwill be used on specific training
at a specific level. Some of it is to enhance & sections and 60 new posts. There
was going to be some ...

Senator S.C. Ferguson:
So he is really moving his training budget from amnea to another.

The Assistant Minister for Treasury and Resources:
No, this is a growth area.

Senator S.C. Ferguson:
This is an accounting transaction.

The Assistant Minister for Treasury and Resources:

Part of that growth, that £25,000 growth, is goiade used for specific training for

departmental staff so that they can do their neesro So that is one side. On the
other side overall training budgets can be redugcedause they are simplifying

processes and the way they are going to be domgvtitk so they will not need as

much ongoing training to do their roles.

Deputy T.A. Vallois:

Yet the impact can be seen as less ability to re$go unexpected and one-off
requests, potential reduction of staff knowledgd pnssible impact on community
without the ability to offer formal qualifications.

The Assistant Minister for Treasury and Resources:

The latter part is probably the bigger impact. isltnot being able to provide an
extensive training package for career enhancemdittat is probably the biggest
negativity of it, but in most organisations in tlreance sector training is a ... not an
easier thing to cut but is a realistic thing to. cut

Interim Treasurer of the States:

If I could come in on this. Essentially what wee atoing is we are scaling back
training on the old processes because there isomd pand within the extra growth
money we have requested includes training on theprecesses. So you could see it
as moving it from one pot to another but ...

Senator S.C. Ferguson:
But you are reducing career training, career ergraeat training according to the ...

The Assistant Minister for Treasury and Resources:
Where it is not appropriate.

Senator S.C. Ferguson:
Does this mean you are getting a different categbstaff to do that particular job?

Interim Treasurer of the States:

The saving in training was within Shared ServiegBich is where we have run the
heavy duty processes like accounts payable, rdaleivpayroll and so on. These are
the areas that will be most affected by the prookssiges, so | do not think it is
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particularly career-related training, it is proceskted training. It is not ... in terms
of the number of staff involved in that area yoa kroking at somewhere around 50
staff, 60 staff perhaps so per head it is not ...

Senator S.C. Ferguson:
So is the impact that is the sort of narrative be various forms, is that shroud
waving?

The Minister for Treasury and Resources:

Can | just step in here? At the end of the daya3uey has got to deliver its 2 per
cent. So it is no different, it has got to deligficiency savings. Now if they are

going to deliver that by cutting a training budgetn that may well not end up being
the way they deliver it, to be totally candid wytbu. | am not going to get into an ... |

am not going to start getting into the micro ofrsgieg my time working out whether

or not Treasury is right on spending £25,000. Il e absolutely honest with you.

Treasury is no different to every other departméntjust deliver its 2 per cent. It

can deliver its 2 per cent and if there is a beti@y that the Interim Treasurer with his
management team want to deliver it, that is finesounds to me the argument has
been put to me quite candidly that this is trainimgold things that we should not be
doing, but there is going to be requirement fomirgy for things that we should be

doing and that is why there is a growth bid, bet dhd spending is no longer required
and can be cut.

Senator S.C. Ferguson:
But | am just saying that the caveat sounds a ik& throud waving. Is that
something you should be doing? By setting an examp

The Minister for Treasury and Resources:

That is not published, and we have not publishédnay well be sort of carelessly or
strongly written. The fact is | am not going ta gevolved in this level of detail. |
am going to require them to deliver the 2 per cent.

Interim Treasurer of the States:
Caroline has just pointed out that within that fgwnly £8,000 is for training. The
rest is temporary staff and so on.

The Minister for Treasury and Resources:
Right. A good point, Caroline.

Senator S.C. Ferguson:

Okey dokey. Right, the savings within the persdaglassessing section. Again this
is another of these where, you know, it is a nethefcosts. | am sorry, we are not
trying to micro ...

The Minister for Treasury and Resources:
No, not at all. | want to be ...

Senator S.C. Ferguson:
We do need to ...
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The Minister for Treasury and Resources:

Yes. Let me be absolutely clear about tax genetafore we get into the sort of
detail of the tax thing. It is becoming increa$ynglear that there are significant
opportunities to change the way the Tax Office afer for it to become in the longer
term much more efficient in terms of self assessnoing away with an awful lot of
processes that currently exist. The Tax Officdearfsey is very efficient in terms of
the cost of collection for the amount of incomeatlects, but it is a traditional tax
collection office that you would not necessarilpdiin H.M.R.C. (Her Majesty’s
Revenue and Customs) or the New Zealand authariogher places. Tax collection
has moved on dramatically. We also think that ashave put on more complexity in
terms of the tax collection, as we have brought.Tnl.S. (Income Tax Instalment
Scheme) 20 Means 20, as we have increased taxctomiieve have probably not
stepped up to the extent that we might have dondeims of the collection
arrangements. My objective with income tax ismipiove the net number and we are
engaged in a fairly extensive review over the riewt months of exactly how we do
this. So | just want to say that in terms of therall picture that one is saying we are
meeting the 2 per cent, because we are doing, bwres focusing very much on the
10 per cent. We are determined to deliver more teax that is not collected and to
collect it in a less burdensome paper-based wdlarfuture and reviews of our tax
department are underway and it is commanding @uiteé of Hugh’s attention. | just
want to say that by way of ...

Senator S.C. Ferguson:
They have got a sort of bespoke system, have th&y n

The Minister for Treasury and Resources:
They have, Chairman.

Senator S.C. Ferguson:
Which cannot be the most efficient way to run tising

The Minister for Treasury and Resources:

We might want to go into private session to disciass otherwise there are some
things that | do not want to say, but if you wamfust ... if you would not mind just
agreeing that what we are about to say may wetidsdidential, because there may
well be issues on tax.

Senator S.C. Ferguson:
Shall we leave it until the end?

The Minister for Treasury and Resources:
If you want. Do you mind on that?

Interim Treasurer of the States:
That is fine. | mean | can say something that @wawdt be confidential, if it would be
helpful. But we can discuss it later.

Senator S.C. Ferguson:
We will just stick it at the end.
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The Connétable of Grouville:
| can see another hand in my pockigaughter]

The Minister for Treasury and Resources:
Painlessly, Connétable, painlessly.

Senator S.C. Ferguson:
What was it they said? It is the art of pluckimg tgoose just to the point where it
does not quite scream.

The Minister for Treasury and Resources:
Hiss. Okay.

Senator S.C. Ferguson:
Whatever geese do. Where should the C.S.R. tethimocae?

The Minister for Treasury and Resources:

We hope the C.S.R. team feel very at home in Trgamud very at home at the Chief
Minister's Department. They sit, and | think thathe right decision, in ... Caroline
and her troops sit in the Chief Minister's Depaminand that is good because it
shows that the Chief Minister's Department and @teef Executive have strong
ownership and strong owner oversight of the C.$RBm, but in reality, as | said
earlier, there is no silos between us. We se¢ afl@aroline; Caroline sees a lot of
us. We are all part of the same team; we meet lyweekh the Chief Minister and
Treasury, with you and Bill and John Richardson yma would have to ask Caroline
where she thinks home is.

Team Leader, Comprehensive Spending Review:

| think | would probably turn it around the otheayvand say it really does not matter
where we sit. | think it was absolutely right tive¢ were placed in C.M.D. (Chief
Minister’s Department). | think that this meanatihis was not going to be a figures
of Treasury-led initiative, however we are 6 montlusvn the road now; there is a
Treasury reorganisation. The core of the C.S.Bmtevill become the financial
planning team within the new Treasury structure a&wery 3 years, if C.S.R.
continues, and | am quite certain if it is not St will be something else, we will
take on that role. | am quite certain as and whahhappens that we will be able to
straddle where we need to straddle between C.M.B/e will still have a
responsibility to Chief Ministers for the produgctiof the strategic plan because we
will take on that responsibility and | really do tneee that there is an issue
whatsoever. | think it was right put where it what | can see that in the future it is
equally right that Treasury strengthens its finahplanning side which it is doing
and that that is the right place to have fiscalhbaS.R. and C.S.R.

Senator S.C. Ferguson:
Super.

Team Leader, Comprehensive Spending Review:
Of course for the Constable | would have to saytmahome is Grouville!

Senator S.C. Ferguson:

45



Oh, dear. Poor thing. My sympathies. What isdbenection and the differences
between the invest to save and the growth costeaude going through the detalil
some of them could have been in either column.

[12:30]

Team Leader, Comprehensive Spending Review:

| would have to say that | think on the first subsibns there was some confusion
between the 2. | am very clear and | think the.R.Seam is very clear on the
difference and invest to save is an upfront invesiin It is a one off. It does not
necessarily mean it is one year and it is finitd @rinishes at some point in time and
it predicates a saving, possibly later on and weetmtimescale of a 3-year payback
and that is invest to save and that is what wéhaping to have. In fact the funds we
are asking for in 118 is part of an invest to saveand we will be asking for funds in
the business plan to cover restructuring, to ctivermeans of moving from where we
are now to 3 years down the road with £50 millidhtlbe budget. All the evidence
we had showed that you cannot achieve those sorsasings without some
investment and that is the invest to save. Grawtbngoing growth. It is in the
budget and it is ongoing. | think there is a velgar difference between the 2.

The Connétable of Grouville:
Can | just say that | did not see anything in haveut the 3 new tax inspectors that
were going to clean up the ... in the growth ...

Deputy T.A. Vallois:
That was for this year, was it not?

Team Leader, Comprehensive Spending Review:
Yes, that was for 2010.

Senator S.C. Ferguson:
Yes, 2 are there already.

Team Leader, Comprehensive Spending Review:

There are 2 in there already. | think it covers ohyour other questions, but the way
we treated the additional tax inspector to bringm@250,000 as a net saving, | have
to say in hindsight that was the wrong treatmerthare and | think what we should
have done was to put that 57 in growth and say: Wslat another tax inspector. A
prudent estimate says we can bring in £250,000t would go in growth and a little
bit like the joint financial crimes unit where weeasaying it would be funded from
company fees. We would say at the bottom of tleevtir list it would be covered by
increased income. The problem we have is thestaot departmental income. Tax is
above the line, along with A.M.P.O. (Average MamdgtProvisional Contribution)
but | do not see what, if that is a sensible bussrgolution to a problem, it is not
beyond the wit of C.S.R. team and elsewhere to &ndiay to get this into the
proposals. So, that | think in hindsight is how sleuld have showed it and that
would in fact still show that Treasury made thepe cent, so it was not an issue.

The Connétable of Grouville:
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| have no argument at all about hiring somebod5& 000 a year to earn £250,000; |
think it is brilliant.

Team Leader, Comprehensive Spending Review:
Yes, it is good business sense.

The Connétable of Grouville:
A bit more of it.

Senator S.C. Ferguson:

Yes, although | suppose if you look at the net fpmsiof the department by the time
you have added invest to save and growth the sawing per cent has kind of
disappeared below the waterline.

The Minister for Treasury and Resources:

Yes, | think that is understood and accepted aneldury has been criticised,
regarded as a high-risk area. Do not want to ajgethe euro problems and all the
rest of it, getting financial decisions wrong, ltasmsequences to taxpayers, and so for
all the reasons we think we have rehearsed verydughg the course of the morning
you need a strong functioning Treasury in ordedétver. Deliver (a) C.S.R. and
also to deliver corporate savings, procurementnggvin future when there is the
resources department generally put under the Tineasul Resources Department that
Clothier set out, we are going to be a key unifiepartment at delivering significant
corporate savings across the piece. There ista b and unless we equip ourselves
to do it we are not going to help the organisat@mdo it.

Senator S.C. Ferguson:

When you do the final public presentation of ai§tfare you going to set it out so that
people can see that for the whole States therbdws a reduction in expenditure and
show how it is accounted for?

The Minister for Treasury and Resources:
That is a very good question because we met yesteal discuss exactly how we
propose ...

Senator S.C. Ferguson:
The presentation will be very important.

The Minister for Treasury and Resources:

Yes. We spent a useful hour yesterday on discggbiait of how we are going to
propose it and any thoughts on how that is beslaggd we welcome the panel’'s
views on it. Certainly happy to show some thinkihgt we have had in relation to
how we propose it because it is critical that peapiderstand what the numbers are,
what the savings are, what the growth is, wheisegbing.

Senator S.C. Ferguson:

Yes, because, with respect, how are you going ¢avstow growth is calculated? At
the moment we have departments where we are geftowth. Some departments,
well, how do they calculate their growth? Wherethiey pull the figure from?
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The Minister for Treasury and Resources:
They have to get it agreed by ...

Senator S.C. Ferguson:
Well, yes. It is not so much the amount, but h@aydu get to the amount?

Team Leader, Comprehensive Spending Review:
The C.S.R. team has obviously worked with departméa come up and they
provide, if you like, the challenge on figures thatve been put forward.

Senator S.C. Ferguson:

| think a bit of explanation of that would be wosthile because as far as the public
goes, they just see a growth figure and say: “Wehere on earth has that come
from?”

Interim Treasurer of the States:

| think we do need to improve the presentationhsa it is very clear that savings are
being achieved and if there is growth for invests&wve the business case for that
should be made very clear to justify it as a sdpdssue.

The Minister for Treasury and Resources:

| do not like the word “invest to save” becausehink it is restructuring costs
probably more than anything and the other thing ithagoing to be quite difficult
presentation-wise is the contingencies becauserevpudting in a reserve so that we
do not go to the States with a 118 request andghzdrt of the 100 million problem,
being completely transparent, and so we have satellihg and we have some
presentation. The good news is that hopefully we going to have a reformed
business plan debate which is going to concentmateumbers as opposed to dealing
with wishy-washy objectives which none of us wamthave another ... how many
days did it take last time to talk about?

The Connétable of Grouville:
Too many.

The Minister for Treasury and Resources:
Well, all gone, and there is a proposal coming toovto completely change all that,
SO we are going to concentrate on the real thinglwis where the money goes.

Senator S.C. Ferguson:
| do not know. 1 think some of the proposals thate put into the business plans,
having put some of them in, were things that afféche numbers but were essential.

The Minister for Treasury and Resources:
| do not disagree with that.

Senator S.C. Ferguson:
The fact that the Council of Ministers have takieeniselves on to do them is another
matter entirely, but it is one way of getting the .

The Minister for Treasury and Resources:
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Yes, but nobody wants to go through the tortur¢hef debate on that. There does
need to be the ability for Members to influence amdring forward a proposal of
putting grants in, or something like that. Thdire, but not the torture that we went
through. | think we all agree on that. | hope so.

Senator S.C. Ferguson:
When we go back to talking about presentation, shte save, all this sort of thing,
should we really be talking about a growth? Bpipropriate at this point in time?

The Minister for Treasury and Resources:
That we should not have any growth at all, are seying?

Senator S.C. Ferguson:
| am saying, is it appropriate? Yes, should weehain there?

The Minister for Treasury and Resources:

If you take Treasury, if we do not get the growthye had not had the growth last
year and if we did not get the growth this yeagnttyou will not get the Treasury
functioning department to do the C.S.R.

Senator S.C. Ferguson:
Surely it is invest to save. | am talking aboutimhathe other departments where
they have growth.

The Minister for Treasury and Resources:

You just have to look at the growth that has besked for and you have to make an
individual assessment about whether or not you wargpend it. Health will be
getting, out of the proposals that have been pwtdal, if they are followed through,
£5 million worth of new money in 2011 for stuff tha all justified and no doubt you
will be examining all the respective ... if you dot believe it is necessary then the
scrutiny panel needs to say so. Home Affairs ...

Senator S.C. Ferguson:

Well, the Home Affairs one is an interesting or@bviously the health one appears
mainly to be dealing with the terms and conditiohsiddle grade doctors and junior
doctors. The Home Affairs one it seemed to usetquist dealing with the problem

that they are having with the fact that everyboslygetting an automatic increment
and it is just a way around it. Frankly, is thedllty the way we should be doing it?

Team Leader, Comprehensive Spending Review:

It came under intense scrutiny, did it not, at@weincil of Ministers? | think that will
be one of the things that is looked at in the teams conditions because the cost of it
is exceptional.

Senator S.C. Ferguson:
Significant. Well, health was very similar withetfunior doctors.

The Minister for Treasury and Resources:

The real issue there is that we are not payingrtagket rate for junior doctors. We
are relying on locums which ends up costing farenooney. We are not recruiting
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and it takes a lot to get me to accept that salare too low for recruitment and it
takes a lot to persuade me that, but | am persuadediddle doctors. It is quite clear
and we are wasting money on having to just brinigeams. Health are having to use
money that was given for other things in orderltgyghat hole. Not sensible at all.

Interim Treasurer of the States:
The U.K. has put its rates up, has it not?

The Minister for Treasury and Resources:
Yes.

Interim Treasurer of the States:
They cannot get them to cover over if they do natah it.

The Minister for Treasury and Resources:
No. Of course £1 million is for increasing sociatlusion and reducing social
deprivation. That is growth.

Team Leader, Comprehensive Spending Review:
That is in 2010. Just look at the right-hand calum

The Minister for Treasury and Resources:
Sorry, | am just looking at 11. It is still in ttee

Team Leader, Comprehensive Spending Review:
Yes, it is still in there, but it is already in thase.

The Minister for Treasury and Resources:
It is in the base for 117

Team Leader, Comprehensive Spending Review:
Correct.

The Minister for Treasury and Resources:
Right. Okay.

Team Leader, Comprehensive Spending Review:
Already approved.

The Minister for Treasury and Resources:

Right. Then obviously we have £500,000 for redtmicg finance and that is it. The
Chief Minister's Department is proposing setting fupher E.U. (European Union)

engagement. From everything that | see, one ofbihgest risks for the Island is
market excess in the E.U. for financial servicege are absolutely kidding ourselves
if we do not think we have some pretty importangagement to be done in
awareness raising of what Jersey does. Quite &partthe issues | have, which are
being funded from carry forwards and some fiscahgius money is to deal with the

issue of Zero/Ten. We have a big issue about Zeroand engaging with Berlin,

Paris, Brussels.
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Senator S.C. Ferguson:
Will the euro zone still be there though? Who ke@w

The Minister for Treasury and Resources:

Even if it is not there there is an E.U. protedsbragenda of which we have to get
market access. | do not like at all Jersey usaby firms in Brussels. 1 think that is
absolutely the wrong thing to do for a self-govegiisland community.

Senator S.C. Ferguson:
That is one of the areas where ... were we notitgodt a joint ...

The Minister for Treasury and Resources:

We are, yes, that is what this is. We are doingirg office with Brussels. That is
exactly the right thing we should be doing; workilgsely with our colleagues in the
Isle of Man. You have to allow some flexibilitys my view, on growth. This is
pretty small but | accept that there has to be some

Senator S.C. Ferguson:

Yes, | think very often in the past in the F.S.Res have seen a tendency to wave a
shroud and say: “I must have more money” and thasebeen no evidence supporting
that.

The Minister for Treasury and Resources:
Well, that is for you to examine the Ministers tyghat. | have no doubt that there
are issues at Health. | have absolutely no doudt.a

Senator S.C. Ferguson:
It is not just Health, it is all of them, nearly af them.

The Minister for Treasury and Resources:

No, but there are real issues at Health which areggto require some pretty hard
long-term ... | mean, the rudderless Health Depamttnwhich | believe was in

existence for 10 years meant that there is an awfuf catching up in terms of our
understanding and awareness of what is going onlafa not underestimate the
problems that the Health Department have in the f@exyears. We have to be tough
with them but fair.

Senator S.C. Ferguson:
Well, it is not just Health obviously.

The Minister for Treasury and Resources:
But Health is the biggest consumer of money.

Senator S.C. Ferguson:
Yes. Do you consider that the C.S.R. has fittedicely to the resourcing objectives
in the strategic plan?

The Minister for Treasury and Resources:

Hope so. The C.S.R. is compatible with the scheethdt was set out under section B
of the resources plan, under Section C of the ressuframework identified how
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savings should be delivered and also the framewbthe C.S.R. process itself. The
financial forecast set out in the strategic plas been updated and forms the basis of
the C.S.R. target and so C.S.R. has updated thairmsexpenditure to improve
stability and control volatility by building in cdingencies for the first time,
realistically reflecting actual trends and expemdit So, | would say it was
absolutely in line.

[12:45]

Senator S.C. Ferguson:
The other thing is the accounts show a surplu6frillion.

The Minister for Treasury and Resources:
An increased surplus of £20 million?

Senator S.C. Ferguson:
Yes.

The Minister for Treasury and Resources:
Yes.

Senator S.C. Ferguson:
How are you going to stop people going out to sp&hd

The Minister for Treasury and Resources:

Well, they cannot spend it unless it is the Statgisobviously | am asking the States
to spend some of it and | was aware of that, omdrabove surplus, earlier than some
people and that gave me the confidence to bringaa the 118 request for bringing
forward the voluntary redundancy scheme; the fhett it would not make our
financial position worse than it is. So, | did regty that | had to lodge it and the
timing of it was a bit unfortunate. | am not sayinam spending the £20 million, but
it certainly means that we can put the up-front ...

Senator S.C. Ferguson:
You are spending 12 of it.

The Minister for Treasury and Resources:
Well, we can certainly put the up-front investmesquired to restructure and start the
restructuring of the manpower levels.

Deputy T.A. Vallois:
So, where is the remaining money going?

The Minister for Treasury and Resources:

It is sat nicely in the consolidated fund, untowtihg anybody, because it is only the
States that can spent it and | would just politelyind people that they should not be
under any illusion that because we ran a surplug7@f million in 2009 that that is
likely to reoccur. That was the last year of tbeporate tax regime prior to Zero/Ten.
There are statistics and statistics and damn $eshat you can do when you are
explaining them but effectively it does not take@mhevel student, G.C.S.E. (General
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Certificate of Secondary Education), whatever yall them these days, to work out
that we had £72 million surplus last year. We kritvat Zero/Ten is losing £100
million, so just on that basic analysis, and tlsanot the right analysis, there is a
structural problem. That is a far too simplistiayof explaining it.

Interim Treasurer of the States:
In reality the 118 request has been lodged andusélup most of that surplus.

The Minister for Treasury and Resources:
Yes.

Deputy T.A. Vallois:
Where would the money have come from if you hadhaat the surplus?

The Minister for Treasury and Resources:

We would have drawn down a consolidated fund ba&asuaicker but that is the
reason why | have a line in the sand that | ampnepared to put a deficit of more
than £50 million next year. | have some forwardjgctions on the balance of the
consolidated fund and the difficult thing | havesay to Members is that unless we
make these decisions the money runs out. It Eraple as that. The money on the
consolidated fund, if we do not deliver the £50 limil within 3 years we have
exhausted all of the stabilisation fund and thexhed of the consolidated fund goes
into deficit in 2013 and we cannot allow that tgopan. So, something has to break.
| will not take an allocation from the strategicseeve, which is my decision, and |
will not do it in order to plug a structural deficil will not do it. You will not have
me as Treasury Minister.

The Connétable of Grouville:
Why have you chosen the consolidated fund to bend#d rather than stabilisation?

The Minister for Treasury and Resources:
Well, the stabilisation fund is all allocated.idtall allocate this year and next year. It
IS gone.

The Connétable of Grouville:
So, we should start building that again surely?

The Minister for Treasury and Resources:
Absolutely.

The Connétable of Grouville:
Why does £6 million not go to stabilisation instedietonsolidated?

The Minister for Treasury and Resources:

Well, you could do some accounting stuff like thatt effectively if you know the
consolidated fund is likely to be zero by 2013upallocated zero ... there is a balance
in the consolidated fund. Hugh is not sitting ther the Treasury thinking: “There is
no more money in it.” There is a substantial be¢an

Senator S.C. Ferguson:
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| think on the page you have there it has the opebalance on 2010.

The Minister for Treasury and Resources:
Yes, the opening balance in 2010 is 53.

The Connétable of Grouville:
Consolidated fund?

The Minister for Treasury and Resources:
Yes. It does not really matter, to be honest.

The Connétable of Grouville:
| know. | was on Patrick’'s committee when we s@drtip the fund and we dipped(?)
in everywhere and dragged all the money out.

The Minister for Treasury and Resources:

Yes, | like the idea and intellectually it is thight thing to do and | went to the
hustings last night and heard former Deputy Ry&kimgacomplete responsibility for
everything that has been put into the economy andshresponsible for the fiscal
stimulus and all the rest of it.

The Connétable of Grouville:
He is also responsible for the College for Girls.

The Minister for Treasury and Resources:

Okay, fine, that is interesting. The fact is ig®od accounting. | do not descent from
it. It is the right thing to do, pigeonholing accaunt which you use in bad times is a
good thing to do. He did not create it. He did mat money in it.

Senator S.C. Ferguson:
The final question, and we are going private noiugda.

The Minister for Treasury and Resources:
Is there anything else you wanted to say abouCtBeR. or F.S.R.? No? Okay.

[End of Public Session]
[12:51]
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