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Deputy M.R. Higginsof St. Helier (Chairman):

Before we start, | was asked by Mike Dunn to explahy the earlier part of the
session was not open to the public. | will justtestagain that | asked them if they
would not come in as we were still formulating @uestion plan. Whatever we are
going to be asking will be coming out during thessen anyway and it was just to
enable us to get ready for the meeting. Ther@ikimg hidden about that. So that is
the reason why. | would like to welcome back thimister and the officers again for
a further session and it will be the last one. wi&owill just start off with normal
formalities and identify everybody for the basisloé transcript. | am Mike Higgins,
| am Chairman of the Economic Affairs Scrutiny Pane

Deputy C.F. Labey of Grouville:
Carolyn Labey, Deputy of Grouville, Vice Chair.

Deputy S. Pitman of St. Helier:
Deputy Shona Pitman.

Deputy D.J.A. Wimberley of St. Mary:
Daniel Wimberley, the Deputy of St. Mary.

Deputy G.P. Southern of St. Helier:
Deputy Geoff Southern of St. Helier.



Deputy M.R. Higgins:
Ray?

Mr. R. LaBrosse (Adviser):
Ray LaBrosse, Adviser to the panel.

Deputy M.R. Higgins:
We have 2 scrutiny officers, Tim Oldham and KeBieydens in attendance as well.
In fact | am going to ask Deputy Wimberley to stftthe questioning.

The Deputy of St. Mary:
So a general question first for the Minister.

Senator A.J.H. Maclean (Minister for Economic Development):
Sorry, just before starting, do you want us toadtrce ourselves or ...?

Deputy M.R. Higgins:
Certainly, | am getting ahead myself. Please do.

Senator A.J.H. Maclean:
Senator Alan Maclean, Minister for Economic Devehgnt.

Mr. M. De Forest-Brown (Director of International Finance):
| am Martin De Forest-Brown, Director of Internatad Finance.

Mr. J. Mews (Finance I ndustry Development):
James Mews, Finance Industry Development.

Deputy M.R. Higgins:
Thank you. Daniel.

The Deputy of St. Mary:

Yes, as | was saying, a general question to stah. wDo you think, and | am
addressing this to the Minister, that the worldoahking has changed since say the
beginning of the year and is continuing to change?

Senator A.J.H. Maclean:

| think the fundamental changes to the banking stijguaround the world, and this is
not relevant to Jersey specifically, changed drarally at the end of the last year,
2008, from September onwards. | suspect that thirfee continuous changes as we
go forward.

The Deputy of St. Mary:

That was the crisis phase, October and Novembersarmh, where everybody was
flying around in a flap and the bankers came to &od said: “We need a scheme.”
But have you seen evidence that ... you know, whgour overall take on what has
been happening since then in terms of the bankentpsas a whole?

Senator A.J.H. Maclean:



| think governments around the world are lookingyvelosely at banks and the way
in which they operate their businesses and proltlelynost relevant issue is that of
risk. There is a continual and ongoing assesswiethie risks involved to individual
banks and therefore governments’ views of that.

The Deputy of St. Mary:

Would you agree that there is a bigger change tlmnare implying in political
attitudes to the banking sector. | could quoteous pronouncements by people like
Lord Myners and Lord Turner. In no uncertain teitappears that the scenery has
changed. How much do you think it is changingly@al

Senator A.J.H. Maclean:

| am not quite sure the angle of your question.e fou trying to get me to put a
weighting on the change? Clearly there are ongahgnges as | have said,
governments are looking closely at banking sectortheir own jurisdictions and

collectively I think that is a process that will begoing.

The Deputy of St. Mary:
Yes, so in terms of the scheme, are you thinkireg the way it is set up at the
moment is likely to last or are you thinking: “Maybot”?

Senator A.J.H. Maclean:

If you are talking specifically now about a depositompensator scheme and the
proposed scheme, | think it is fair to say thatgalvernments are continually looking
at the schemes that are in place. You can seexémple, the Isle of Man is revising
its scheme and is proposing to have a new scherpéaae, or a revised scheme |
should say, within a matter of months. Guernséypduced a scheme, they were in a
position where they had to move relatively quickist year and they are continually
looking at revising and amending the scheme. hdbthink that is a particularly
surprising circumstance and | would imagine thatimg goes on schemes will have
to be revised.

The Deputy of St. Mary:
So you think that the emphasis on cost minimisatigght have to shift?

Senator A.J.H. Maclean:

| think all aspects of the scheme will have to aamtusly be revised to ensure that
jurisdictions that have schemes have schemes tbappropriate for that particular
jurisdiction and, most importantly, to meet at teasnimum international standards.

Deputy M.R. Higgins:
What do you understand by cost minimisation in toistext?

Senator A.J.H. Maclean:
The way in which the scheme is funded and, in paldr, the cost to either the sector
or the cost that will be relevant to the jurisdictiof the government, for example.

The Deputy of St. Mary:



It seems to us, | think, that the premise of tlsisesne is nobody is going to fail. The
banks in Jersey are not going to fail, no bankoisgto fail. That seems to us to be
the premise, would you stick by that?

Senator A.J.H. Maclean:

| think it is fair to say that you - when | say ‘yball jurisdictions - would look at the
profile of their banking sector when looking atcheme they are putting together. |
think in Jersey we believe that the risk of a fiadlis much lower than perhaps other
jurisdictions, particularly the larger ones, whénere are many more smaller banks
and consequently more operators and lower bankgsnd what have you, and there
is a higher risk. Jersey, we do not believe, hgmréicularly high risk. We have
never felt there is a significant likelihood ofalfire within Jersey.

Deputy M.R. Higgins:
Do you think, though, that our banking model ishwitt risk?

Senator A.J.H. Maclean:
| do not think any model is ever without risk.hlirtk there is a low risk.

The Deputy of St. Mary:
The model in Jersey is that it is all branches sugsidiaries and the parents are too
big to fail. Is that correct?

Senator A.J.H. Maclean:

| think there is a feeling, and it was played outhe time the banking crisis started
last year, that government stepped forward to sdppstemic banks and | think it
has been proven to date that governments are peefarsupport their systemic
banks.

The Deputy of St. Mary:
Do you notice any changes in the notion of a systdrank over the last couple of
months?

Senator A.J.H. Maclean:

Not specifically. | do not think that there is igelihood, but that could probably
change in the short term. There have been suggsstlearly that some of the larger
groups, governments, would like to see the banksgbleroken down into smaller
units. As | said, and | think this is a relevamin, there is every likelihood that
jurisdictions will have to continually look at seches and look at the potential of
updating them should matters change in any of tbasathat are relevant.

The Deputy of St. Mary:

Are you not boxed into a corner, though, in setuipgthe scheme in the way it has
been set up? What freedom have you got to chdrggeast allocations between the
public and the banks?

Senator A.J.H. Maclean:
| think in terms of the fundamentals of the schemken they have been set up, |
think it is right and appropriate ... we feel itright, certainly from the advice we have



taken in all respects that it is appropriate fosdg. | do not think we are boxed into a
corner at all.

Deputy M.R. Higgins:

Can you explain that a little bit further, why ythink the advice you received ... why
are you convinced that the scheme as structurdteibest for the Island in terms of
the funding model?

Senator A.J.H. Maclean:
For the reason | have said, it has taken into denation professional advice that we
have received.

Deputy M.R. Higgins:
Which professional advice sorry?

Senator A.J.H. Maclean:
Well, Oxera have given some good advice based enirformation they had
available on the structure of the banking indubgre.

Deputy M.R. Higgins:
But the scheme itself is not Oxera’s scheme, islitl®3 your scheme, it is Economic
Development’'s scheme. Not Oxera putting forwapadicular scheme?

Senator A.J.H. Maclean:
No, but they have advised on the basis of the sehtbat we have looked at, and the
advice seems to be supportive of what we are Igpkardo.

Deputy M.R. Higgins:

When you say it is supportive, can | just clarlijstagain. You say supportive, | have
got a question so | am going to come in early @ dhe, how honest and transparent
do you think the exercise has been with this sche8®you are saying, for example,

that Oxera have put forward supportive evidence smdn, how transparent and

honest is the scheme you put forward and the psogms have adopted?

Senator A.J.H. Maclean:

| am not sure what you are meaning by the questids.far as | am concerned the
process has been perfectly transparent. If youldvdike to elaborate on your
guestion?

Deputy M.R. Higgins:

Okay, for example, we are aware that Oxera chamgetl of their final report to
reflect requests from Jersey to downplay or to l@y-pertain aspects of the scheme.
Is that totally honest and transparent?

Senator A.J.H. Maclean:

| think Oxera respond and their advice is relevarthe information that is pertinent
to the jurisdiction in question, in this case Jgrséthink they were asked to clarify
various points but | do not believe there is amytthat is not transparent.

Deputy M.R. Higgins:



They were asked to emphasise or de-emphasise rcexsgiects of what is being
proposed to make it more acceptable.

Mr.J. Mews:
| think at this point it might be useful if you &akis to the particular points which you
are talking about so we can answer those one hy one

Deputy M.R. Higgins:
Okay, you wrote, | think it is 22nd May ... sorfygcause | am being asked for this |
am going to read out an email which was otherwis#idential.

Mr.J. Mews:
If the email is confidential do you think you shdeek permission ...

Deputy M.R. Higgins:

Well, you have asked me ... | am asking you in ganeerms whether the whole

process has been honest and transparent. If yoseaiding emails to Oxera asking
them to change the report to downplay certain dspdo up-play other aspects then
| do not see that as being totally honest and pamst. Now, if you want me to read
out what you have said, | am more than happy teadbut it means that we will bring

this into the public record.

Mr. J. Mews:

| am very happy for all emails which | have senpvided they do not impact on
anybody else’s confidentiality, to be placed on plblic record. | am fully happy
with the process and the transparency of it anti@fliscussions which have gone on
with Oxera and the basis behind this report.

Deputy M.R. Higgins:

Okay. Thank you. Just to run through ... that alassume applies to another email
that you sent on the question of openness andp@aagiscy when you were seeking
information so that a colleague of yours could dprinrward proposals on caps by
stealth, is that also correct?

Mr. J. Mews:
| do not recall any emails which | wrote stating tords “caps by stealth”. Perhaps
you would like to read out the phrase?

Deputy M.R. Higgins:

| shall, 1 will have to find it first but it is herand | can tell you it refers to an
Oxbridge colleague of yours who was a First in Mathd he said: “If you provide us
with some additional information ...” and then yetfer to caps and stealth. In fact, |
will get it out for you and we will show you befotlee end of the session.

Mr.J. Mews:
Please do.

Deputy M.R. Higgins:
So, in other words, what we have is ... certaim? instances anyway, it appears that
the process is being, to us anyway, less than hanedess than transparent.



Mr.J. Mews:
The very fact that we have sent you emails whi¢érr® how the report has changed
just shows how honest and transparent we have been.

Deputy M.R. Higgins:

| am sorry, we have had to drag a lot of this stwff of you. It was also, as we have
already discussed, confidential. So it is onlytiyh this discussion now that we can
get this out into the public arena. The otherghino ...

Senator A.J.H. Maclean:

Can | just add a point on that, Mr. Chairman? tAd# information that was requested
was supplied. There was a delay in some of itirglan particular to emails simply
because of data protection issues surrounding ®Biat.| think it is fair to say that you
have had all the details now of everything thatleen requested so | do not ...

Deputy M.R. Higgins:

We have not had everything that has been requesier: example, for example, is
the comments made banks with the data supplied. h&ive asked for that and we
have still not received it.

Senator A.J.H. Maclean:

To be fair, | have continually asked if all thearrhation ... | have written to you, Mr.
Chairman, directly and said if there is anythingttis not being supplied then | need
to know about it.

Deputy M.R. Higgins:
Okay, well 1 am drawing it to your attention nowpuwy can still supply that
information.

Mr. J. Mews:

We were asked that request on Friday or Thursdayichwl think Tim can
substantiate, and first he asked for the questiomméich went to banks. | explained
that was something which went from the Financial/i8es Commission and not from
my department but that | would look to see if | lsadopy. As soon as we looked and
we found we had something which we thought waditta information, we then sent

it across to Tim later the same day. | then gacmuest back later the same day - and
let us remember that we are talking about approtélp@ months since we first sent
information about the scheme to you - despite .that

Deputy M.R. Higgins:
When did you send the file, for example, of all tBmails and all the other
information that we asked for?

Mr. J. Mews:
The file? We have sent ...

Deputy M.R. Higgins:
The 4 files.



Mr. J. Mews:
The 4 files? 1 will have to go away and come bimckou on that.

Deputy M.R. Higgins:

This is 30th June. In addition to that those filesre classed as, as you have said,
confidential, virtually everything in it, and we Veasked for you to go through and
sift out because it is not all confidential. THere that has delayed our sort of
process as well. What | am saying is there ha®,bet¢hink, less than a candid
response to what we require. We have asked fornrdtion on other things, | accept,
we had some, albeit late. For example, we havedaBkth of you whether you have
file notes and minutes of meetings. Now, as pud#ivants we are absolutely amazed
that you have no file notes, no minutes of meetinigk the Jersey Bankers or other
people that you have discussed this programme wiiteyen Oxera.

Mr. J. Mews:
| sent those to you in July, Mike, | am sorry.

Deputy M.R. Higgins:
You sent a copy of 2 minutes, very late. Firsalbf when we asked you in hearing
before we were told categorically you had no fiides and you had no minutes.

Mr. J. Mews:
| do not think that is correct. Could you pleaster to the exact record of that?

Deputy M.R. Higgins:
Tim, do you have it?

Mr.J. Mews:

We sent you a meeting note of a meeting with tH&AJ. (Jersey Bankers’
Association) on 18th March, we sent you meetingesatf the meeting between
myself and Alex Taylor of the British Banking Assm@on on 23rd March, sent a
meeting note of myself and the F.S.C.S. (Finarealvices Compensation Scheme),
the U.K. (United Kingdom) scheme, on 30th Aprildaadso another note of a meeting
with the J.B.A. on 21st May. | do not think thaetfact that we sent these across
substantiates the allegation which you are making.

Deputy M.R. Higgins:

With respect, those requests were made early; tHiensent was made in an open
hearing that you did not have file notes and misiated it was only when it was put
out on radio that we were going to start naming emnf we did not get the
information we required, it is funny how they agds shortly afterwards. What |
would say, however ...

Mr. J. Mews:
That is incorrect and | would ask you to pull up #xact statement in the transcript.

Deputy M.R. Higgins:
Okay, while the officer is looking for that.

Deputy G.P. Southern:



Can | keep things going while we search throughnotés. The Minister, it seems to
me, is conflating 2 things when he talks aboutirsgtup of a D.C.S. (Depositor

Compensation Scheme) and the massive support ivesome governments, many
governments, to systemic banking. Is the comparikat should be made between
one D.C.S. and another D.C.S. rather than: “Oh thely will never fail because of

this massive support, billions of pounds that hasegnto the system”?

Senator A.J.H. Maclean:

In one respect you are right and that is somettilmg has been taken into
consideration. We have to look at all the facto@ne of the factors is obviously
about systemic banks, also looking at other juctsoins, particularly relevant
jurisdictions to ourselves, the sort of schemesttiey are putting place and how they
compare to what we are considering doing. So,y@sare right in that respect.

Deputy G.P. Southern:

Returning to Deputy Wimberley’s question or apptgdbat banking is changing and

one of those changes is that there is talk atstiaige of breaking up banks to ... not to
ensure that they cannot fail but to prevent thiguale: “We will take risks because

we are covered. No government will let us faillTo what extent does the current
D.C.S. accommodate those possible or potentialggsth

Senator A.J.H. Maclean:

| think what is important when developing a depmsgompensation scheme, we had
to look at the facts that were relevant at the tthed it was being developed. Yes,
there are suggestions that possibly governmenthtrboig looking to break up banks
and so on and so forth but we have to deal withr¢laéty of what we have got now.
Now, the second part is are you saying is thereaugmdlexibility to be able to
change? Yes, there is flexibility to be able tamfpe should we need to do so but we
believe that we have presented a scheme thaeiardl to jurisdictions such as Jersey
and specifically relevant to Jersey and Jerseying make up.

Deputy G.P. Southern:

Where does that flexibility exist? Because thar@ body you are setting up to run
the D.C.S. in the first place, it is an imaginaodi, one that can be called into action
at the drop of a hat.

Senator A.J.H. Maclean:

You would need to change the scheme fundamentathyld you not, if that was
required but we do not believe at this stage, Withinformation available, that there
is a need to do so. Martin, do you want to makerament on it.

Mr. M. De Forest-Brown:

| just think | would repeat what the Minister sdildat we would observe jurisdictions
changing their schemes as circumstances change hawée prepared a scheme that
meets the immediate requirements and we obviouslgm and have suggested that
there should be an annual review. There will beng of detail that will be able to be
changed other than by full legislation and fullyext that there will be future reviews
and changes as circumstances change.

Mr.J. Mews:



As much as possible, though, we did try to futwi@opit by speaking to people such
as the British scheme and also to the British Besk&ssociation to say: “What is
coming down the track and what do you really thesgoing to be changed for sure?”
We knew there was a number of consultations whiehevgoing on at the time and
part of that you can see in the fact that we trgnke the scheme generally as simple
as possible. For example, we have not had a mooEesetting off, which is
something which the British scheme said they wantmiove away from if they
possibly can because it just makes it very difficnlorder for a scheme to know if it
can pay out or not. So there are certain thingewive clearly looked at and said:
“Yes, we know for certain that is coming in andrdfere we will take those into
account as well.” But, as | am sure you are ali@wthere is also a huge amount of
change going on at the moment so we could not Iplggsiedict what a lot of that was
going to be.

Deputy G.P. Southern:

Can | just come back and take you on to the issW visited Guernsey and they
were talking about a year with real people and atiree board working on their

scheme and just developing something concrete aftigzar's work. They felt they

were finally on top of the system and had got sohe®. Yet we are setting up a
mythical body with no board, no chair, that cantecb deposits. Is there any
credibility in such a scheme? Have we got a ctedibheme?

Senator A.J.H. Maclean:

It is a very credible scheme. | do not think thisra problem at all. The decision was
taken to ensure a scheme that was fit for purddader the jurisdiction in question -
in other words Jersey - and by setting it up is thay we were also conscious that we
wanted to keep cost as low as possible. If thamilg be a bank failure then, of
course, the process will move forward, the boartl @ put in place. It is pre-
mandated, or will be pre-mandated, with approprigi®fessionals: lawyers,
accountants and so on, and the board will therohstituted.

Deputy G.P. Southern:

Congratulations for certainly producing a scheméctvils not expensive but whether
that balances with the due degree of credibilityhi@ scheme ... doing something on
the cheap does not make anything more credible.

Senator A.J.H. Maclean:
There is no suggestion, | might add, that it isedon the cheap, it is just done cost-
effectively. There is a difference.

Deputy G.P. Southern:
There is a difference in the form of words and e agree or disagree on that form
of words until the cows come home.

Mr. J. Mews:

| think one of the important things to note in thagard is that one of the reasons
Guernsey has been working hard over the last ywehecause they have introduced
risk-rating and one of the most difficult things fBuernsey to come up with was how
do you play that out? They have taken a year tdoghe bottom of how they want to

risk-rate their banks. Now, one of the advantagfeBaving more simple schemes,
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such as the one we have introduced is that youolo@ed to spend quite as long
working on some of the intricacies, the difficuitijghe complexities which is one of
the things which Guernsey has very much had to do.

Deputy S. Pitman:
You talk about they have just spent a year riskigaaind they have finally worked it
out?

Mr. J. Mews:
Yes, that is my understanding.

Deputy S. Pitman:

Because there are many jurisdictions now movingatd# ex-ante or hybrid, having
learnt their mistakes from having been exposed, wign ... | understand that
Guernsey is going towards this, if they have jastched a solution to their risk-rating,
why not Jersey?

Mr. J. Mews:
Shall | answer that or Martin?

Mr. M. De Forest-Brown:

| am happy to give a response to that. Risk-ratiage been seen to be an effective
way of grading banks in complex jurisdictions, céexpeconomies. | am sure your
adviser will have informed you or updated you abooiv that has worked to good
effect in other jurisdictions. | think we needlie careful of extending the complex
world of larger economies to Jersey where we dkintpabout a very small number
of banks, we are talking about a very large praporbf those with very minimal
retail exposure to the extent that the current mehelearly protects every bank up to
the seventh bank in terms of potential liability,tle sixth bank. So even at a fairly
modest level of scheme, certainly within the £68iom that is proposed to be funded
by the banks, all of our banks up to number 6 axeed. So therefore we are having
a very extensive debate arguably about what diitgrgisdictions around the world
should do. Having had discussions with your advde LaBrosse, | would totally
agree and endorse his view that many jurisdictiammsind the world need to look
more carefully at having different arrangementst thmoperly address the
circumstances that operate in those jurisdictiohere | think there is a danger, and
that is taking the infrastructure and complexitycessary for large jurisdictions
around the world and apply it to Jersey where we laavery simple jurisdiction ...

Deputy S. Pitman:
| was talking about Guernsey.

Mr. M. De Forest-Brown:

Sorry, this is a long-winded answer to your questidut the point is that Jersey’s
banks are such that a risk-rating ... it is verglear to what extent the risk-rating
would provide any additional benefit to the scheme.am happy to explore an
example. If you had a suggestion of how that mighto the benefit of the scheme |
am happy to explore that and discuss how it migittbe. So the answer to your
guestion is, the reason we do not and have noteegla risk-rating in Jersey is
because we do not think it is appropriate for teesdy situation. We looked at it

11



carefully, we discussed it with the banks, the Isawkre very clear that they would
fundamentally disagree on any risk-rating and tioeeeit would have taken a very
significant period to introduce that risk-ratingdgorobably unsuccessfully in the final
analysis.

The Deputy of Grouville:
Why is it not appropriate for Jersey? Could yoplax?

Mr. M. De Forest-Brown:

Quite simply because, as you are aware, a bantahed in Guernsey and the nature
of the banks in Guernsey are not the same as Jelseyersey we have systemic
banks or small banks without retail exposure. Uef@sey, as in the Isle of Man, they
have banks that have been found not to be systantichat have been found to be
risky and therefore they require a different mddela solution.

Deputy G.P. Southern:

We are in danger there, again, of conflating 2essuWe can keep a simple scheme,
we do not have to go into netting off, we do notvéhdo go into risk-rating, |
personally do not have an argument with that atkaekp it simple. The other half of
the question that was posed was about ex-post-antxor hybrid funding. So not
only have we got some real people, do we have labesd, do we have a real
chairman, do we have some real money there to ¢bese deposits? The fact is you
are going against the trend internationally forpest funding; is that the case,
Minister?

Mr. M. De Forest-Brown:

Exactly. It is the same answer - just to resptr@dause it is part of the same answer
- and the point that the panel keeps making is @gainst the trend of international.
Yes, | probably accept that. The point is you taking circumstances that are
fundamentally different, in different jurisdictionand saying because that is what
everybody else is doing let us close our eyes tatwhght be different circumstances
in Jersey. The circumstances are different inejerdn Jersey all of the banks are
easily supported or are systemic and we are r&adling at one or 2 banks right in
the middle which might require a degree of fundingherefore, what the panel is
proposing, and ultimately it is for the panel ahd House in due course to decide,
how much money should be applied, how much infuasiire should be established
for an extremely remote risk? One can make sin@tmlogies, should we have a
defence force here because there is a remotehaslsbmebody could evade us. One
is also making those judgments between ...

Deputy M.R. Higgins:

You do not believe there is a risk to Jersey baskshat you are saying essentially.
You believe that in our banks there is no risk?

Mr. M. De Forest-Brown:

| believe that the scheme that we have come up wilthbe sufficient to deal with
what | think will be a very extreme event.

Deputy G.P. Southern:

12



In terms of the competition going on for receivohgposits, you feel confident that the
scheme that you have come up with, no board, renéxfunding, et cetera, compares
favourably with our rivals and competitors elsevdterDo the banks think that is the
case?

Mr. M. De Forest-Brown:

In an offshore jurisdiction, yes. | think on thaldnce of attractiveness | think that the
Jersey proposition in the round ... so that isjusttthe scheme, it is more than just the
scheme, it is the actual banks we had and theliggadfithe economy and the quality
of our professionals. | think that the overall kage suggests that having a scheme,
as has been found in Guernsey - they simply anreslrac scheme without any
infrastructure in the first instance - just theywannouncement of a scheme gave the
retail customer that level of comfort that they ueed, that there was a statutory
backing for protection. My belief, personally,tigt a statutory backed scheme will
be sufficient to provide what is required in Jerfamyit to be competitive. If whoever
in due course believes that it is worth spendingtwdould be £1 million or more to
put an infrastructure in place then happy to hdat tebate and happy to explore
those options. | do not think ...

Deputy G.P. Southern:
£30 billion of deposit and we are quibbling abopersding £1 million perhaps in
order to make something substantive.

Deputy M.R. Higgins:
In fact your own figures for a board are £250,000.

Mr. M. De Forest-Brown:

That is ultimately for us, as a democracy, to deci@®ur proposals are that we do not
think that those costs are necessary and that ik that the ex-post scheme is
sufficient.

Deputy G.P. Southern:

Could I just ask the Minister, because we are mglkiow about the Minister's scheme
that he is going to be proposing not the officeasshieme, to add some words there
about ... again, | come back to this point aboedtlidyility and competition.

Senator A.J.H. Maclean:

The Minister clearly takes professional advice logse matters so when proposing his
scheme he takes all the appropriate professionat@that you would expect him to
take, as indeed you as a panel take professiomadeath make your considerations on
the matter. | am satisfied with the scheme asrapgsed. | am satisfied that it is
appropriate to Jersey as a jurisdiction and thatgets the requirements that we set
out that it was going to be a scheme that was gmirige simple to administer, it was
going to be a scheme that was going to be low4cottrms of administering. You
talked a moment ago, Deputy Southern, about thedéa board. Of course there is
no lack of a board, it was just the board would/adme into being should there be a
failure. We believe the risk of a failure is t.i3 not a question, as the Chairman
points out, that we think there is no risk, itust we think the risk in Jersey is very,
very low.
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Deputy G.P. Southern:

What we have heard in comparison with Guernsey, @egrnsey some time ago set
up a system and announced its system and onlyhpst 12 months later, has got
something | would say credible and active on tteugd. But we can do it just like

that, can we, in the event of a failure?

Senator A.J.H. Maclean:

| think we need to put that into perspective. tof all, Guernsey introduced a
scheme which had a significant amount of detait was still needed to be worked
out. We have just heard about the risk-rating,efcemple, which they are only just
getting to a stage where they are getting some fdrresult on. They had a scheme
which delivered the confidence that was necessartheEm, for their economy, at that
particular time, bearing in mind of course thatytivad a bank failure. They have a
very different make up to their banking industrgnking structure, than we do here in
the Island. We are fortunate we have not had &ibgrailure and we think the risk
is very, very low. Therefore we feel the schenmppsed is appropriate for the Island
to give the confidence most importantly to the econer and most importantly to
vulnerable people in that regard, and to the ingiutgelf.

Deputy G.P. Southern:
Back to the risk.

The Deputy of Grouville:
Oxera modelled what would happen with funding intaie markets, who came up
with the formula?

Mr. M. De Forest-Brown:
It depends what you mean by the formula.

The Deputy of Grouville:
The formula, there is £100 million cap, it is goitogcost 0.3 per cent and £50,000 is
going to be covered.

Mr. M. De Forest-Brown:

Ultimately the scheme that is there is the recondagon of the officers after the
discussions with Oxera and all other parties.

The Deputy of Grouville:
Which officers? Officers at E.D. (Economic Devetognt)?

Deputy M.R. Higgins:
Yourselves, for example.

Mr. M. De Forest-Brown:
Yes, yes, it was us.

Deputy M.R. Higgins:
The 2 of you in front of us are the main people¢hat correct?

Mr. M. De Forest-Brown:
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Yes, we will have proposed that scheme to other beesnwithin government, we
would have discussed it with the banks. Referfiagk to your comments about
meetings, the particular meetings that | had withiersey Bankers’ Association were
2 meetings where | went along and proposed thenseheSo, we tested them there,
we tested them with our colleagues in governmerit Wtumately they are the
recommendations of us as officers.

The Deputy of Grouville:
So you have come up with the formula. Why did you

Mr. J. Mews:

Sorry, it might be worth just going back a step;dese if you go back to last October,
November and December, what we can see is thabtdites adopted a proposition
that a U.K. type scheme should be put forward lgefbe House. So one of the first
things which we started doing, in deciding: “Whbhal we do?” is started from the
U.K. scheme with a £50,000 limit at that stage,clhad just been upped. So that
was very much the starting point and then we haeke that and we had to get the
data analysis back in order to say what could vier&f where could we go, what
could we do? Obviously a scheme is far more coxgeen a simplistic scheme like
our own, than simply what is the headline limithefe are many more factors which
go into it. A lot of those were then informed thetdata which came back from
Oxera and the report which Oxera gave to us asagelinked in with other specific
issues to do with competitiveness and the preasar@ of Jersey’s banking industry,
and a comparison with that and other jurisdictior®o | hope that gives a slightly
fuller answer in terms of the development before gk your next question.

The Deputy of Grouville:
So the officers decided on the formula, we havabdished that, who decided on the
split between the government and the banking img®st

Mr. M. De Forest-Brown:
That pops out of the solution. There was no toprdjudgment on that. If one ...

The Deputy of Grouville:
What do you mean “pops out of the solution?

Mr. M. De Forest-Brown:

| will explain. If you apply the .3 per cent torobianking deposits and add up what
that accumulates and then you add in the capswhdelt were necessary to maintain
our competitiveness with other jurisdictions. Themen you add up those numbers,
so here you are roughly £200 billion - or whatetrer number is - which is the core
base, times 0.3 per cent, equals X less ... adoitett across the banks, apply a £10
million cap, that takes a bit of the top for thésaks, what does that leave you with?
It comes up to £65 million. So that is the mathwas simply applying a U.K. rate
under the U.K. scheme, and we thought that wasogppte because we have such a
big presence of U.K. banks and it would be a gatshito have a consistent model,
applied that number, then thought: “Well, what de think is a reasonable cap?”
Guernsey has a £5 million cap. We were worriedbefhad an open-ended scheme
that we might seriously risk losing banks, our ma&amployers, to another jurisdiction
or they would transfer business there. So we ldatea cap, we chose £10 million,
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so double the cap in Guernsey, we applied thaaodpyhen you do that math it just
simply comes up with an answer of £65 million. that is step one. Then we
thought: “Okay, shall we have a £65 million schein&®e world looks at things very
simply and they look at us having £200 billion ameém having £100 billion or
whatever it is and say: “Hold on, how come theyehgot £100 million scheme and
they have got £100 billion and you have got £20ohiand you have only got a £65
million scheme, so that does not make any sensdl.’at In practice when you dig
down below and look at the nature of our depositt®eés make a bit of sense because
we have lots of very high balances so we havedbts our average balance on many
banks is £200,000 plus. D.C.S. schemes are nttidse, it is for the modest investor
or the modest depositor of £50,000. So if you Idotwn to below that and look at the
relevant deposits, the protected deposits, our ewsnlre broadly similar. The
difference is the headline rates on deposits. MNmhess we recognised that we work
in a world where people make simple high level judgts from the outside without
looking at the detail and so we thought it is incamable that Jersey could stand up
and say: “Well, we have got a £65 million schemdiew Guernsey have got £100
million scheme. Totally arbitrarily, at one degreee said we must have at least a
minimum scheme of £100 million. We could have séife should have a £200
million scheme” or something else.

Deputy M.R. Higgins:
Which the Isle of Man has. You did not adopt thra¢, you chose Guernsey.

Mr. M. De Forest-Brown:

We thought the £100 million scheme was ... we thow@g£65 million scheme was
appropriate but we recognised that we live in aldv@nd see Guernsey as our
immediate competitors, we do not really see theeslawel of competitive threat from
the Isle of Man, it is just too cold there, banksmibt want to go out there.

Deputy M.R. Higgins:
Although the deposits that you said earlier weawilgg the Island actually went to the
Isle of Man and onshore.

Mr. M. De Forest-Brown:

The deposit moving, of which there is no definitidata, was being effected by a
number of things. People moving between banksatsulthere was a big Irish player
as well. But that is a separate issue from thé iremediate competition that we
always feel from Guernsey. So we were looking wvanch at having a competitive
scheme with Guernsey and having a scheme that doskasible compared to
Guernsey. Again, all of these things are debataplé | welcome this line of
guestioning because | think here we get into thstsunce of it. Rather than worrying
about how we got there, the key thing is when yawehgot a scheme on the table let
us say whether we like the scheme or not and thiensl debate the elements of the
scheme and whether they are right or wrong. S&1@® million was arrived at as a
proposal, it met the kind of combined balance yihty to think we need more money,
we need a bigger scheme than £65 million, howesergnising that has got to come
from somewhere, and if it does not come from thekbahen obviously it has got to
come from government. We did not want a £200 arillscheme which would
immediately put the government on the hook for £b38ion, so it was simply
chosen £100 million. We thought that was an apatplevel.
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Deputy G.P. Southern:

Then you have got a fundamental political decisibaut who has the liability and the
Minister presumably is accepting that there will beliability to the Jersey
Government, to the taxpayer, despite the factwhen we were discussing with the
U.K. about where does the liability lie they werery clear in their D.C.S. that the
liability lies with the banks. This is a cost ajidg business in the U.K. and separate
from the massive support for the whole institutjoieir D.C.S. will be paid for by
the industry. They are very clear, so why are wtinmy a liability on the Jersey
Government. It is a ministerial question. It @y decision. If you choose arbitrarily
£100 million you end up with a liability. Selltd me.

Senator A.J.H. Maclean:
Yes. Let us be fair about this and let us be sgalabout this. The first tranche of the
money, should there be a bank failure, is goinigetanet by the banks.

Deputy M.R. Higgins:

Let us just make that also clear initially theiadipayout will come from government

because of the current problems, so in other wibrdsa separate issue. That £100
million could come out of the strategic reservgpaty the money upfront before the
money is recovered from the banks.

Senator A.J.H. Maclean:

Yes, from a cash flow perspective absolutely rigiut in terms of risk, the first
tranche, it is certainly the banks that are goméutfil that. The risk to the taxpayer,
if you like, is the £30 million should there be @astrophic banking failure, and here
we are talking about multiple bank failures nott jassingle bank failure. Would we
ever get to the stage where we may need some d@3®enillion and that is the bit
that needs to be put ...

Deputy M.R. Higgins:

Is that correct because Landsbanki Guernsey, thedavas £120 million on that
bank so therefore we would hit the cap anyway,lteks, if they were paying out
they would have paid out £65 million and the Statelld have automatically been in
for the next £35 million.

Mr. J. Mews:
That is a very simplistic way of looking at it besa ...

Deputy G.P. Southern:
Depositors may well look at things very simplisliga

Mr. M. De Forest-Brown:

If you look at our banks and if you go through tfaa you will see that the only place
that we get into the £100 million above the £63iomlis at bank 5 and above. So we
keep having these debates around kind of theoretwecepts. What we should be
debating is about what happens for banks one toABe can talk about complex

economies, we can talk about pre-funding, we shbaldhaving a debate about what
scheme have we got in place and is it appropratednks one to 5? That is really ...
we are expending an awful lot of energy on thisikiseb to 47 are all covered by the
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£65 million, by the money. We chose £100 millitet,us be absolutely clear about
this, simply because it would have been extreméficdlt to explain going out with
a headline scheme that is less than Guernsey. dlld bave very, very simply had a
£65 million scheme and then, as in every othesgliciion, to the extent that there
was ever a liability that was beyond £65 millionawldo you think would happen?
Just as in every other jurisdiction, although ihdg statutorily stated, the government
comes in and supports. Deputy Southern said theatiearly the scheme’s obligation
to bail everybody out but the fact of the matteitisot within their ability. It is
because the numbers simply do not add up so thierefbat happens is the U.K.
Government, the French Government, the German, Ut (United States),
governments around the world have stepped in aniled that being crystallised
because then you would crystallise and discoventhia would have to be recovering
from the banks for the next 50 to 100 years scefbee they support them.

Deputy M.R. Higgins:
Which is the case.

Mr. M. De Forest-Brown:

So therefore they support them. So therefore vengtbu have that particular liability
enshrined in statute or whether it is going tolm¥eé anyway if and when the remote
event happens is kind of arbitrary. We just feltaaheadline we could not go out to
the world and say: “We have got a smaller scherae Ghuernsey.” It just would not
make sense to them.

Deputy M.R. Higgins:
Okay, why did you, though, for example, cap theesoh at 5 years? So, in other
words, maximum liability of any bank that is £10loin or £5 million ...

Mr. M. De Forest-Brown:
Because that is what Guernsey have done.

Deputy M.R. Higgins:
Guernsey are the only jurisdiction that has doag this unique.

Mr. M. De Forest-Brown:

| know. You have got to start from premise thatave looking for a scheme that is
sufficient and that satisfies the public’'s desoed scheme. We have come up with a
scheme that satisfies the customer desire to $tgwe you got a scheme?” “Yes, we
have got a scheme?” Is that scheme credible? , Weblvers every bank up to bank
6. So the only banks where there are some diffisalies are really banks one to 4,
which are the top 4 U.Kclearers. | am really not trying to confuse ofar.me, and
the reason why | am so comfortable supporting shiseeme is | just think it is a very
sensible solution to the circumstances we facéhink there is always going to be
other angles. | think there is always going toebements of a problem with any
scheme. This is arguably the least worst scheme.

Deputy G.P. Southern:

Can | go back to the formula because | think it lddae good to go back to Carolyn’s
guestion of the formula.
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Deputy M.R. Higgins:
Let us hear the Minister first and then Daniel.

Senator A.J.H. Maclean:

| just want to raise one point that has not be&artanto consideration with this and
in particular the risk to the public purse and £#3® million that you are referring to.
That is recoveries from banks. Right back to theyel990s with B.C.C.I. (Bank of
Credit and Commerce Internationglou saw 75 per cent recoveries, typically they
have been around that rate and certainly for Kangtland Landsbanki they are
predicted to be that rate or higher. So that fagst be taken into consideration as
well.

Deputy M.R. Higgins:
We will come back to recoveries because we haveesssaes with that shortly.

The Deputy of St. Mary:

Going back to the formula, because | think thatmportant and you said it was nice
to talk about the formula, what serious thought wweto the 0.3 per cent? How much
serious thought went into it?

Mr. M. De Forest-Brown:

A lot of serious thought and the pressure that wéirttd from the banks here all the
time, and you see this in many formats, is a ddsitey and keep things as simple as
possible recognising they are multi jurisdictiosehemes, they are U.K. businesses or
they U.K./Guernsey/Jersey businesses. So theghasgs trying to get us to do thing
that are the same between Jersey and Guernseg satte between Jersey and U.K.
Now, the 0.3 per cent is what operated in the UMe could have had a 0.5 scheme,
we could have had a 0.7 scheme, we could have Bat scheme. We looked at the
options and it was one that we had operating ifklie, it came to a number that we
thought - having looked at the data - covered, lanill keep repeating this, every
single bank up to and including bank 6. So angwttumber would not really have
changed much. To the extent that any other numineld have been different it
would have simply given you additional bank fundhednies that are not required in
most eventualities. So let us quote some numbenes bank number 6, and this best
illustrates Jersey, total deposits in bank numhe£5%¥5 million. Those that are
covered by ...

Mr. J. Mews:
Sorry, Martin, that is the cost.

Mr. M. De Forest-Brown:

Sorry, that is the cost. The total D.C.S. cos#®&58,000 is £575 million. The balance
of deposits is much bigger. However, once you yappicoveries, the normal
recoveries, even low level recoveries, the actaat ander the scheme will come out
at about £40 million, £30 million. So this is bankmber 5. So on that basis we
could have come up with a scheme that said: “Wetllus forget everything else, let
us just make sure we are covered up to bank nufiltee 4 U.K. clearers will stand
by our assumption that they are covered by the Wdd<er, the U.K. support for
systemic banks which is what the scheme is basedrmhsay: “Okay, let us have a
£40 million scheme because that covers every slvah in Jersey.”
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The Deputy of Grouville:
Then government would not have had to put in anghi

Mr. M. De Forest-Brown:

In theory, yes. But the point is what we have disnge have ... | am not going to use
words that | think are inappropriate but hopeftifig panel can hear what | am saying.
We thought that it was inconceivable to have a mehthat was less than Guernsey.
So we needed to announce a scheme that was of irsievel to Guernsey,
notwithstanding that we do not need the bulk of 80 million. Notwithstanding
the fact that we do not need some of the £65 millio

The Deputy of Grouville:
Is it not the case that government should be sedretinvesting or a party to this
scheme to be able to sell it to the outside world?

Mr. M. De Forest-Brown:

Absolutely, and | think there are real benefits government appearing to be a
statutory contributor to this. | think it says wake our finance industry seriously, it
shows that we are fully supportive and it getsth# benefits of the headline of

marketing this scheme to the outside world. Waalear, when you look below it, is

that the monies that the government are thereaodsteady to ... are not needed
except in the case of a failure of banks one to 5.

Deputy M.R. Higgins:

Okay, we hear what you are saying about that bgaina the whole point is
government are expected to put in up to £35 millioder the scheme as it is at the
present time. If you did not bring in that 5 yeestriction, the 5 year cap effectively,
then the banks could repay that money so theredMoelino government liability in
terms of risk to government. There could stillgmyernment liquidity ...

Mr. M. De Forest-Brown:

You are absolutely right, we could change the s&htmask the banks to pay more.
Clearly that is an option. However, we are lookatgur competitive position. We

are faced with a position where in Guernsey bam&dacing a £5 million or 5 year

cap, that is a competitive landscape.

Deputy G.P. Southern:
Uniquely a 5 year cap. In the whole of the resthef world nobody else has got a 5
year cap?

Mr. M. De Forest-Brown:
That is absolutely correct.

Deputy G.P. Southern:
But we are going down that line?

Mr. M. De Forest-Brown:

That is absolutely correct, but then if you ...re try and think of a good example.
If you are a business that is part of a duopolgrdahare 2 businesses out there, you
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have one eye ... | am sure Mr. LaBrosse here wi#hcbmmercial background will
absolutely confirm that with a duopoly you permaheobserve what is your key
competitor doing. It is just the nature of the ganYes, totally agree that the rest of
the world is not doing it, however Guernsey has rs@vdown a benchmark and it
says: “This is what our scheme is.” We must giga wndvice as officers to say how
do we best compete to ensure the long-term heabrafinance industry. We think
that putting in a scheme that makes us manifesitponpetitive with Guernsey would
be like financial suicide. 1 think you would abstly be right in taking us off at the
knees if we put forward such a scheme. So we hhsgelutely kept our eye very,
very, very firmly on the Guernsey scheme.

Deputy M.R. Higgins:

In fact all the way through it appears to us tiet scheme is not really designed to
protect depositors, it is designed to protect Jésseompetitive position against
Guernsey.

Mr. M. De Forest-Brown:
Both. Absolutely both. Absolutely both.

Deputy M.R. Higgins:
Sorry, virtually all the evidence we hear: competit competitive, competitive.

Mr. M. De Forest-Brown:

No, no, no, if you look at the detail our schemepsarts every single bank up to
number 6, it totally supports depositors in thadcgp The other banks are all banks
that would not be effectively covered in their owauntries, the U.K., Canada,
wherever they are. They are banks that would reqovernment support in the case
of a failure. So we are no different from any otjuisdiction in the world. We are
relying on major governments like the U.K. and Ginaupporting our top 5 banks.
So our scheme is totally targeted at depositorausit ensures that we have enough
money in it to cover the deposits that are requinedo bank 6. Now, in that case it is
quite sufficient for us to have a £40 million scleenThat would be it. End of, we do
not need any more. So we are only interestedvimga scheme ... we only need, for
proper protection of our depositors, a £40 millecheme or thereabouts. Let us
assume you have 2 banks failing at the same tim#esefore you might need a bit
more. So we have got £65 million. Then, okay, ye&s are always about marketing
Jersey, that is the nature of the beast. We aragreently working in an extremely
competitive environment where we are always competifor business.
Fundamentally we know how important finance ishis jurisdiction so we need to
support it and make our proposition to finance @gdgas possible at all times. The
other elements of the scheme all take into accthaitcompetitive landscape having
put the depositors first and ensured that we havésgsufficient to cover them.

The Deputy of Grouville:
So it could be a 40/60 scheme, it could be a 65¢B&me, equally it could be a 90/10
per cent scheme?

Mr. M. De Forest-Brown:

Yes. As long as you were prepared to take thercapsions of trying to charge banks
more and makes us fundamentally uncompetitive.
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The Deputy of St. Mary:

Okay, | will rephrase the question. | asked yowhmuch serious thought had gone
into the 0.3 per cent as the key, the startingtpoiore or less of your formula. You
said there was a lot of pressure from the banksdtto be kept as simple as possible
and we had to do things the same as the U.K. Buitber occasions you bang the
drum saying Jersey is unigue, we are uniquely jpostl, et cetera, et cetera. | just
do not see how much study there has been of altezado 0.3 per cent because that
conditions all the rest.

Mr. M. De Forest-Brown:
But it does not, it does not, because if you to@kSascheme ...

Deputy M.R. Higgins:
Which the industry indicated early on would be atable.

The Deputy of St. Mary:
For example, if you took a 0.5 per cent scheme.

Mr. M. De Forest-Brown:
If you took a 0.5 per cent scheme and ran the nwrtheough | think you would find
that we were uncompetitive against Guernsey.

The Deputy of St. Mary:
Uncompetitive. What do you mean exactly by uncaitipe? Spell it out.

Mr. M. De Forest-Brown:
Well, the margin. It would be easier to book defsas Guernsey rather than Jersey.

The Deputy of St. Mary:
No, no ...

Mr. M. De Forest-Brown:
Okay, so some money comes in ...

The Deputy of St. Mary:
If the depositor protection is the same why isuddenly more ... explain this notion
of competition.

Mr. M. De Forest-Brown:

If you are being charged at 0.5 per cent for edcbffdeposits, if you are a bank and
you can put it in Jersey at 0.5 per cent and faaedeposit charge, potential deposit
charge, or you can put it in another jurisdictionene it has a lower deposit charge
you would more likely, all other things being equalt it in the other jurisdiction.

The Deputy of St. Mary:
As a customer?

Mr. M. De Forest-Brown:
No, no, no, no as the bank. The bank can boalep®sits in different jurisdictions.
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Deputy M.R. Higgins:
So we have got a lowest common denominator appriachr protection scheme?

Mr. M. De Forest-Brown:

What we are taking is a difficult set of circumstas and trying to put the depositors
first for all reasonable eventualities and thenueng that, as part of this, we

permanently keep an eye on - and what | thinkge@d example of how Jersey has
been so effective in securing such a successfainéia industry - things and not
shooting ourselves in the foot by coming up witingis that are going to make us
uncompetitive versus other jurisdictions.

Deputy M.R. Higgins:

Is it not the case because we have become so tramrthe financial industry,
accounting for so much of G.V.A. (Gross Value Addddat really we have no
alternative but to constantly make sure that thekbao not move away. So in other
words if they threaten to move away because somelseas offering a cheaper ...

Mr. M. De Forest-Brown:

That is a political question, | do not have an arswMy job is to try and ensure the
long-term health ... that is why | am Director afdrnational Finance, so that is my
role.

Deputy M.R. Higgins:

| understand that, | would like the Minister to aes it. So basically it appears that
because we are so beholden to the finance indunsthys Island for employment, for
the income it is generating in terms of providihg taxes and everything else, that we
have constantly got to listen to the banks andhefytsay: “It is cheaper there your
scheme has to be comparable to, if not cheapeerwite we are going to move
away”, is that not the case?

Senator A.J.H. Maclean:

Mr. Chairman, it is about balance. It is aboutabak, we have to look at all the
factors as we were saying earlier on. We haveottsider how we best deliver
appropriate protection for depositors but we havelearly listen to what the banks
have to say. Yes, it is both, it is all these gisin We have to ensure that we get the
right balance to ensure the long-term sustainglulitthe finance industry for all the
reasons you have just highlighted: employment,,jtdos revenue and so on. But we
have to ensure that we meet the necessary stanegpested internationally and,
naturally, expected locally to protect local depmsi. This is really all about ... in
terms of protection for local depositors it is abthe vulnerable, those that are going
to be most affected by the loss of £50,000 whichhisre the ...

Deputy M.R. Higgins:

Ray, do you want to come in? Sorry, before Raysdae have had a request about
filming the session and | should have put it to yawlier. Do you have any problems
with the session being filmed?

Senator A.J.H. Maclean:
Yes. We would have had to have prior notice. Irexhprepared to allow it to occur.
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Mr. R. LaBrosse:

| guess it is not appropriate for me to ask theier a question, but | would like to
open an area for discussion perhaps with the offic€ertainly we would agree that
the financial exposures of deposit insurers arédrigiow than they have ever been
before, and one of the key elements in ensuring effiectiveness of a deposit
protection system is one where the public fully ensthnds the nature of the ongoing
benefits; its benefits and limitations. | guessréhis a couple of things that occurred
to me in reviewing the documentation, one relatedtite whole area of public
awareness and the steps that would be embodiegl ithéine proposals to inform the
public about the benefits and limitations, and secahe area of the operational
readiness of the system to be able to make payoutke timeframes that were
envisaged in the regulations, just in terms of geihle to do a 7-day payout, from my
experience, would be fairly ambitious, there is aoegime anywhere | have seen that
can get to that point that quickly, other than tlglo an amalgamation of institutions
over the course of a weekend or some kind of meligerthat. Based on my
experience in Canada, the payouts, in the bestljp@ssf circumstances, could be
only about one week, and they have some 40-somtyéags of experience with
payouts and 43 failed financial institutions, andrennormally it is closer to about 5
weeks, and | know that this is an area that has bessussed in Europe as to what is
an appropriate timeframe. So perhaps the paneldnike some elaboration on the
public awareness elements as well as the payoabdaies.

Mr. M. De Forest-Brown:

Well | think the first thing is to say that thereasva very clear demand for having a
scheme on the books as soon as possible, full-stbpat is what Guernsey has
responded to and put out an announcement thatheg a scheme and allowed
themselves to have a scheme. Obviously, once Wwéogide position of having a
scheme, then we will look very clearly at what wancdo in the way of
communicating that, but fundamentally that is dotenthe banks to communicate
what level of coverage their scheme has. But wk @bviously look, where
appropriate, to sort of best practice in that ar&arry, can you remind me of the
second part of ...

Deputy M.R. Higgins:

Can | just speak, sorry, before we go on to thersg¢gart of the question, let me just
go back to that again, about the public awarensgscd The I.M.F. (International
Monetary Fund) have already indicated they wilbb@eging out a scheme, there must
be publication of public awareness attitudes, sotlrer words people must know the
limitations of the scheme, the extent of coverage $0 on, they have made that quite
clear. | might also say, in private discussiora thhave had with the Michael Foote
team, they have also emphasised that if we hav&aDthe public awareness side of
it must be almost paramount, telling people ofaéktent, coverage and limitations of
the scheme. So | am surprised, you have had the data that we have had, that you
have not put more emphasis into that. Can youagxpéhy you have not?

Mr. M. De Forest-Brown:
We do not have a scheme yet.

Deputy M.R. Higgins:
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But you could have put provision into the regulatiand everything else about, for
example, saying that, one, the banks or the bdsetf should be publicising this and
SO on.

Mr. M. De Forest-Brown:

| think what the understanding is, is that, asid sthe first step here is to get a scheme
in place and Guernsey managed to do that virtualgrnight. We are still debating
ours 9 months on. Once we have a scheme, andetagnised, and we have told the
panel on previous occasions that we recognisentbdtave a significant further piece
of work to do, to look at the detail of how we witlanage and implement the scheme.

Deputy M.R. Higgins:
Is Guernsey’s scheme, when it came out, was itdildle scheme?

Mr. M. De Forest-Brown:

It seemed to do the job in that the banks advisatithey were ... the customers said:
“Do you have a scheme?” and they answered that llagya scheme and that the
number of customer inquiries and transfer of dapabiopped off.

Deputy M.R. Higgins:

When we are talking about credible, we are lookah@ different things here. You
are saying basically there was a scheme in plac®lved the problem, depositors
were saying: “Have you got a scheme?” “Yes.” “Ae going to put our money
there.” But would the scheme have worked? Froratwbu are saying, they are still
10 months down the road and they are still worlongt, so the answer is it would
not have been a credible scheme, it would not hari&ed.

Mr. M. De Forest-Brown:

| do not know, that is for them to answer, but theywe a 100 million scheme in
place, they have a statutory ... they have a law ghys that you have a 100 million
scheme. | think ... whether that works for alltieéir banks or each of their banks, I
do not know. The fact is, they have a scheme aceylwhich has statutory backing,
so the customer can take some comfort that thef®(smillion scheme out there.

Deputy G.P. Southern:

Again | come back to, and has a real board, whiat Wworked on, for example,

[.LA.D.l. (International Association of Deposit Ieus) core principle 12, getting the
information out there, what is covered and whatds covered, so that the depositor
clearly knows the position.

Mr. M. De Forest-Brown:

| come back to my previous point, which is we tigtaiccept that there is more work
to be done in this area. Our desire was to geharse out as soon as possible. They
have been doing that since they have had theinseloait.

Deputy M.R. Higgins:

But, again, what we are looking at here is theibikty. Almost what you are saying
is, let us get a scheme, no matter what, whetheoriks or not, whether there are lots
of things to be fixed or not, let us get it outrhso, in the world, people think Jersey
has a scheme and they take comfort in that, whéthanrks or not, get a scheme.
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Mr. M. De Forest-Brown:
All'l can say is that Guernsey introduced a schestie a significant amount of work
outstanding and they have been working on thaastsas they are able since.

Deputy M.R. Higgins:
Who is going to work on our scheme, because wenwillhave a chair and we will
not have a board?

Mr. M. De Forest-Brown:

There is a Project Officer that is going to focus @ping exactly this and to put
forward proposals on whether it remains a board wauld be appointed in the
extreme event of a failure, or alternative modeis,that is still to be debated.

Deputy M.R. Higgins:
Would it not be more credible if the board was ¢hand doing the work?

Mr. M. De Forest-Brown:

That is the debate to be had, the point is, wgustesimply trying to get a scheme out,
and we are getting ... the cost of not having &) we are continuing to debate all
of these issues, and we are putting off gettinghee in place. If we could get the
scheme in place we could get on and focus our resswn that second part of the
element.

The Deputy of Grouville:

| think we would accept that, but, given we onlyt gee files on 30th June, 2 weeks
before the States tabled this, we might be furtern the line if we had got things
sooner. | wanted to speak about ...

Mr. J. Mews:

Sorry, Carolyn, there is just a couple of thingsnirthe previous questions, which |
should add in, which are sort of technical thinghjch may be helpful for the panel
to be aware of. One of the questions was abouligpatvareness and one of the
important things there is that there are conditiplased on the banks as to what they
must inform people who bank with them, and thasasnething that is set out in
J.F.S.C. (Jersey Financial Services Commissiong€ofl Practice. That is one of the
things, which the banks have asked the Commissimat they intend to be putting on
those. So there is going to be a piece done tedethe requirement is not ... the
appropriate place is not for that to be in theswéthe scheme here, but the J.F.S.C.
had indicated that the appropriate place is inGbdes of Practice, and Mark Sumner
has indicated that is the sort of thing he is gdmmge looking at going forwards, so |
thought that would be quite useful to add to thegba

The Deputy of Grouville:

Okay, what | wanted to speak about was that thastéinhas already confirmed that
the sort of ultimate concern was really the soppefsioner, if you like, with their life
savings, to cover them. But banking business beee, 90 per cent is export and 10
per cent is local. So, given that, why were srbaliness ... why are small businesses
excluded from this scheme? So this scheme isdlbsmovering 90 per cent export,
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so can you talk me through why small local busiessare excluded from this
scheme?

Senator A.J.H. Maclean:
It was not a question of excluding ... a conscidession to ...

The Deputy of Grouville:
Well, they are not covered.

Senator A.J.H. Maclean:

No, they are not covered, but just to make the tpthiat they were not consciously
excluded per se. Itis a complex area. Therdas af work to be done with regard to
definition of small business, and who in fact wobklcovered, but | think the reality
is, if you consider where the risk lies and the engkof the small business sector in
the Island, the feeling was that, certainly in ithigal stages, that you would find that
businesses can make alternative arrangements teupplus deposits, for example,
that a small business might have, into a directadsme or a private individual's

name. So there are ways of mitigating any risk.

Deputy M.R. Higgins:
Let us explore that a little bit further. Firstdaforemost, you say ... when did you
decide that you were not going to include smalifess, first of all?

Senator A.J.H. Maclean:

There was no conscious decision not to include thewas just the question that we
needed to look for a scheme that we could get, wleatould introduce, as we have
explained before, that was going to be simple tmiatster, and certainly there is a
great deal of complexity surrounding the issuéhefihtroduction of ...

Deputy S. Pitman:

With respect, in the last hearing with yourseltesas said that, if we asked the small
businesses whether they wanted to be includeceis¢heme, they would say no, and
you based that decision, so ...

Senator A.J.H. Maclean:
The small businesses said yes, but you decidetbrintlude them, and that was the
statement.

Deputy S. Pitman:
The other point | wanted to ask is, why has theadepent not got a definition of what
a small business is?

The Deputy of Grouville:
How does the Chamber of Commerce define small basih

Senator A.J.H. Maclean:

No, it is not a definition with regard to what aahbusiness is, but what is involved
within a small business if you were going to pay tma small business within a
scheme.
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Deputy M.R. Higgins:
Expand.

Senator A.J.H. Maclean:

Well, you could have, for example, different setupthin a small business in terms
of directors’ shares, small businesses can chaheé, structure changes over the
passage of time, how do you deal with that. Theee lots of different elements
within the small business sector that is more clittito define and ...

Deputy M.R. Higgins:

The U.K. for example, under companies law, hasdifenition of a small business,
and it is based on a definition of a certain legklturnover, a certain number of
employees, and there is a third category, and uf get 2 out of 3 you are a small
business. Now, simply, if the U.K. have got a gatg, even the Isle of Man have got
a category for small business, they protect smairtesses, in their case to £20,000.
Now, going back to this, | do not expect the Islamdhat is too complex, it has been
done elsewhere. Now, the other thing is that, frtve very beginning, small
businesses were not really considered. We haeadirheard what Deputy Pitman
said, that in evidence previously we were told koew what they wanted, you did
not bother consulting with them, you knew they dat want a scheme, they wanted
maximum cover and you decided not to include theédow, in addition to that, no
data was gathered, although Oxera were askingdta dn small businesses and so
on, no data was gathered; no attempt was made tteergdé. There were no
discussions with the small business community. iSather words, from the very
beginning, you have excluded small businesseshas ¢orrect? That is what it
appears to be from the evidence we have seen.

Mr. M. De Forest-Brown:

We were looking at it from the other end of theesebpe, if you want to view it like
that, the most important thing, as far as we wereerned, was to ensure that we got
a credible scheme in and we were able to delivierthe timeframe that we wanted to
do so, and by doing that we wanted to keep it agplsi as we possibly could, and
obviously a scheme, as we have heard, with regardGuernsey and other
jurisdictions, schemes do change and they do evadviéme goes on, and there are
opportunities in the future to look at the potentiar the introduction small
businesses. | should also add, if I may, thatodl yook at the makeup of small
businesses in the Island, you will have a significaumber of, for example, sole
traders. That would not be an issue because aéedhey would have their deposits
held in private names.

Deputy M.R. Higgins:
Up to £50,000 only.

Mr. M. De Forest-Brown:
Yes, which would be relevant to most small busiegss

Deputy M.R. Higgins:

Now, a business, | think it is 75 per cent of alisimesses in the Island have 5
employees or less, and if they are not covered therdamage to the Island and to
individuals is as great, if the business is noteced, as an individual losing his
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money. So, in other words, | own a business, dealy find that the money that |
have in the bank, the bank goes down, | do not hatess to that money, | cannot get
access to liquidity from the bank, | am going tolgove to let all my employees go
because quite simply | cannot afford wages. Scefbee what we are saying is, the
scheme should at least cover small and mediumperges, trading ones.

The Deputy of Grouville:
| was going to ask, what do you think has a greatgsact on our economy,
somebody that holds an offshore deposit here aradl $usiness?

Mr. M. De Forest-Brown:
They all have different impacts on the economy rtyeayou cannot draw a
comparison between the 2, both are important fikeréint reasons.

Deputy M.R. Higgins:
Okay, but what about the small business commuritugh, do you accept our
arguments?

Mr. M. De Forest-Brown:
| have been very clear on that, | have absolutelydoubt whatsoever that foreign
deposits have the biggest impact on this economy.

Deputy M.R. Higgins:
Okay, going back to the small ...

Mr. M. De Forest-Brown:
So much so that the Island is almost, whateves, 50 to 75 per cent of the economy
is dependent on those foreign uses of the finaooeamy.

The Deputy of Grouville:
But the point is, they are covered. In this schémeg are covered.

Mr. M. De Forest-Brown:
Yes.

The Deputy of Grouville:
Yes, but small businesses are not that can squw$ort of 5 people out of work if
they are not covered.

Mr. M. De Forest-Brown:

| agree, but, as always, in any scheme, one htekéoa decision on how much cost
one can absorb versus the benefits, | mean thheisature of the game in all cases,
and so that is a debate, yes.

Deputy M.R. Higgins:

What you are saying as well is, for example, yausaying that we need to obviously
protect the deposits of individuals from overseasvall as within the Island, because
obviously we depend on so much money coming inrddgland and again the banking
industry.
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Mr. M. De Forest-Brown:
Yes.

Deputy M.R. Higgins:

But equally, within the Island, we do depend on Itimasiness to a great extent, and
if those small businesses fail because of a banldihgre, we are in serious trouble
within this Island.

The Deputy of St. Mary:
Can | ask a pointed question, which is ...

Deputy M.R. Higgins:
Do you accept that? Sorry, do you accept that?

Mr. M. De Forest-Brown:

| think there would be a very sensible debate tbdmkabout what would the numbers
look like, in terms of defining small businessesl avhat is the level of cover that is

required. That is a fairly significant task and were focused on getting a scheme
out, which met the retail depositors as soon asiples Guernsey did theirs overnight
and did not cover small businesses.

Deputy M.R. Higgins:
The truth of the matter was you wanted a schemektyuin for marketing purposes to
prevent an outflow of funds to other jurisdictions.

Senator A.J.H. Maclean:

That is one factor | should point out, it is nog thnly factor, you also have to bear in

mind that, with small businesses, they are goingawe their deposits with the large

retail banks, you are talking about the top 4 othose are the ones, the systemic
banks that we feel are a lower risk, so thereriskaissue here.

Deputy M.R. Higgins:
We will come back to the issue of the leading baarid the risk with them later on.

Mr. J. Mews:

There is a very, very difficult piece here, | megou spoke to David Warr, for

example, and, Carolyn, | believe you asked him lgow define a small business, and
he said: “That is a good 64 million dollar questiont is not an easy question to
resolve in the context of a particular jurisdictiand it would require a huge amount
of work.

Mr. M. De Forest-Brown:

| do not think we have ... all we have done is \@eehproposed a retail scheme, as of
now, and we have said that the scheme will ... lmarupgraded with you, there is
always the opportunity to look at variations gofogvard. |If it is felt that there is a
sufficient case to look again at, or look at smhiisinesses, my anecdotal
understanding of it was that the biggest chunkhef @économy was ... the relevant
economy to this was sole traders who have thetyldi keep their deposits in their
own name. There is a separate issue, which iggdmgond that, and looking at small
incorporated businesses with more than one emplolyéteis felt that requires further
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work then | think we should look at that and thenitdn due course, have that debate
if that is felt to be needed ... felt to be a gtjor For us, the priority was to get a
scheme in place while, whatever the phrase is,entnibblems were happening. We
needed to be responsive and get something in. rtunfately | think that, as a
jurisdiction, we have let ourselves down in thathva@e been unable to do that.

The Deputy of Grouville:
So you want to go ahead with that then, do youetle a case there to look at that
area?

Senator A.J.H. Maclean:

We certainly need to look, have a greater undedgtgrof the risks associated in that
area and what it looks like. As we pointed ou},9@all businesses operating within
the Island are going to have their banks deposits rgtail banks, which are in the
top 4 or 5. Therisk is a lot lower. A lot of edfaders ...

Deputy M.R. Higgins:

With respect, on the risk, the I.M.F. report itskighlights the vulnerability of the
Island to, among others, the clearers and othetseirJ.K. and saying for example
the upstreaming of assets from Jersey, if the payets into trouble, and we do not
know what the British Government will do in the dte, because the world has
changed, and therefore we could find ourselves witime problems that we have
banks in the Island with very little in the way a$sets and we are going to be
carrying the can because the U.K. will not be bgilbut depositors in this Island. So
the I.M.F. is highlighting problems that we couété and saying that we have to have
contingency plans and so on. Just going backisaother point, just carrying on for a
moment, if we go on to other areas of coverageyo not think, and | have
mentioned it to you before, and | know ... | thipéu tried to mention that it was
investment products, there is a public policy chseprotecting deposits of people
who are saving for the future in terms of pensid@@&cause we know that we have an
aging population, we know that pensions are not sdr coping for it, and
governments around the world are encouraging pgopdave more. Now, they can
be in the form of investment products, which woualat be covered, but there are
schemes that have various deposit or savings slpéanships to help people make
provision for their pensions. Should that not deacovered?

Mr. M. De Forest-Brown:

Personally, in terms of putting forward the schetreg | propose, | think that there
are a number of areas that we would continue tdoexver time if people thought
that there was enough of a case for them.

Deputy M.R. Higgins:

Would you like to expand on that? What else do see then that you thought could
be relevant?

Mr. M. De Forest-Brown:

| was worried about getting out a scheme as quieklypossible that met what the
needs were at the time. | think we are confusimggs@es here ...

Deputy M.R. Higgins:
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What we are coming to, as the scheme was beingdewed, going back to October,
at a time of financial meltdown worldwide, and tgdhe driving force was trying to
protect the banking industry here to stop an owtfdd funds, is that not correct?

Mr. M. De Forest-Brown:
That was ...

Deputy M.R. Higgins:
That was the driving ... get a scheme in, no maitteat it is, get the scheme in.

Mr. M. De Forest-Brown:

| am sure that was a very significant part of tlsifoon, and that remains the case
today. The banks have told their customers, erseydlat their understanding is that
the scheme is coming in shortly. | think we haweegy severe risk of being highly

embarrassed as a jurisdiction, to the detrimenheffinance industry, if we are seen
to be unable to deliver on important matters iresrof need.

The Deputy of St. Mary:

Can | come to that question, because we seem takieg about that a fair bit, the ...
we need the scheme on the books as soon as podsiide we are 9 months on
implying that it is something to do with the delgyartly due to the panel, and then
earlier you talked about the reality, or somebaoaliked about the reality we have
now. We look at the facts when the scheme is beéawgloped, and it just worries me
that the whole thing has been completed reactind, also when you look at the
Bankers’ Association, what they have told ... nat, the Bankers’ Association, sorry,
Alison --

Mr. M. De Forest-Brown:
Alison McFadyen, Standard Chartered.

The Deputy of St. Mary:

She described the thought processes within theshamkl they literally seem to have
a timeframe of 2 months, and ... for that proposal] | just wonder about this

guestion of dealing with the future in a timely Ham and whether ... where the
responsibility lies for this rush, because the risshehind a lot of the problems, you
know, we do not have time to look at things, weehtvparachute people in, this poor
guy has to be hired, just like that, and so on,iahds all been a rush, has it not? You
have said yourselves that it has been a rush,hedugrocess, you could not consult
properly, you could not talk to anybody that was adanker because you did not
have time.

Martin de Forest Brown:
So your question is?

The Deputy of St. Mary:

The question is ... what is the questiojRaughter] The question is about this
business of looking at the reality now and you saging that the reality is not
changing, we can only deal with the reality nowt that is the very attitude, would
you not agree, that is the attitude that has gontasthis rush in the first place? We
could have had this scheme 5 years ago.
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Mr. M. De Forest-Brown:

Absolutely we could have had the scheme 5 years adwre is always ... | mean
there is always remarkable opportunities for highsi Here we are, having been
though one of the worst economic crises ever, amthave not had a banking failure,
which possibly, you could argue, was a demonstmatd the soundness of the
previous policy not to have a scheme and spendlleoma year running it for no
benefit. | mean those are the debates we havavie, live have been ... the world has
been taken by surprise by this economic crisis, waild have liked to have
responded to it more quickly in terms of providemgcheme, we are where we are. |
think as each week and month goes by, we are fugthbarrassed as a jurisdiction on
our inability to respond to difficult circumstancaomptly.

Deputy M.R. Higgins:

Well in fact, on that, there is only one delay efieely, and obviously there was a
difference of opinion between the Minister and eluss as to whether we should
have been consulted much earlier on when we askbd.t Had we been, we would

not probably be in the delay when we got to 141ly ttudebate it. As it is, the panel

is doing its review over the summer period to gotlgh it and explore these issues.
It could have been explored much earlier if thead heen a more co-operative way of
doing it.

Mr. M. De Forest-Brown:

| might add, | do not think there is a lack of qmeoation, certainly on our behalf, and
| certainly feel, looking at the chronology, thatand we have had a debate on this
and | suggest we do not spend too long on it at ¥e did and were willing to
provide information at a much earlier stage, irt fae invited the panel to meet with
us and explore the basis of the scheme long b#ierdates that have been quoted.

Deputy M.R. Higgins:

We spoke to the department in February and we askedxample, details of the
Oxera scheme and so. We were basically fobbearadfsaid there was not really
anything going on. We find in March we are consglton a draft law with the
industry, which we obtain a copy, an early copyrfrthe industry. Now, that is not
co-operation. We understand that you had to sbtteoresponsible for work in
progress, but we are not trying to interfere withttprocess, but, for example, the
early Oxera report, you had one in February, yali dr@other one in March. All that
information could have been supplied to the panejite us the background reading
to enable us to go forward, and the same as gdttings on 30th June and a lot of
detail and expect us to respond within 2 weekglisulous. So it is not an argument,
| am just making a statement, | am just going Béeit at that. The point is made.
However, let us move on.

The Deputy of Grouville:
Have we finished on these ...

Deputy G.P. Southern:
Can | come in on coverage?

Deputy M.R. Higgins:
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Go on coverage, we are still on coverage, yes.

Deputy G.P. Southern:

The exception that small businesses are not indlislaot | think legitimate, but |
note that you cover charities, charitable trusts,trasts, in the scheme, and in
particular special purpose vehicles that go undemtame of trusts. Granite comes to
mind.

Mr. M. De Forest-Brown:
They are not included.

Deputy M.R. Higgins:
How do you define charities?

Deputy G.P. Southern:
How do you distinguish between them? Charitahlstsr and charities, how do you
distinguish?

Mr. J. Mews:

There is a difference between the 2. Let us gbeédaw and look at it. If you would

like to turn to the Banking Business Regulatiohsnight be quite helpful to look at

it: “Charity means a corporation, association asty the income from the property of
which is exempt from income tax by virtue of Arecl15A(aa) or (ab) of the Income
Tax (Jersey) Law 1961.” So would you like me tplai what that means further?

Deputy M.R. Higgins:
Yes, please carry on.

Mr. J. Mews:

What that means is that charitable trusts, whieéaso proper charities, which are
registered as such under the Income Tax Law, arered, but those which are not,
are not covered. Therefore, that is the reasondbimething that has a charitable
longstop is not covered.

Deputy M.R. Higgins:
Explain the charitable longstop.

Mr. M. De Forest-Brown:
Special purpose vehicles that the Deputy was afgto, that sort of investment.

Deputy M.R. Higgins:

So, if you have, for example, a charity that isiget.. a charitable trust that is set up
and says the beneficiary is going to be St. Johmbuance, but that the trustees have
the power to change the beneficiary, as they ditlagre are many corporate vehicles
are fronting, using a charity as a front and saytng for charitable purposes, the
charity do not even know for a start that their par® being used, and also the
beneficiary is to be changed before the thing s giofinalised. Are they covered by
the definition?

Mr.J. Mews:
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| think the situation is, if you have a proper dtyait is covered, if it is not a proper
charity it is not covered.

Deputy G.P. Southern:

Income tax ... the Comptroller of Income Tax haselhis work on this and he knows
what is what. He knows that definition and he pas a list of, these are genuine
charitable trusts and these are longstop charitald¢és, does he?

Mr. J. Mews:

Yes, | am sure many of you sit and give your tinenegously on the board of
charities and other things like that here in Jeradwyat happens is that the Comptroller
of Income Tax does indeed write to the charity aridrms them whether they are in
or out, and that is something which, for examphe, Association of Jersey Charities
requests, and is given to them. There is a meshmafor determining this. This did
go to the Controller of Income Tax and was discdsgi¢h him.

The Deputy of St. Mary:
So that is the method, you literally have thewghin Income Tax and that is applied
to the relevant deposit.

Mr. J. Mews:
Exactly.

The Deputy of Grouville:

Could | talk about upstreaming now, a subject s not been covered. How do we
know that our banks over here are not sort of moilo that all their deposits have
been upstreamed? Have we got ... you know, iflihak goes, we in effect become
the creditor, do we not? So could you talk usulgiothe upstreaming and if there is
some sort of mechanism in place to either avoid tlappening, so we are not a
creditor, because if we are a creditor there i®laibsly no way you can go on the 7-
day thing.

Deputy M.R. Higgins:

Sorry, let me clarify the point. What we are sgyihere is, obviously banks in Jersey
largely are deposit-type organisations, they &e & money box. Money is coming
in from abroad, placed on deposit, and we know ftbe business model we have,
most of that money is going up to the parent agdjm the |I.M.F. highlighted this
too, again the risk ... the risk associated witht tils not without risk, merely safer
when the parents are safe, because you know tkapdkents will look after the
subsidiary, so if the parents themselves are inbtey if the money has been
upstreamed, then there may be no assets in timel Iskre, for example when it comes
to the recovery if the bank fails. So you are gmihg to get any help from the parent
because they are in trouble, there are no asselsrgey because they have been
upstreamed, and therefore we are talking aboutett@veries, we are not going to get
the level of recoveries we would expect. Nownd also an example of that, | know
it is an investment bank, but an example of that i@hman Brothers who siphoned
money from all their branches and subsidiaries radtailne world to the head office
and they still went down and they are hollow shattsund the world, which are going
to take many, many years to try and unravel fronrmaalvency point of view, and the
recoveries are probably going to be very low.
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The Deputy of Grouville:
My question was ...

Mr. M. De Forest-Brown:

Just a small point in your question, which causedsome concern, and that was, |
think you were suggesting that there might be alld@nk collapse out with the
health of the parent, is that what you were sugug?t

Deputy M.R. Higgins:
No, we can come to that in a second.

Mr. M. De Forest-Brown:

But you said in your point, you said something liéthere was a local collapse and
there are no assets here in the Island then youdwioave a problem in your
recoveries.”

Deputy M.R. Higgins:

Okay, let us look, there are 2 different aspecthi® there is one where the parent is
in trouble and the money has been upstreamed tpatent, and if that bank goes
down then the chances are you are not going todlengy a recovery here, are you,
because the money has gone?

Deputy G.P. Southern:
Question mark.

Deputy M.R. Higgins:
Okay ...

Mr. M. De Forest-Brown:

Yes, absolutely, the money is not here, it has gmmewhere else, very clear, yes,
there is no bricks and mortar or there is no pileoney in the bank. The money has
gone to the parent, it is an intercompany debt;ithhow the world of finance works,
money goes around the world.

The Deputy of Grouville:
How will that work to pay out the pensioner then0f0007?

Mr. J. Mews:

It is the rule of law, it is the basic laws, whiglsolvency laws apply in different
countries and monies are made to other countries.

Mr. M. De Forest-Brown:

The way you have seen it operate with Landsban#ti @hers, that over time they
work to retain their recoveries through the proaddaw.

Deputy M.R. Higgins:
Some, maybe, over a long period of time.

Mr. M. De Forest-Brown:
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Yes, and that is the purpose of the pre-fundindpridge that gap until that money is
recovered, but the evidence is that the recovanesery high.

Mr.J. Mews:

| mean, perhaps you might ask your expert aboythl@sause when he met with us
earlier he talked about level of recoveries in rimé¢ional banking failures. Now,
B.C.C.I. World, across the whole thing, had recmseof 75 to 80 per cent and that is

Deputy M.R. Higgins:
How many years did it take?

Mr. J. Mews:
Well, the time is not important, to be perfectlynlest.

Deputy M.R. Higgins:

It is. Itis. If we have £100 million of governmeliquidities being paid out to fund
this scheme, then it is the government and theatgepthat is waiting for that money
to come back, and it could take 10 or 20 years.

Mr. M. De Forest-Brown:

It could, but that is the nature of the beast thatare dealing with. Yes, money has
gone and we will recover it. There is a lot of espnce out there about what happens
in bank recoveries but ultimately whatever would weuld be the case, and that is
the liability that we need to pre-fund that.

Mr. J. Mews:
That is no different to any scheme worldwide.

Mr. R. LaBrosse:

There is no real science in recoveries on banks féib around the world, and
recovery rates vary considerably from one caséd¢oother, because one thing you
know is the value of the liability, but you do nkatow the value of the asset, and
whether you can do what you need to do with thetassget it back. | guess | was
surprised when | looked at this that the compeasatream has not been designated
as a liquidator or a receiver in order to proteet government in terms of going after
assets and recovering what best they can in whatéweimstances they are dealing
with. Most jurisdictions around the world now dr@ving separate regimes for failure
of banks because of the special nature of theatassd liabilities and ... so | am not
familiar with how it would work here in States adrdey, how that would work, but
timeliness is a very important issue when it cotoagcoveries and more information
that the deposit protection arrangement has ahketh®, the more quickly can they
get at the assets and the better the recovery rate€Sanada we changed the mandate
of our deposit insurer back in 1987 and our logsew to that were 51 cents on the
dollar. After we changed and gave it a more pigaahandate, our recoveries were
... our losses were only 11 cents on the dollaiif stade a significant difference in
terms of what we could do. Fortunately we havehaat a failure since 1996 but we
have not sat and not reviewed our processes foveeg, so on the technical point in
the States of Jersey, what organisation would begeld with responsibility to go and
recover assets in a failed institution?
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Mr.J. Mews:

The normal thing that happens is that the Visc@ets involved and | believe you
have spoken to the Viscount and he has spokemgthl@bout the methods which he
would use, therefore | am not sure that there yspmint me adding to that, he is the
expert in Jersey on that.

Deputy M.R. Higgins:

Would the viscount be involved if it was the paraiito failed? If the bank was in
Jersey, a Jersey subsidiary, then the Viscountdvbelinvolved. If it is the parent
that has gone down, and money has been, let ussagixample, upstreamed to the
parent, and we are trying to recover money, whesponsible for ... for example we
know the depositors are supposed to be being p#idising government money to
help with the liquidity situation, and then theaghts have been subrogated but who is
looking after the government money that has be&h gat and making sure we get it
back? Are we devolving that to the Depositor Congad¢ion Board, or what?

Mr. J. Mews:

The board has subrogated rights and therefore dlaedbhas rights to go directly
against the institutions. Now, obviously, if yoteaalking about an international
situation, that is a problem that all depositor pemsation schemes face, and any
creditor in an international insolvency faces thme difficulty, and fortunately, much
as we in Jersey would like to write the rules ftites countries around the world, we
cannot do that because that is ultra vires, weaddhave the power to go outside our
own boundaries, so we can do everything that wedoarwhich is what Jersey law
permits us to do, but we cannot do anything othantthat, and that is really the
beauty of everything, which Ray has been working with the International
Association of Deposit Insurers and the worldwideufns, which are being set up to
work on exactly these very issues, because thesglabal problems, these are not
Jersey problems, they are problems which we neesdlte across the world together.

Deputy M.R. Higgins:

We acknowledge that, but what we are saying incefi that if it is ... remember
Jersey by and large is a host country, we do ne¢ lmaur own home-grown banks.
They are abroad, it has failed.

Mr. M. De Forest-Brown:
So by and large; completely ... no home banks.

Deputy M.R. Higgins:
| thought we had one. | thought the British Bariklee Middle East was Jersey. |
might add, the 1.M.F. report states 12.

Mr. M. De Forest-Brown:
Not home banks.

Deputy M.R. Higgins:
They are talking about banks that are ... we ardttme regulator for.

Mr. M. De Forest-Brown:
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Yes, sorry, there are some of them for which wehinige the home regulator, but we
do not have any home banks with retail deposits.

Deputy M.R. Higgins:
Okay, butis it 12 or is it one or what?

Mr. M. De Forest-Brown:
| do not recognise the numbers, | would have to ...

Deputy G.P. Southern:
Is the question, are there ways of minimising ask,ris that the question, Ray, or
would there be another question that is better?

Mr. R. LaBrosse:

No, I think that is a good question, Deputy, beeansminimising exposure to losses,
there are different kinds of deposit organisatiansund the world, as you know,
those that are pay box, those that are risk-mimm@® are loss-minimiser type
systems. This particular system looks more of s labsorbing thing, with then
running after, later on, to try and recover debtg bne can. In the meantime, there is
a commitment that payouts would be made in a vieoytgeriod of time, so it seems
to expose the government quite a bit in that kihglcenario. | fully support and agree
with you on the point of having the government Isack to the system, because that
makes it more credible, but it is also exposing tis& to the government of its
support that there is very few ways in which tlsab@ing managed that | can see from
reading the regulations.

Mr. M. De Forest-Brown:
Yes, and my question would be, what is proposedtatwlse might we do?

The Deputy of Grouville:
Well, | was going to ask, should we have some kihchechanism in place or ask the
banks to put a mechanism in place whereby theyplaliged to keep a certain amount
of assets here if they ...

Mr. M. De Forest-Brown:

Can you explain what that might look like? So veedthis cash, what would you do
with it?

The Deputy of St. Mary:

The question surely is to you, are there ways a@fimmsing our risk? It is not for us
to ...

Mr. M. De Forest-Brown:
We will come back to that one, but just answer thisstion, because this is ...

Deputy M.R. Higgins:
No, I will ask ... I will ask the question hereysg no.

Deputy G.P. Southern:
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No, you are not going to answer the question, t#reygoing the answer the question.
The question is, what does the scheme do?

Mr. M. De Forest-Brown:

We cannot keep assets ... | think there is an staleding issue here. What would
those assets here look like? There is nowherettthe assets, that is why the money
goes on, that is why these banks are here in tbepiiace. What would you do with
the money?

The Deputy of Grouville:
They are here because they do not have to keets dsse.

Mr. M. De Forest-Brown:
They are here to collect money and pass it to fhaents, that is why they are here.

The Deputy of Grouville:
So what do the parents do with it?

Mr. M. De Forest-Brown:
They invest it, so they go and invest it as partttedir overall balance sheet of
investments.

Deputy G.P. Southern:
In a nice safe way.

Mr. M. De Forest-Brown:
No, not necessarily, mostly in risky sub-prime rgages it appears.

The Deputy of Grouville:
My question to you was, are you going to put a madm in place to try and keep
some form of assets here, whether it be investirige stock exchange or whatever?

Mr. M. De Forest-Brown:

The answer is no, because the very existence anhtuel here, the reason many of
the banks are here, is to collect money so that tdam pass it upstream to their
parents. If we said ... it is like having a cammfacturer in here and us telling them:
“Sorry, you have to start making cheese.” They iquobably say: “On balance, we
do cars, we do not do cheese, so we are goingte.le So the banking model here is
to collect those monies and upstream them.

The Deputy of Grouville:
Okay, so the probability is, if the bank went undeer here, then we would be the
creditor.

Mr. M. De Forest-Brown:
Absolutely.

The Deputy of Grouville:

So therefore we have this shell of a bank, we lagecteditor, it could be years and
years before the depositors get their money bachuse we are the creditor.
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Mr. M. De Forest-Brown:

In the case where it is an issue, we are talkirmythe full U.K. clearance, so in that
case | would expect them to be progressing witlowvey and payment of monies
fairly promptly, | mean subject to the limitationa their ability to do so. It is not as
if we have upstreamed that to a bank that we thioogght either be a particular
difficult bank or difficult jurisdiction where theule of law was suspect. Most of our
upstream deposits are to U.K. clearers.

The Deputy of Grouville:
So the worst case scenario would be that we woald..bthe taxpayer would be
stumping up this 65 million for an indefinite petio

Mr. M. De Forest-Brown:
As cash, yes, until that money has been reimbuisedthat is the case anywhere
around the world that operates the scheme.

Deputy M.R. Higgins:

There is one other thing that is unique to theasitin here. Because Jersey is located
where it is, outside the European Union, outside Huropean Economic Area,
outside the United States and Canada, that no deposmpensation scheme in those
countries where the parents are located will pay raoney to depositors in Jersey.
So the scheme that we have has to be funded lpbalbause we are not going to get
any help from anybody else. Is that not correct?

Mr. M. De Forest-Brown:
That is correct, yes.

Mr. J. Mews:

Each scheme pays for people who deposit with a lrarkat jurisdiction. So, for
example, if you have a bank in the U.K. and somgliw an account in the U.K., it
is the U.K. scheme that operates. If it is in dgrand somebody has an account in
Jersey then it is the Jersey scheme that is opeedti If somebody has an account in
the U.S., if you have an account in the U.S., thenthe U.S. scheme that comes into
play. The U.K. scheme would not pay out U.K. @hg who bank in the U.S.

Mr. M. De Forest-Brown:
There is a slight exception. There is a slightegtion to that,

Deputy M.R. Higgins:

Sorry, let us go back, there is a difference whitttbecause there is, for example, the
parent bank in Germany will pay out under the Gerseheme and it may be topped
up if there is a difference in the U.K. schemebsth the German government would
be paying out money to depositors in German bahisy are in the E.U. (European
Union) or in the E.E.A. (European Environment Aggnand if that was not up to the
U.K. levels they may have also brought in and tdppp in the U.K., so there is
money coming from the parent countries. In ouecHere is none.

Mr.J. Mews:
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Can we delve into that a little bit more? So yoe saying, if there is an investor
based in which country, with a deposit in which lkgarould you just explain that a bit
more SO we can examine ...

Deputy M.R. Higgins:

| am not going to explain it to you. The factwge are not covered by the schemes
that are in Europe whereby both the parent cowarid/the ... let us say for example it
is Britain and Germany, there is a top-up schenwslwed, and you can receive

money. You need not put into the regulations of sicheme, but if money is received

by the depositor from another source that monel véldeducted from any money

that will be paid out in Jersey, and really thafatse, because there is no money
coming in from any other source.

Mr. J. Mews:
If you look at the Irish scheme, the Irish basicalhy they will protect people no
matter where the depositors are based, no matimrevthe branch or subsidiary is.

Deputy M.R. Higgins:
Look at it closely, look at the regulations closely

Mr. J. Mews:

So that is why we are dealing with that in the tagons, but if you look at all the
other schemes, we do not expect there to be aasactton, because you do not have
this trans-national, trans-branch or subsidiargjdto the way they are set up, so with
due respect, | do not quite follow what the impiiocas of the question are on the
scheme.

Deputy M.R. Higgins:
The bottom line is we are on our own. It is thesdg scheme that will be funding
depositors.

Mr. M. De Forest-Brown:
That is correct. There is no debate about it. t Thaorrect and the only exception ...
and the reason there is some wording is becaudadhealo offer additional benefits.

Deputy G.P. Southern:
In the U.K. ...

Mr. M. De Forest-Brown:
We presume otherwise. We are not reliant on that.

Deputy G.P. Southern:

There is a clear distinction, as anywhere, betwegat the administrator is recovering
on behalf of the shareholders and what the D.G.&ttempting to do on behalf of
depositors. There is a conflict there because#uple being served are necessarily
different and the U.K. has had to make specialngements with the receivers in
order that the D.C.S. gets its claim in. They hal® - in order to be able to respond
quickly - had to tell the banks: “We would like yoo process information to us in
this format so that we can understand and respaoruklyg.” Is that still a problem
with us? Can we get information? Can the D.CIsemit is set up and operating get
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hold of that rapid information? Is its place clgadefined, in terms of
shareholder/depositor and who is claiming what?

Mr.J. Mews:

Well, in terms of shareholders and depositors tfierdnce between those 2 is clearly
a matter for law. The law sets out the different®.terms of if you are referring to
the insolvency situation and who would have pnorighareholders come at the
bottom of the pile and creditors come before treretolders.

Deputy M.R. Higgins:
But depositors are not at the top of the pile hey?

Mr. J. Mews:

In our scheme depositors are not at the top ofpilee no, just like in most of the
jurisdictions. There is another piece of work -iethwe did not put in these
regulations because of the fact that they are adigmls and which we could not put in
regulations - is to adjust our insolvency law atiterefore, to put depositors on a
priority footing to other creditors who could claegainst the scheme. We discussed
that and that is an ongoing piece of work. Becafsihe nature of that we would
have had to get Privy Council approval in ordeddathat, so we would probably have
delayed another 9 months before that could come in.

Deputy M.R. Higgins:
A gquestion on that for the Minister here. The Fvhave recommended that we have
a separate banking solvency regime. Are you gtmriying one in?

Mr. M. De Forest-Brown:
They are looking at that and they will bring proglssback --

Deputy M.R. Higgins:
Yes, the Minister is supposed to be ...

Mr. M. De Forest-Brown:
Yes, he may not have been aware of the situation.

Deputy G.P. Southern:
The question was to the Minister, please.

Deputy M.R. Higgins:
Sorry, if you can please reply to that. Okay, so gre going to look at it?

Deputy M.R. Higgins:
Carolyn, you were going to say something?

The Deputy of Grouville:
Yes, with the scheme James is talking about arposads being considered to give
local depositors priority?

Mr. J. Mews:
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One of the things which Oxera have stressed im tkeort is the fact that it is rather
parochial to think purely about local depositorsd,aparticularly, if you have an
international business model, which is very muctatnlersey has. So therefore, you
should either look at depositors as a whole oratatepositors and | am sure that is
something which your expert would confirm to you térms of the way schemes are
being set up across the world. There is no bregattawn saying: “Well, let us protect
our own.” We should be working together globafiyorder to deal with the problems
which we face.

The Deputy of Grouville:

But given our own 10 per cent of the market ang80cent are export, and it is the
Jersey taxpayer being the backstop in this schehoeild we not give priority to local
depositors. Is there not a moral obligation there?

Mr. J. Mews:

There is a serious piece of work which needs tddre looking at whether we should
give priority to depositors, | believe. Now thabwid then be broken down. You
could break that down into the subset of foreigpas#ors and local depositors. That
is not something which we did for this becausd, lzsve said, we would have had to
bring in a primary law which would have taken fanger to be approved. The fact of
this, as it stands, is we have brought in regutationder the banking business law,
coupled with triennials which only last for 3 yeangich is a very obscure principle
which is not invoked much. That was because tinkibg business law did not create
the powers to set out offences in it and penalsesye had to dovetail these together.
Now what that means is that we need to reviseithise fullness of time, within the 3
years, and we need to place everything on a prigoéing. Now that also gives us
time, connected with the year review which we sasedwould be doing in order to
look at these, take on further points and maketamgpks which may be necessary.

The Deputy of Grouville:
Given the amount of time those laws will take, dddhey not be brought into force
or should you not be bringing them forward if thats a considered option?

Mr.J. Mews:

Whether to increase the rights of certain parteeshe detriment of other people is
something which is quite a considerable step te.talk would not be proper to take
that without spending more time researching it apdaking to a large range of
people, in fact going out to a full consultatio8o that is something which we were
not able to do in the timescale and therefore & n@t considered appropriate.

The Deputy of Grouville:
You could have been doing that now.

Mr. M. De Forest-Brown:
Could have been.

Deputy M.R. Higgins:

Okay. In fact I think we have got the answer tatthl have a question here about
transition.
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Mr. M. De Forest-Brown:

Could 1 just add something that may help? Justpsimwe could exclude
international depositors all together. So yournp@bout giving the other people
priority ...

The Deputy of Grouville:
Well, you could but that is not realistic, is iedause about an hour ago you told us
that one of the objectives of the scheme was thatescan be competitive?

Mr. M. De Forest-Brown:
No, | agree. | am just saying in theory you coulsb in theory you could have any
level of ranking or pre-ranking between them.

The Deputy of Grouville:
Yes. But | am talking about realistic theoriesener

Mr. M. De Forest-Brown:

Well, no, | think we could - it is a business demiswhere you lay out that landscape.
| think they are all possible. | mean, others hem@&mented that it may be risky but a
possible solution is not covering international agfors. Any combination is
possible but one has to take a judgment on whedsgy communicable, what is fair
and reasonable. So yes, your point is well matbeah option.

The Deputy of Grouville:

Exactly, but my point was: is it fair and reasomalb cover local depositors,
considering it is local taxpayers that are paying this scheme or sort of is the
backstop?

Mr. M. De Forest-Brown:

Yes. It is not fair and reasonable. It is abaying to make an overall sensible
decision. At one level I think it would probablyake more sense, probably just to
make it a local scheme only rather than put evatybo the scheme and say: “There
is a change in rank.” | think that might be aridre difficult. | will have to think
about that a bit more but ...

Deputy M.R. Higgins:
Surely that goes against your competitive nature?

Mr. M. De Forest-Brown:
Yes, | agree. So that is why we have not done it.

Deputy M.R. Higgins:

The point | would like to come to, on this scheme we talking about a permanent
depositor compensation scheme or are we talkingtabecheme that will be in place
for 2 years or 3 years maximum?

Mr. J. Mews:

Well | think, in terms of looking at the law andetpropositions which have been put
forward to the States, we have a standalone piédawo- the regulations - these
regulations which once made are permanent unleysatte rescinded in some way by
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the House. Then we have also got the separatei@ieregulations which - once
passed by the House - would only be in force fge&rs.

Deputy M.R. Higgins:
The triennials, just remind us again what is ineltich the triennials regulation?

Mr. J. Mews:

That in the main is dealing with offences and cnahiresponsibility under the law.
So they sit together; they are dovetailed togethathat that means is, because the
offences are set out in triennials, that in 3 yetimse the regulations would have no
teeth to them They should be put on a properrigaind the law changed as a whole.
So that is another piece of work which has to beeda order to make this not just a
piece of law which lasts for 3 years but a piecéawf which lasts for as long as it is
wished to.

Deputy M.R. Higgins:

So when the banks believe, for example, that therse is only going to be in place
for 3 years - perhaps 2 or 3 years - are they Resténto believing it is not going to
be a permanent scheme or have you given assurantiemm that the scheme will be
reviewed and they fall away?

Mr.J. Mews:
This is something which | think is probably moregegpriate for Alan to answer.

Mr. M. De Forest-Brown:
| think we are getting slightly confused over thierinial issue. | mean triennials are
just a process that ...

Deputy M.R. Higgins:

Yes, | understand that and then they will be inoomed in but reading
documentation obtained from the Jersey Bankersbdiasion, it appears they have a
perception - certainly a number of them - that wikaagreed was the scheme would
be temporary. | think the term was, well, trasiil or whatever. The impression |
got from reading it is that they believe the scharoeld come to an end. It is only
here now to meet the current sort of emergency tiyipg and it could be done away
with later. Is that a fair assessment?

Senator A.J.H. Maclean

| do not think there is any intention that the subeis necessarily going to be
temporary. We started this hearing this morninigiras - | think it was Deputy
Wimberley - about the perception of the bankingldidnow it is changing. | do not
think there is going to be any likelihood that atheisdictions are going to remove a
depository compensation scheme. We have to méetational standards. We
would want to meet international standards. Tkelihood of removing the scheme |
cannot personally see that being a probability.

Deputy M.R. Higgins:

Probability. Are you saying - we are all sayinthat the States are passionate about
the idea of having a depositors compensation scherAee you saying again you
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have no intentions or no promises have been givethe bank that it is only a
temporary scheme?

Senator A.J.H. Maclean:
| am certainly not aware of any promises being wgiteethe banks that the scheme is
going to be ...

Mr. M. De Forest-Brown:

Absolutely. | am not even aware of even having tred discussion. | think you
might be misinterpreting words - certainly what leways been the debate is the
scheme may change over time, as we have said mamy times this morning. | do
not recall any discussion whatsoever on a tempaeigme.

Deputy M.R. Higgins:
Can | just take it there is an assurance on yourgral assurance from James Mews,
both of you, that you gave no undertaking. Did gowe an undertaking?

Mr.J. Mews:
| have given no undertaking at all, no.

Deputy M.R. Higgins:
That the scheme would not be a final scheme, theduld be temporary?

Mr.J. Mews:

As far as | am aware, the banks fully believe igieng to be a permanent scheme.
They have asked for there to be a review, in otddook at maybe whether things
need tweaking in the light of the international mipas, but in terms of permanency,
no, | think everyone is very much at the same nainthe moment.

Mr. M. De Forest-Brown:
Absolutely.

Deputy G.P. Southern:

The Minister just then said he wishes to meet #gonal standards, and there is a
statement | think that the regulations do complthwiA.D.l. core principles. Does
the Minister still stand by that?

Senator A.J.H. Maclean:
The requirement to meet international standards@ibé competitive?

Deputy G.P. Southern:
ILA.D.l. core principles.

Deputy M.R. Higgins:
That this scheme meets the I.A.D.I. core principles

Senator A.J.H. Maclean:
Martin, do you want to ...?

Mr. M. De Forest-Brown:
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We have certainly tried to do that in all areap@ssible. | mean whether it is 100 per
cent compliant | could not say off the top of mpade

Deputy M.R. Higgins:
What was said previously was: yes it does.

Mr. M. De Forest-Brown:
When?

Deputy M.R. Higgins:
This is when we met with you on an earlier session.

Mr. M. De Forest-Brown:
| see.

Mr.J. Mews:

We did comment on that at the earlier session aadbelieve that it complies.
Obviously, at the time when we put the scheme tagethe principles had not been
set out in full and they were in draft and beingsdted on at that time | believe.

Deputy M.R. Higgins:
They were published in May before they went toSietes.

Mr.J. Mews:

The scheme was final in May and went to the Statets final form. It was being
checked over by the law officers and things lik&tthSo certainly, we believe that we
are compliant with them. Now there are a numbemmhciples which can be
construed in a number of different ways and bec#usaleposit protection schemes
around the world are so different, | believe tisathe reason why some of them are
drafted in a rather broad manner. So it couldhas there are areas you could say:
“Well, is that in or is that out?” and it might beard and there might be different
views on that, but certainly we believe that theg aompliant and that is our
intention.

The Deputy of St. Mary:

You were certainly aiming for compliance with theal version not with the drafts of
the 1LA.D.l. principles because there is some csiofu about drafts of the law; the
regulations and drafts of the LA.D.l. So | jusaintto be clear you are saying that you
believe that the Jersey depositor compensationnsehmmplies with the 1LA.D.I.
principles as published in ...

Senator A.J.H. Maclean:
That is the aim.

The Deputy of St. Mary:
That is the aim?

Mr.J. Mews:
Yes.
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The Deputy of St. Mary:

Okay. | just want to ask about - there are smadlifiesses - just to make sure what
sort of commitment there is. It was a bit equivoshat one of you said about
commitment looking at that in the future and | jusinted, in view of the importance
of small businesses to the goal of diversificatiovill there be work done to
investigate the inclusion of small businesses énsitheme?

Senator A.J.H. Maclean:
We will certainly look in more detail at the impaanhd involvement of small
businesses in the future.

The Deputy of St. Mary:
Right. Thank you.

Deputy M.R. Higgins:

| would like to come back to another point, justaadarification in my own mind. If
we look at the relationship of subsidiaries to gagent, in the Island most parents
have given to the Financial Services Commissioteigtof comfort for these banks,
saying that the parent will stand by the subsidiaWe know the letters of comfort
have no legal validity - cannot be enforced. Aoe pware of any letters of guarantee
-which | believe have more legal validity than #de of comfort - in place? In other
words, do we have cast iron guarantees from thengathat they are going to support
their subsidiaries in the event of a subsidiaryiggtnto trouble?

Mr. M. De Forest-Brown:

Sorry, you are asking 2 questions there which wéferent. | think one was: was |
aware of any letter or guarantee; and secondlyyeldave a cast iron guarantee? |
am not aware of any letters and | do not think éhiersuch a thing as a cast iron
guarantee.

Deputy M.R. Higgins:
Okay. So in other words, although we believe theepts will bail out - obviously for
reputational reasons - their subsidiary, thereitegal liability on their part to do so?

Mr. M. De Forest-Brown:
There is more than a liability. We are a credéblaw.

Mr. J. Mews:
Yes.

Deputy M.R. Higgins:
But again, if the subsidiary is here it is comingunder our own law, if the assets are
not there where are we going to recover those afsen?

Mr. M. De Forest-Brown:

| think the law operates - and let us say this s.la. parent, the U.K. parent will be
obliged to run and consult in accordance with Uav. My understanding of that is
it is obliged to treat creditors as they rank urttierlaw.

Mr. J. Mews:
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Yes.

Deputy M.R. Higgins:

Well, whether it be the U.K. or elsewhere, we foudhdre is plenty of international

experience that shows it almost does not follow ¢évaryone is treated equally and if
there are many instances of failure where money fnats been recovered by
jurisdiction; various procedural or legal devicasall those sort of things, that the
money just does not come through. Can you cortfiahis true, Ray?

Mr. R. LaBrosse:

| guess there are different approaches to insolvemound the world. There are
territorial and there are national approaches ameret is no agreed set of
arrangements. So | guess the most obvious regantme was the failure of Lehman
Brothers and the extent to which the funds flowadkbto the United States. Now
there are court cases going on to try to recoveresof that in the U.K. for the benefit
of the U.K. creditors, and so on. This is a difficarea because of the way in which
the world is organised. We are all different arelhvave different approaches.

The Deputy of St. Mary:

| understand that there may be many issues arceswl/ery of assets at the failure
level. So if this is a U.K. bank there may be massues about them making the
recoveries on the balance sheet of the U.K. pardiy. understanding is that we
would rank as a creditor at law alongside otheditoes, behind some, maybe ahead
of others at law in the U.K. balance sheet and vliebe treated as such. Is that your
understanding?

Mr. R. LaBrosse:

Yes, that would be my understanding. | think ibme thing related to this area which
| did not find in the regulations which maybe sonmmag you want to think about.
You are already thinking about the priority givendepositors. That issue came up a
little earlier. 1 think there is a lot of thinkingbout ranking of depositors and when
they should be, but what is important for a compéoa scheme is to know what is a
deposit and have it clearly defined. | think tisdbuld be spelled out a bit more
clearly in the regulations, so that in the eventadfilure you do not have people
coming in and saying: “Well, | think | have thising. It should be subject to
compensation but when you have a look at it isheause instead of being a deposit
against a bank it turns out to be a mutual fundctvis composed of deposits in banks
and, therefore, may not be covered under your selierSo | think it is helpful to
have that.

Mr. M. De Forest-Brown:
Well, I thought ours was clear but it might be vinosihother look.

Mr.J. Mews:

| mean | think our scheme is very, very clear iat th only covers deposits with banks
but obviously there is a bigger piece of investwaeness in there, in terms of trying
to help them to understand what a deposit is, liait is something which | believe -
and | discussed this with the law officers - in® something we could define better
in the regulations but it is about public awarenasd a separate piece of work. |
think that is very much borne out by the numbetedéphone calls which | fielded
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from people at the time of the banking crisis wherevwondering, you know, was
there a scheme? Or they had money perhaps pldsedhere and were saying:
“Well, is this covered or is it not?” Or sayingVhat will your scheme cover if it
stays the same as it is at the moment?” and tatkitigem about that. A lot of people
struggled with this issue of what was a deposit whdt was not, but | think that is
about consumer awareness.

Deputy M.R. Higgins:

But again, | think the C.D.l.C. (Canada Deposituhasice Corporation) - if |
remember correctly - have a list of, for exampkpakit type instances they recognise
and will pay out on. Therefore one of the arguradot having the board in existence
and having a list, is it is agreed with the bankeaitype of deposits are covered and
what are not.

The Deputy of St. Mary:
So is there a list in Jersey?

Deputy M.R. Higgins:
There is not.

The Deputy of St. Mary:
Is there a clear list in Jersey of what is a deypasil what is not?

Mr. J. Mews:

The whole thing is - as we have continually samne-are doing ongoing work on this
whole piece of fleshing out what are fairly strafghward regulations. There is a lot
of work to be done on that and that is one of tesr which will be done there in
order to very clearly make it known what is a defpaghat is not a deposit. That is
one of the things the project officer is going tm dNow, there may be a little bit of
confusion about what can be set in stone beforebtheed, as it were, is fully
constituted. | believe that the Minister has foudlwers in order to pass documents
concerning governance and other things such asahdtehalf of the board before the
board is fully fledged and comes into force, sad¢his no sort of lacuna in terms of
what can be done. All of that can be done and pilete of work will be done the
project officer.

The Deputy of St. Mary:

Will the project officer also do all the public akgaess work that is needed to make
sure that depositors know exactly what the scorbesause that impacts on other
things like lists?

Mr. M. De Forest-Brown:

The project officer will propose what needs to bmne and then, depending on
funding and approval by whoever approves, will tlaffs but the project officer is
there to propose a way forward on the detail.

The Deputy of Grouville:
Has this person been employed yet?

Mr. M. De Forest-Brown:
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There is a person, whether it is him who will dontwhether it is another person who
will do it is yet to be decided.

The Deputy of Grouville:
Would you accept that if the States approve theosiegr compensation scheme on
20th October there is still a lot of work to be d@n

Mr. M. De Forest-Brown:
Yes, | would agree with that.

Deputy M.R. Higgins:

In fact, we are just coming to another aspect af &nd it was touched on before. It
comes down in a sense to part of the creditabdityhe scheme. You put into the
scheme a 7 day payout for £5,000 and there isafatkit paying out the rest of the
money. Now, everyone that we have spoken to ¢agsan unrealistic expectation to
be able to pay out in 7 days. Even the U.K. - wewkthe U.K. have been looking at
it. We know they have had consultation papershersingle customer view and what
has come out of it is bank systems are not in & $ket they can do that. They are
talking about I think it is 2 or 3 years hence. eylare talking of spending an awful
lot of money and as many of the banks in the Islaredusing the same systems as
their parents, we are not in a position eithergbaysingle customer to be able to pay
out within 7 days. Most of the schemes are 3 nwiaiid in fact even the U.K. is
talking about 20 days. What is your view on that?

Mr. J. Mews:

| went and spoke to the U.K. and asked them thig gaestion and they were very
clear that they would be moving towards a 7 dayopgyand that it is very important
that all schemes worked in order to have a systbereby some assets could be got
back to those who have lost them as quickly asilplessNow, one thing which they
also stressed is that in all the pieces of legsiayou have, whether it is a 3 month
period or whatever, you cannot fully account foraivts going to happen in any one
circumstance. So you have an aim and an objectilmy, one of the key things here
which we really do need to differentiate is betweer day payout from the date of
failure and 7 days from the date of a form being ipubecause, clearly, there is a
difference between the 2. The other thing whichneed to consider here is that
Jersey has a much simpler system than those im ptfigdictions. Now, yes, if we
had complicated definitions of S.M.E.s; yes, if agd the requirement of netting off
and other things which make the whole system muhér to operate and to work
out what the liability is, then you get to a sitoatwhere it is far harder to pay out
within a short period of time because you have ekeninquiries: are you still an
S.M.E.? Do you have loans with this institutiom®ere are so many questions which
have to be asked and explored. But if you are imgrion a model where you are
simply hoovering up deposits, as it were, and npastple will have one deposit in
Jersey, then it is very simple to get to a positiéins this person owed money or are
they not owed money? So we are not talking abouteshing which is quite as
complicated.

Deputy G.P. Southern:

In the U.K. they are attempting to do this weeké/mpent within a week and have
pointed out that it is a complex, difficult taskdet the banks to get into line in order
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that they may achieve this, and that is withoutrigtoff and without highlighting any
particular difficulties around S.M.E.s because ttetainly did not come up. Yet we
still appear to be going for the same objectivéne Bvidence that we received from
the U.K. is that that would be a difficult task.

The Deputy of St. Mary:

So will you consider rowing back from the 7 day eotment because what you are
doing - it appears to us - is you are putting bete in the public domain an aspiration
which cannot be realised. So are you going tdirgtthis 7 days, put out into the
public domain in the way that it has been put oBgtause | was not aware of 7 days
from the date of failure versus 7 days from thee ddtthe form being put in, that is 2
different things.

Deputy M.R. Higgins:

Sorry, let us just go through some of these thingSo, first of all, do you
acknowledge that the U.K. scheme is not now .y tre talking about many years
hence by the time the banks have their systemgyeldanSo, yes, it is an aspiration of
7 days but it is not achievable within the nextdsgbly 3 years. An awful lot of
money, | think they were talking about millions amdlions and millions of pounds,
is going to have to be spent by the banks to chafigéheir computer systems to
gather the data to get a single customer viewth8d&J.K. when you say that they are
doing it and we are doing the same, well we aredoatg the same. It is going to
take them a long time to do. Is that correct wlaah saying?

Mr. J. Mews:

| fully accept that we are very different from thieK. and therefore that there are
huge complexities in the U.K. which means it isngpto take them slightly longer
than us to do this.

Deputy M.R. Higgins:
Do we have the same computer systems with our beskse U.K. or are we ...

Mr. J. Mews:

It depends on the individual bank. | mean thavl&t we said. The U.K. has some
huge amounts of difficulties because their schesneastly more complex than ours.
Clearly, it is going to take longer to reconciléfelient systems if you have got some
dealing with loans at some stages and others Bat. the fact that you are talking
about each depositor can only recover a maximur50f000 with one bank; you
know, it does not matter for example if they havdifferent deposits which are all
greatly more than that, as long as they can prbae they have £50,000 then the
scheme can pay out. So itis much simpler to e d@re. Again the scale ...

Deputy M.R. Higgins:
What evidence do you have the banks here have @lisgd system to be able to
provide that ...

Mr. J. Mews:
Sorry, Mike, could you let me finish?

Deputy M.R. Higgins:

53



Sorry, you have answered the question.

Mr. J. Mews:
Well, I am answering the question. | would be gfaltif you would let me finish.

Deputy M.R. Higgins:
You are not. You are waffling all over the plad@o we have the systems in place at
the present time?

Mr. J. Mews:
| would ask you to consider carefully about youst leomment, please.

Deputy M.R. Higgins:
Which is what?

Mr. J. Mews:

| have been trying to answer the question. Nowarty, if you look at the U.K.
failure you are talking about on a scale vastlyedént to in Jersey. The amount of
deposits held by a single major bank in the U.I¢.jast vastly greater than those held
by a bank in Jersey. We are just not talking alibatsame scale, and yes it is a
hugely different enterprise to do something of alesof perhaps 100 times greater,
maybe 1,000 times greater than it is to do in #rse)y context. There is no doubt
about that. So therefore, for those reasons, ¢@mident that what Jersey is trying to
do should be attainable.

Deputy M.R. Higgins:

Okay, you have said you are confident. What resehave you done into the bank
systems to enable you to be absolutely confideaut ithcan deliver on the 7 days,
which is the expectation we are putting out togheple?

Mr. J. Mews:

| think the key thing here is very much to lookita¢ difference between our scheme
and the U.K. scheme and you are trying to compéeewith like and we are not
comparing like with like here.

Deputy M.R. Higgins:

For example, can you tell me: do the banks here ls@parate systems, computer
systems, gathering the data and having a singteroes view compared to what their
parents have in the U.K.?

Mr. M. De Forest-Brown:

In practice, one might envisage a process wherebyndividual has made his
submission and that the point that was made -ighrsdays from the submission of a
claim - is the person makes submission of a claiththe process would be probably:
look at the balance on the system; has over thaiathoYes. Sorted. There would
be a smaller number of circumstances where indalgdlmay have multiple holdings
and a single item of those would not cover the amhowbo somebody might have 3
accounts with, you know, 500 or 1,000 or sometlnguultiple accounts. In terms of
the form that the individual would be required tosnit, they would typically put in a
form that says: “This is their accounts and thesetlzeir balances that they are aware
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of.” It may be that they have not had a recentestant so it might be a sort of
estimated balance, or it may be supported by abdask statement or something.
Those are details that we need to work up. Intm&athere would be a team that will
then take that application, they will look on thestem to see if they can verify that
and that would be immediately past the payment., Kdowing what their exact
balance is as a single customer is in most cas#mply not necessary to make this
first initial payment on a ...

Deputy M.R. Higgins:
| hear what you are saying, but what research auelone? Have you checked with

Mr. M. De Forest-Brown:
Well, we have not done any ...

Deputy M.R. Higgins:
You have not done any, have you?

Mr. M. De Forest-Brown:

No, no, of course we would not do that researchavie to say, with due respect, it is
well-understood that this government in its desirdkeep costs down has a certain
level of resources to deal with a very large nundfeprojects. We need to use that
resource as effectively as possible for all themiy claims. This is one very, very
small element of this scheme; it is the key elemeagree, but | think that | can see,
in my own mind, clearly ways in which we could, tag project officer fleshes this
out, come up with a system that says: “Form, clainhave these balances. Quick
check. Yes, okay. | can see that is okay. Tidkass for payment over there.
Payment made out.” It is not necessary to spendgshalays, weeks, months of
officer time investigating bank systems to comenigh that conclusion.

Deputy M.R. Higgins:

| think what | am saying is you eventually put atstment in which generates the
expectation on the part of depositors that they meiteive their money within that
period of time and you have no basis of proof.to ..

Mr. M. De Forest-Brown:
| have a basis of that because | just describegitbeess which | think could work
and | have no evidence that suggests there isemspn why that should not operate.

Mr. R. LaBrosse:

It is a technical point in terms of preparation &opayout which is what we are really
talking about here. Jurisdictions typically hakie awthority to go into an institution

before the failure has occurred in order to gathfrmation about deposits and the
nature of deposits, who the depositors are andkitits of systems that are in place.
That would help them greatly before the actualitmisbn is closed to have that

information and be able to then be ready to makayout by hiring an accounting

firm or some other entity to act as an agent inpdwgout process. So it is a technical
issue which is vitally important to assuring thélpeiand the depositors that they are
going to get their money back as quickly as possibBure, there is the matter of
creating the right kinds of forms and so on, bus ithe entity understanding what is
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the nature of the payout that is going to haveake tplace; if it is going to be very
complicated or a rather simple one. That is ingurt

Deputy M.R. Higgins:
The scheme as put forward, for example, gives pwgigion to the depositor board or
anything else to get that sort of access. Thergibmt that needs to be made as well

Mr. J. Mews:
Well, the board can get access. | think it is Wadrrecting you on that.

Deputy M.R. Higgins:

The other thing that is missing is the fact thatksaaround the world do not always
have their record-keeping and their computer systaatessarily in their particular
branch. It can be done externally by a third parye those records going to be in
Jersey? When the bank goes down, are we going &ble ... for example Depositor
Compensation Scheme or the liquidator, are thepggto get their hands on those
things easily? We do not know. So, the pointhsre is no guarantee you will be
able to do a quick payout because you may getalhtsorts of legal wrangles trying

to get hold of the data to be able to do the reiiation between.

Senator A.J.H. Maclean:
Can we move on? We are not going to prove thiswag or the other. We are
having an argument now.

Deputy M.R. Higgins:
Okay, I will accept that. Does anybody ...

Deputy G.P. Southern:
Well, the outstanding question from that discussi@s the question of access. Will
the D.C.S. in Jersey have that requisite access?

Mr. J. Mews:

Basically, this is something which clearly is thesponsibility of more than one
institution because one of the big things whichappening here is to remember that
the J.F.S.C. are very much involved as the prirgalador of the banks. Now, that is
clearly an important thing to speak to the J.F.&léaut in terms of making sure that
the J.F.S.C. are taking all of that sort of thinglmward in terms of when they are
checking out what banks are doing in making suat tiiey are up to speed in this as
well as in many other areas. | think when you gpimkthe J.B.A. they said they were
very keen to ...

Deputy M.R. Higgins:
We have not had a meeting with the J.B.A. We havg had a representative from
Standard Bank here.

Mr. J. Mews:

When you had your representative from the Jerseyk®&a’ Association here who
spoke to you, one of the things which she spokeitalas the fact that she thinks it is
very important that you trial these things, you makire that they work in practice
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and clearly that is a very important thing to da.terms of the exact records, one of
the important things in terms of getting hold ofarls when there is an actual failure
is for the board to be able to get things fromlkak, or rather from the liquidator of
the bank, as it will be, and regulation 17.4 gitlest power to be able to go and get
information from the bank, from the liquidator, edtera and that is clearly a very
important part of this scheme. Could there be dmafons in reality? Well, yes,
there could and that is something which | thinkdaposit protection schemes around
the world will have to take into account becausz It of them do move to this 7-day
payout which incidentally is from the date of fadunot from the date of application,
from what | have heard discussed. We are talkbayta tighter timeframe from the
one which we put in our regulations. Should we entowards that? Yes, if there are
particular legal wranglings then that could obvigusause problems in that regard
but what you tend to do with every piece of ledislais to state what you expect the
norm to be, what the aim is, the status quo ansl, there could be arguments about
that in reality but you have to face those as ahdmthey come.

Mr. R. LaBrosse:
But what we are talking about here is in terms eftigg information from the
liquidator, so the institution has already beersetbin that scenario.

Mr. J. Mews:
Yes, from the liquidator, yes.

Mr. R. LaBrosse:

What | was talking about is getting informationaidvance of the closure so that they
would be ready to be in a position to make a payowt quick and timely fashion.
So, it is quite important if this organisation asttave any ... in terms of its operational
readiness, to be able to be ready to make a pagthdr than be faced with a payout
and now a communication goes to the liquidator.atThas the point earlier about
perhaps this organisation should be made the kdqoidor all banks because that may
be an important element in getting information@owse the confidence in the scheme
that it can meet the requirements.

Mr.J. Mews:

Yes, in reality what is likely to happen is thae tiiiscount would the liquidator in
Jersey and therefore the Viscount would be the owhehat information and the
Viscount is somebody who would expect the Boardamply fully. So, | think that
partly answers the question.

Deputy G.P. Southern:
But that pre-knowledge is not possible with theteys that they are setting up
because there is no board until there is a failure.

Mr. J. Mews:

Well, it is not because there is no board, as eEhaweady said. The Minister is able
to exercise all the powers of the board prior t® fill board coming into existence.
So, whatever information that can be obtained eaoltained in advance. One of the
things which we have also spoken about doing, hisdg in a wider debate as well, is
about the need for better statistics on the ingussra whole and if you drill down
into that you start looking at actual bank deposiith each institution. Now, it is
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quite important that what we do is we obtain, on @mual basis, greater
understanding of what each bank has and that isca pf work which we have been
working on as well.

Deputy G.P. Southern:
That is an issue that has been around a long tiound the Jersey economy and what
stats have we got? Very limited.

Senator A.J.H. Maclean:
Improving all the time.

Deputy G.P. Southern:
From a woeful position.

Mr. R. LaBrosse:

| guess my point is the credibility of the systesnhiow well it is going to work in
practice and the more - | will not say crisis masragnt - advance preparation that
can take place the better and | think it is impurtdat the data gets collected, that
somebody be responsible for analysing and lookirigeadata and trying to determine
when closure is going to occur, | mean on top otk happening internationally as
well as domestically. So, that certainly can resiu the supervisor’s office. There
are lots of examples around the world where thadtian is contained but there has to
be a clear line of responsibilities between thenigation in terms of does it have any
independence to act? Is it accountable? Is fisparent? Is it composed of high
integrity individuals that are running it? Becatisese are the aspects that are going
to be important in the public’s eye and internagibnas to how this situation was
handled when the crisis appeared, and lots ofdietions have difficulty when they
include the deposit protection agency and the sigmerof just determining where the
line of responsibility and what are they there totpct. So what | found when | was
looking at the ILA.D.I. core principles and theaarmgements outlined here, | did not
really see a clear mandate being given to the caosgi®n scheme which is one of
the core principles number 3 that should be clestdyed and the powers within the
legislation and Regulations just to thwart the \digly on the mandate. | think that
that is an area when | think about embodying heathan having it as a report on the
Regulations but something in the Regulations thérase

Deputy M.R. Higgins:

Again, there is another element that needs to besidered: there is a conflict,
whether it be the regulator and the Depositor Corsgion Scheme. The regulator,
very often if there is a failure, it could be firggointed to them saying: “You have
failed. Because this institution has failed, ya@avér not done your job.” Therefore,
regulators worldwide attempted to try and eithgopsut an organisation or keep it
going which can increase the costs later in terhiBelosses that are made, whether
it be the State or depositor. So there is a adnttiere. Equally, there could be a
conflict with your role as Minister because, aggmy are the Minister responsible for
the whole of the finance industry, you would notivto see a failure. At the same
time while you are trying to resolve things - | aot saying you would - depending
on the nature of the thing, there could be timeygkewhich cause the losses to be
even greater and therefore to separate the bodiekiwe far better.
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Mr. M. De Forest-Brown:

There is a problem with where we are starting tyya¢ of analysis from, because our
banks here in the main have a single large depogittheir parent. So, it seems to
me that we keep discussing the matter as though thas a separate standalone or a
parent bank here which had its own balance shgesiad in a range of assets where
all the sorts of things that have been talked alimutMr. LaBrosse are wholly
relevant; all of that mandate to be able to inteevand manage and run and so on.
Our banks in the main have a single deposit wiphrant bank and we have no ability
to manage that U.K. parent. We have, on the fadg 00 prospects of a local bank
failing because we do not have the elements ofirfailvithin our banking system.
They only fail as a result of the parent failing/e do not have risk assets that could
suddenly lose value, we do not have wholesale figndihich could suddenly dry up.
We simply have, as you described it, a cashbox eviner are collecting monies from
around the world and passing them upstream. \eig hard to envisage what one
might be doing here. In a way, yes, we have théd dependency on the parent but
one needs to focus on that relationship; it is tleggendency. Obviously, we should
explore anything we can do to help in that depeagéut | do not think it is possible
to influence how the parent runs its businesso hat think that we will have any set
of circumstances arising where effectively we ay@ng to run and manage a local
bank.

The Deputy of St. Mary:

But with respect, the question was about a condifdnterest between the regulator
and the D.C.S. and who is going to win and whatkweoe had done to resolve that
conflict and you told us that it is not going to teeded but the question is about the
conflict.

Mr. M. De Forest-Brown:
Well what is the conflict? Explain to me how trendict can arise again.

Deputy M.R. Higgins:

Sorry, just going slightly further back; going baeken when you said first of all
about the parent. Yes, there is not the risky shments by the Jersey bank; the
money has gone upstream. The risky investmentypashave already stated, are
done by the parent and the parent could bring dihemother. Now, we also know
that whenever a bank goes down there are attemptg &nd find a buyer for it or to
maintain part of the organisation to try and sl what is good and bad and
everything else. It could be, for example, thaiidersey situation, let us say the
subsidiary or whatever, we wanted to try and keemwing. It is employing people,
keep the thing here, the regulator or the Ministeght try and do it ...

Mr. M. De Forest-Brown:

No, you cannot keep it ... this shows that you amdntally do not understand the
system. They have one single deposit. If thategos not given back to them, that is
it, end of. There is no keeping this thing goings not a mandatory parent business.
It is me, | have got £100 here, | have given tH&i(Eto somebody else. If that person
does not give me the £100 back | can do nothirggnhot continue, | cannot keep
running my business, so the situation cannot arideless it gets its money back, it
cannot continue running; it is as simple as that.
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The Deputy of St. Mary:
The answer about conflict of interest is there $ynpnot.

Mr. M. De Forest-Brown:

It does not arise in our circumstance because yost nnderstand the nature of our
banking industry. All of these questions, unless get to grips with the banking
industry, you cannot answer the questions. Youehv understand the banking
industry.

Mr. R. LaBrosse:

No, | understand fully the point you are makingheTissue here, though, is the
compensation scheme is on the hook to repay depeditat have been collected
here, so the organisation needs information to niakiehappen quickly.

Mr. M. De Forest-Brown:
Yes.

Mr. R. LaBrosse:

The other issue is a much more difficult one, ladl money is left because it is a loan
to a parent and how are they going to proceed getting any part of that money
back to repay the system? That is where, | thjok, are going with the: “That is the
nature of the business here.” We cannot do anythioout that but it is the interest of
the compensation scheme to minimise any exposhsiat all to losses because they
are ultimately backed up by the government. S@mithe structure of how it is
organised in Jersey, and | understand it is whatlique here (it is probably unlike
any other place but maybe Jersey is similar, | oloknow) are you confident within
the system that you have here that the funds \Withately be able to be recaptured
and repaid? Because if they are not, then itesgivernment that has paid out the
money to begin with and it is how we are going éoadpout collecting that to protect
the interests. Because if it is so difficult to &ble to do that, then maybe it is
worthwhile considering more of an ex ante fund k& beginning so that there is
something here in Jersey to protect depositorshey danks having made some
premium contributions, some levies in terms of dperation of the system and so
forth. That s, | think, where the issue comes daw

Mr. M. De Forest-Brown:

My confidence is no greater or no less than theee&pce of bank insolvencies
around the world and we are dealing with, primarihe 4 U.K. clearers and other
similar banks. | would expect them to manage tiselvency of such a bank - which
| do not envisage - and distribute that money, ashave seen in a much worse
situation with the Icelandic banks in Guernsey tralsle of Man, that is the basis of
our presumption.

Mr. R. LaBrosse:

But most systems around the world, outside of Eeyrapvolved in that way have a
strong or heavy ex ante component. So the institsitthat are operating in the
environment are making premium contributions. Saree risk-weighted and there
are various arrangements, so that there is monajabie here to try and protect the
losses that may result from a bank failure.
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Mr. M. De Forest-Brown:

Which they are used for bank failures which happegularly in those jurisdictions
and were not used, or were found wanting, wheameto a major bank that wanted
to fail.

Mr. R. LaBrosse:
Well these systems are not set up to deal withctmsequences of a systemic bank
failure because that is a governmental ...

Mr. M. De Forest-Brown:

That is exactly the point, if we can just re-empémshat. These are not set up to deal
with the consequences of a systemic bank faildrkee worldwide round, that is the
case and neither is it the case in Jersey.

Deputy M.R. Higgins:

We have just found that governments, including @20 in the last few days, have
stated that the world has changed, banking is chgnthey are going to be bringing
in lots of regulations including the idea - we haward Lord Turner in the U.K. -
about living wills, about winding back these orgaations. We will, | am sure, have
this argument going on.

Mr. M. De Forest-Brown:

It is not an argument. | agree with you that thel absolutely be looking at those
things and obviously to the extent that any of éhdevelop and become standards, or
the banks are changed in their nature, that we dvoahtinue to look at those and
adapt our scheme if it had any fundamental impbecat | do not think we should
presume that such changes would make our schemmagydifficult. | think there

is a presumption that there may be some unbundimbas a result of that that banks
may no longer be too big to fail and, therefore, biasic presumption on our scheme
is flawed. It may be that such a thing came tespably analysis of the situation
would be that to the extent that banks are unbanulighe U.K. or elsewhere, they
are more likely to separate retail businesses fiomretail businesses and we would
be very much a part of - because it is the natliceipbusiness - the retail business. |
believe that there are 2 reasons banks are alltovéall: one is that they are too big
and the other because there is too much politis&l rl think it is the retail banks
which, in particular, cannot be allowed to fail base of the political risk of retail
loss. | think to the extent that banks may be wmalbed in the future is that we will be
very much a part of a retail bank which would neverallowed to fail even if it was
much smaller because of the political risk of dépos being left without money.

Deputy M.R. Higgins:

There is also another risk fallacy associated Witk and | will just mention this - it
will be a thing for another day - and that is quatenply that part of this living will
will lead to slimmed-down structures and less nfeedinancial centres all around the
world and having multiple banks. So, again, it ldobe that we will see some
restructuring in other areas ...

Mr. M. De Forest-Brown:
Well if the world does not need Jersey banks themwll not need a D.C.S.
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Deputy M.R. Higgins:

| accept that. As time is pretty well going, | Makk the panel if they have any other
guestions and then | am going to come back to $kaei that we had a bit of a
disagreement on before and | will read out the gympate things. Do you have any
comments? No? Okay, just going back, | menticaisout caps and stealth. In one
email, | will not say who it was to or whatever,thti was from James: “I am
interested in asking my assistant Robert who isahsigenius and who has an
Oxbridge Double First in something like mathematms quantum physics, the
opportunity to come up with a complex formula thaiuld impose a cap by stealth.”

Mr. J. Mews:

Yes, | can explain that is very much the case. @frtbe things which we wondered

was when you look at the data, it seems fairlyadible, to be perfectly honest. You

can have a £40 million scheme that covers up teajpé& banks in Jersey even though
you have ...

The Deputy of St. Mary:
For one failure.

Mr. J. Mews:
Sorry?

The Deputy of St. Mary:
For one failure.

Mr. J. Mews:
For one failure, yes.

The Deputy of St. Mary:
Banks never fail 2 at a time.

Mr. J. Mews:

Yes, exactly. You look at the data which saysehg£200 billion on deposit and £40

million would cover all of those deposits. Onceurywve caps in place in the scheme,
it is blatantly apparent what your scheme can fomickhe public will just equate £200

billion potentially with £40 million; they can d&né¢ maths, and for their mind it does
not add up. We have done the detailed researcht alwbs add up. So one of the
things | spoke to Robert about, who is far brairilean most people | know - and

certainly a lot brainier than myself - was to goagvand look at this very issue and
say: “Look, can we come up with something whichsdnet impose a cap by stealth
in order to make the scheme more palatable?”

Mr. M. De Forest-Brown:

| think the word “stealth” there is confusion in iThe idea was rather than say: “We
do not care how things work, there is a flat cag ™ million.” The question was: is

there a formula that works to effectively achielie same thing? We have fixed on
the word “stealth” here as though there was soteengted trickery. The idea behind
the request was just to come up with a formulanight be a tapering formula, it

might be a formula that works in a certain way thate it is applied this is the

outcome, rather than having to say just flatly: &fdis a cap.” | am not sure that
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generally in a whole range of examples or situati@aps or lines in the sand are ever
a good idea. Cliff-edge events always seem totersame oddity. | am sure Mr.
LaBrosse would confirm that whenever you put limesthe sand in all sorts of
circumstances, all you do is then have to spendshand hours or time trying to
define exactly which side of the line you areisltnuch better if you have something
that is graduated and therefore that was the natutbe request; it was to try and
come up with some formulae with the means of achgethe same thing rather than
just imposing the flat cap.

The Deputy of St. Mary:
But what happened was you ended up with a flatvdaipgh is puzzling because you
have this super-brain who has been asked to gmdugbur argument is very sound;
cliff-edges are not nice.

Mr. J. Mews:
Notwithstanding the size of his brain; he could catie up with anything so ...

Deputy M.R. Higgins:

The second one | mentioned was in terms of OxdraeSsence, we would like the
report to tie in with our scheme just more. Thisilld be done by covering off the
following areas in more depth. Firstly, explicitiyoviding that despite the fact that
many schemes do not have State funding, if Jerselp ihave a scheme that is
competitive with other jurisdictions as Guernsetgt& funding may be necessary to
ensure the scheme is credible.” Then it also goeso: “Secondly, thank you for
removing all data we asked(?). However, we neeldatee a document that we can
point to in public to justify the amount of the &= contribution. We also say,
thirdly, the section on S.M.E.s (Small and Mediumtefprises) could be slightly
more focused towards the benefits of leaving thamy as in fact our scheme
provides. Issues include the fact that no data amealysed on the size of the
community and the fact that we do not know whether affordable to include them
plus the difficulties already highlighted.” In @hwords, Oxera were being asked to
write the report to ...

The Deputy of St. Mary:
To order.

Deputy M.R. Higgins:
Yes, to order.

Mr. M. De Forest-Brown:

| disagree. | think that all of those are commemtghe report that they can take on
board. | know that you have had an in-depth sassith Oxera and they will give
you their responses on that. | think all of thdésen perfectly comfortable with as
suggestions in terms of making the report as besagossible or to avoid confusion.
You have put your folder away at this point as titott is a done deal but | am happy
to go back through each of those points and expfaiw we understood those
comments and why we thought that they were appatgpri

The Deputy of St. Mary:
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Fine, let us focus on the one | wrote down as is Wa most startling for me:
“Slightly more focused on the benefits of leavimgm out.” | mean that refers to
small businesses in Jersey.

Mr. M. De Forest-Brown:

| totally agree that that sounds odd. | think atdsewording would have been
something like let us put the balance of argumént$aving them in or out. There
was no deliberate intent. 1 think it was just fedat the report did not include the
benefits of having them out as well as having thensimple as that.

Senator A.J.H. Maclean:

Shall we just also put into perspective that welao&ing to introduce a scheme in a
fair timeframe. | said earlier on in this hearihgt we need more data with regard to
small and medium size businesses. We are goinfttn that data and we will look
at the issues in more depth.

Deputy S. Pitman:
Will that include consulting with the small busises?

The Deputy of St. Mary:
They have already said yes.

Deputy M.R. Higgins:
| will just finish off by saying that in the prewis hearing on 3rd August when we did
ask about minutes and files and everything elseasked ...

Mr. M. De Forest-Brown:
While you are looking, have you not asked for infation on this? Did | not see an
advert on a request for information on S.M.E.s?

Deputy M.R. Higgins:
Sorry, say again?

Mr. M. De Forest-Brown:
Did the panel not request information? Yes, inllieP. (Jersey Evening Post) was
there an advert requesting information?

Deputy M.R. Higgins:
We put out a general advert to ask people to ...

Mr. M. De Forest-Brown:
For S.M.E.s so in fact you have ...

Deputy M.R. Higgins:
Not just S.M.E.s but people to write to us on amgject. What | say here is ...

Mr. M. De Forest-Brown:
Have you had any input from the S.M.E.s yet?

Deputy M.R. Higgins:
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We have not gone through all the data yet. We hadeobviously the ...

The Deputy of St. Mary:
We forwarded it all to David Waugh because ...

Mr. M. De Forest-Brown:

| am intrigued. Obviously it would be useful todwm, given the allocation of
resources and the difficulty always in choosing tngrajects we spend our time on is
if you put out an open request for the scrutinygbamhich obviously if you are a
small business you would want to use that oppdgutd make your case very
quickly. If it is the case that you have not hadcimin the way of information, we
would certainly want to be aware of that before pu¢ out our own consultation to
either see whether there is a way we need to be mogeted or whether it does not
merit the level of interest that we think it might.

The Deputy of St. Mary:

It sounds like a sound point but in fact you hae¢ t9p ask how many people read
little notices in thel.E.P. and how much publicity were we able to generateirza
that topic and so on and so on.

Deputy G.P. Southern:
Chairman, | am concerned that we are not movingmh we are into philosophic
reports at the moment.

Deputy M.R. Higgins:

| know. Just a final thing here to answer the tjoas tabled in the beginning. Okay,
this is the point it says here that there is a toes“We have also been told there
have been many meetings with the banking industB.A. and so on. We have not
received any information about the level of coreidh they did, any notes on the
meetings, whether they have any concerns with @hsudtation we did, any decisions
made or any comments that have come back from bantksthe exception of one or
2 emails. There must have been far more informat@an we have had.” Mr. De
Forest-Brown, you said: “No, there was not. Weehpst had these open meetings
where we kicked around issues. We have had thdhmgyet us and the usual
debates. We have had minutes at the J.B.A.” édsgkwe could have copies of the
J.B.A. minutes. You said it is not sure whetheragald have them because they are
J.B.A. minutes.

Mr. M. De Forest-Brown:
You do have those now, yes.

Deputy M.R. Higgins:

We now have those. You were also questioned bypgputy of St. Mary who said
would there not be notes of those, informal noteghing written down. You said:
“No, not on a formal record. Individuals may hasken their own.” Basically it just
goes on with exchanges back and forth. But we ifiadbsolutely incredulous that as
senior civil servants that records were not kept, anly for briefings for Ministers

but also for reference as the scheme goes forwisligl experience certainly was that
we have file notes after every meeting.
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The Deputy of St. Mary:
No comment?

Mr. M. De Forest-Brown:

My recollection is we took the scheme to the baskéWe proposed it. They gave us
feedback. | can probably recall in those meetwhere probably all of them said
they did not like it or something. We said you it like it for one reason, you do
not like it for another. The meeting debated tbsués. The meeting came to a
consensus that they were supportive. They recedrtise challenges that one bank
would suffer and another bank would do better aewersa depending on exactly
how you had the scheme. We made the case that isuis very simple,
straightforward scheme based on the Guernsey ahbased on the U.K. rate and we
got to the position we got to. There was a paicaction that we took away which
was to look at the 0.3 per cent and how that wadiexy which we did. We worked
on that and we brought it back to a subsequeninsehelhat was really the sum total
of it. | think we are looking for items or we domking for detail that just simply was
not there. We took the scheme as outlined to Hmekdrs, proposed it, kicked it
around and broadly they supported it. That was it.

Deputy M.R. Higgins:

Okay, we have got that explanation. All | haveeaakkor is if you can please submit
to us the comments made by the bankers, that weng avith the survey results,
which we have asked for.

Mr. J. Mews:
Sorry, comments made by the bankers?

Deputy M.R. Higgins:

When the survey was done by J.F.S.C., informatiamec back in the form of
statistics and comments were made. At least 8dardde comments and we have
not seen any of that. We would like to see thaserents, please.

Mr. J. Mews:

| believe that is a request you asked on Fridawilllpush on with seeing if | can get
that. If 1 do not have that information then | gkt the J.F.S.C. or ask the J.F.S.C. to
send it across to you.

Deputy M.R. Higgins:
Other than that, if no one has got any questionvilleadjourn.

Senator A.J.H. Maclean:

| would just like to reiterate again, Mr. Chairmahat in the interest of transparency
and co-operation that if there is any other infarorathat you require with regard to
this review, if you can please let us know. We m@e than happy to do what we
can to get the information to you as soon as plessib

Deputy M.R. Higgins:

| appreciate that. We will be reviewing everything have got. If we see there are
some gaps, we will come straight back to you. khawu very much.
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