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REPORT
The Public Accounts Committee

The primary function of the Public Accounts Comesttis defined in Standing
Orders as the review of reports by the Comptroller andifardSeneral regarding:

The audit of the Annual Accounts of the Stategeyey and to report to the
States upon any significant issues arising frons¢heports;

Investigations into the economy, efficiency anféeiveness achieved in the
use of resources by the States, States-funded fyddiependently audited
States bodies (apart from those that are compamieed and controlled by
the States), and States-aided independent bodies;

The adequacy of corporate governance arrangemthia the States, States-
funded bodies, independently audited States bodses] States-aided
independent bodies, and

To assess whether public funds have been appiethé purpose intended
and whether extravagance and waste are being atediand sound financial
practices applied throughout the administratiothefStates.

The Public Accounts Committee may also examineessother than those arising
from the reports of the Comptroller and Auditor @&, from time to time.

The Public Accounts Committee represents a spsethlarea of scrutiny. Scrutiny
examines policy, whereas the Public Accounts Cotesiéxamines the use of States’
resources in the furtherance of those policies.s€quently initial enquiries are made
of Chief Officers rather than Ministers. This istiio say that enquiries may not be
made of Ministers should the reports and recomméndaof the Public Accounts
Committee be ignored.

The work of the Public Accounts Committee is ongaiather than on a one-off basis,
and the Committee will return to topics previousiyamined in order to evaluate
whether recommendations have been followed or pires improved. If such a
follow-up is unsatisfactory then the Committee nmamcide to hold further public
hearings in order to identify the reasons for #uklof progress.

The current membership of the Public Accounts Caemiconsists of —

States Members: Independent Members
Deputy Sarah Ferguson (Chairman)

Deputy of St. Ouen (Vice-Chairman) Mr. Tony Grimes
Deputy Alan Breckon Advocate Alex Ohlsson
Connétable of Grouville Mr. Chris Evans
Senator Len Norman Mr. Roger Bignell
Deputy Roy Le Hérissier Mr. Martin Magee

! Standing Orders of the States of Jersey 1 Jar0€l§, No. 132
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BACKGROUND

1.

Following the release of the Financial Repod &tcounts of the States of
Jersey for 2007, the Committee held a series ofi®ttearings in order to
establish those issues which had arisen withirAteounts, to discuss matters
raised by the External Auditors and to highlightas where improvements
were necessary.

Private Briefings were held with —

0] Mr. Ciaran Mclaughlin and Miss Rebecca BrewSgnior Manager
and Manager of PricewaterhouseCoopers, the extautidors of the
States of Jersey, on 16th June 2008.

(i) Mr. Paul Redfern, Chief Internal Auditor dfi¢ States of Jersey, on
16th June 2008.

The following Public Hearings were held —

0] Professor Ed Sallis, Principal of Highlandsli€ge and Mr. Mario
Lundy, Director of Education, Sport and Cultureeatted on 14th July
2008.

(i) Mr. Mario Lundy, Director of Education, Spodnd Culture and
Mr. Peter Robinson, Finance Director of EducatiporSand Culture,
attended on 14th July 2008.

(iii) Mr. Richard Bell, Director of Social Secwyitattended on 14th July
2008.

(iv) Mr. lan Gallichan, Chief Officer of Housinggnd Mr. Carl Mavity,
Director of Estate Services, attended on 21st 2008.

(v) Mr. Malcolm Campbell, Comptroller of Income X,aattended on 21st
July 2008.

(vi) Mr. David Flowers, Director of Property Hotdis, and Mr. Ray
Foster, Assistant Director for Finance and Strate@yoperty
Holdings, attended on 21st July 2008.

(vii)  Mr. lan Black, Treasurer of the States, avid Jason Turner, Deputy
Treasurer of the States, attended on 22nd July.2008

The Committee would like to express its thamksweryone for their patience
and forbearance in answering our questions togethign their frank
participation in the discussions.

In this report, the Committee hopes to illugtréihose issues of financial
management which have affected the States as awinat also to highlight
difficulties which have arisen within individual piertments.

P.A.C.4/2008



FINDINGS AND RECOMMENDATIONS:

FINANCIAL REPORTING

6.

10.

The objective of financial reporting is to deratrate the accountability of the
States to the tax payers of the Island for theofisieeir money.

It is the opinion of the Public Accounts Cometithat the States Accounts
attempt to give more information but there is nobwgh explanation of the
manner in which numbers are calculated. This camibkading.

There has been a selective approach to the icatitths implemented, and
some of the changes have been implemented withayt change in
comparatives as well as a complete absence of reatpdas of the
modifications that have been made (thus giving sleading impression of
trends).

The application of GAAP will require a higherpdeciation charge. This
represents a provision for use and replacemensgéts. It is essential that
each generation should provide for the replacemérissets which it uses
since this represents true sustainability and esstinat liabilities are not
simply passed on to the next generation. Furthezrerrealistic depreciation
charge will ensure that the capital cost of cursgr@nding is articulated.

The Public Accounts Committee considers thatitfiplementation of GAAP
Accounting is extremely important if the Statesatake seriously the control
of expenditure. It is essential that GAAP Accougtis achieved as soon as
possible and certainly no later than the forecastde in the hearings.

FINANCIAL MANAGEMENT

11.

12.

13.

14.

Good financial management ensures that thepeoiger stewardship of the
assets of the States.

The evidence is that the States organisati@s ot take the exceeding of
budgets seriously. Accounting Officers are not heldiccount and shortfalls
are covered by transfer from other budgets or atext by supplementary
votes.

The Committee was concerned that there waslkadh knowledge of the
insurance arrangements of the States. This infeomad not yet forthcoming
at the time of this report.

There is a shortage of financial staff and wesgs in the Treasury, Housing,
Income Tax, Education, Sport and Culture and Sdeedurity Departments.
These all provided evidence of being unable touie@nd retain qualified
staff. This echoes the concerns raised by the Goitggtand Auditor General
in his reporf:

2 Comptroller and Auditor General Report “Statesefging Review — Emerging issues”,
May 2008
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15.

16.

17.

There is no legal requirement for the Treastodake responsibility for the
active supervision of financial management througlibe States. There is no
agreement on funding the backlog of maintenancectwldiersey Property
Holdings (“*JPH”) will be required to undertake. Taés a significant shortfall
in the maintenance budgets transferred with prgpaottfolios arising from
the failure of the Treasury to take a decisive mgheen maintenance budgets
were transferred to JPH.

The Committee considers that, since it is a keyction of financial

management to ensure that the States’ assets @periyr safeguarded and
used for the benefit of the Island, the Treasuleukl have an explicit
responsibility for ensuring the quality of the 8#ltfinancial management. At
present, the Public Finance (Jersey) Law gives piwer but not explicit

responsibility in this respect.

The Committee recommends that this explicipoesibility must be included
in the Public Finance (Jersey) Law 2005.

INTERNAL CONTROLS

18.

19.

20.

21.

22.

23.

24.

The objective of Internal Controls is to extgmdper rules of the stewardship
of assets throughout the States system.

There is no central system of ensuring comsigteof internal controls
throughout the States. The evidence is that itdeas left to each department
to work within the Financial Directions.

The evidence given to the Committee is thatadepents do not find the
Financial Directions appropriate and the resulh& these departments do not
comply with the Directions.

There is no proactive monitoring of implemeiotat of Internal Audit
recommendations for the correction of weaknessegennal control. There is
either a dilatory approach to implementation oradufe to comply. The
Committee considers that this monitoring is a Tueafunction.

There is no obligation on anyone, other thanoloting Officers, to comply
with Financial Directions.

The Treasurer has power to issue Financialchimrgs; but he has no explicit
duty to ensure that the Financial Directions thrat iasued are sufficient to
ensure that an appropriate system of internal obistiin place throughout the
States.

The Committee will consider amendments to thigli® Finances (Jersey Law
2005 such that —

0] A duty should be placed on all States emplsy&® comply with
Financial Directions;

P.A.C.4/2008



25.

(ii) The Treasurer should take responsibility fansuring that
recommendations by the Internal Audit Departmestiamplemented
swiftly;

(i)  The Treasurer should have a legal respoligibio issue Financial
Directions which are sufficient to ensure that pprapriate system of
internal control is in place throughout the States.

The Committee also recommends a thorough revidwall Financial
Directions.

FRAUD PoLICY

26.

27.

Anti-fraud policies are required to avoid migaypriation of States Assets.

From the evidence there is no States-wide femtd policy and the
Committee recommends that this is formulated utgemd applied.

CONCLUSIONS

28.

29.

30.

The Strategic Plan included a commitment toredrto UK GAAP Reporting
Standards. The Public Accounts Committee welcorhisdaut regrets that the
Council of Ministers failed to achieve this wittime three years of the Plan.

Nonetheless, the inclusion of this subjecthe $trategic Plan was welcome
because it demonstrated the commitment of the Gloahdinisters to be
held accountable to the people of the Island.

In the view of the Committee, the Council of nidters should also
demonstrate its acceptance of the importance gfgpritnancial management
and internal controls within the States. This wobkl desirable to achieve
proper stewardship of the States’ income and adseteuld demonstrate the
real commitment of the Council of Ministers to fheople of the Island for the
avoidance of wasteful and ill-considered expenditur

P.A.C.4/2008



REPORT OF HEARINGS

GENERAL |SSUES

Financial Reporting

31.

32.

33.

34.

35.

The Committee are generally encouraged by imgonents in the quality of
the States’ accounts for 2007, specifically notimg following —

0] The income and expenditure account format ¢teenged this year,
giving a greater level of detail vis-a-vis expenditand income.

(i) A segmental analysis examining income andegxjiture over the
main departments and other areas has been included.

(i)  The increasing shift towards segmental bosakn of the accounts as
per U.K. G.AA.P.

(iv) A glossary of terms has been included toliiate understanding.

It was noted that although much has been doere tremained considerable
room for improvement. One particular area which@oenmittee believe must
be addressed is the tendency to provide net figfmegxample the reporting
of net general revenue income within the accouwithout providing the
Gross figure and the explanation for the deduction.

The Committee was also dismayed to discovertlieaexpenditure from the
Special Funds (the Criminal Offences Confiscatiomnd and the Drug
Trafficking Confiscation Fund) was included in teependiture for 2007 but
the comparative for 2006 was not adjusted. At Hmaestime the total income
for the 2 funds was not included in the incomehia Accounts. There was no
explanation that this had occurred nor any rulwriexplain the rationale. The
Report of the Comptroller and Auditor General sfiegily stated that
« money currently paid into the two confiscationds should become part of
the general revenue of the States and should b ipto the Consolidated
Fund » The Committee deplores the fact that the Comptr@nd Auditor
General's recommendations have only been partaflplied and that no
explanation has been supplied.

The Committee noted the item in the « otheonme » note in the Treasurer’s
Report on page xi of the Accounts, listed as Dinatkeand Internal Returns.
The explanation is that this represents the reténora the Trading Funds.
This would not be clear to the average readereftcounts.

The Committee noted that whilst the introductf GAAP accounts has
slipped from the original deadline, great progréssl been made in the
programme to base the States’ accounts on U.K.AGPA. and noted the
following comments from the Deputy Treasurer of 8tates —

“That should leave us in a position where we hawet of accounting
standards that we will follow for 2009, so when yeaeive the 2009
accounts you will have the first set of G.A.A.Psdghinformation.
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That will have to be presented alongside conditiantormation in
this format because this is the way the States kated money for
2009. So 2009 will be a transition year where wespnt information
in the old format and new format. An essential elenof G.A.A.P. is
to be able to compare one year with another andausly as 2009
will be the first year we are going to producestimformation, we
will not have any comparators for 2008. So 2009 esltablish the
first set of numbers and then going into 2010 wkhave a complete
set of information with prior year comparators.”

36. Despite this, the Committee was disappointel@dm that the Treasurer was
unable to tell the Committee what the effect ofndiag to GAAP would be
on the States’ Accounts.

Mr. M. Magee: G.A.A.P. accounting ...... sounds really boring and it
is technical accounting. | think my main query sybu have a feel
for the scale of the adjustments? Because evemlhihey might not
be fully considered, it would be interesting to Wribat obviously the
whole shape of the accounts is likely to change fotidwing on from
what you said last year, you want to set up theadepental budgets
to be in a similar format so that you do not getthis reconciliation
hassle that you have.

So you could at the end of the day have somethatgis a massive
surplus or a massive deficit compared to what yavehat the
moment. You know, where does that place you instarinfiscal

policy? Because if you have a big hole does thatmny®u increase
taxes; if you have a big surplus, do you reconsuleat you have in
place for 20 means 20, et cetera? To me thereligy gicture here
about G.A.A.P. accounting, not just “let us getstlim a different
shape”.

Mr. I. Black: We do not know what the figures are going to pcedu
but obviously capital is a big one, the depreciatharge is the big
one. ...... It will probably turn current surplusega deficits. How we
deal with that we are only just starting to thinkoat. | really ... you
know, the idea of this is to give information tdormed decision-
making. You are asking me what decisions you skt think we
need to know the challenges before we start thinabvout what to do
with them.

Mr. M. Magee: | guess it is comforting to know that you are
considering that because you understand the coresegs ...

Mr. 1. Black: We have given it some thought already but we do no
have any answefs.

% page 21 of the Transcript from the Hearing witeaBurer and Deputy Treasurer
* Page 22bid
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37. The Committee stressed the importance of emguhat the exercise was
completed and that the proposed target of full UKA.A.P. compliance is
achieved by 2010 and recommends that priority Bergto ensuring that the
target for full GAAP compliance by 2010 is achieved

Annual performance measurements

38. Problems associated with annual performance sunements used by
departments were identified in the hearings. Witkiducation, Sport and
Culture, an average P.T.R. (Pupil Teacher Rati®3o7 over the last 3 years
was quoted in the Annual Performance Report for720@wever this figure
was noted as varying significantly year-on-year.

39. The Committee was particularly concerned whle bver-emphasis upon
examination results as a performance measure, iaipen light of the fact
that evidence from Highlands College suggests plugils may be leaving
school lacking in elementary skills.

40. The Committee considers that it is importaat fherformance measurements
are used but that these should be relevant todhgumers of the service. For
example, it is as important to know how many pupdse been failed by the
service and why this has occurred.

41. Within Housing, the issue of increased voiddiog property days was raised.
The Chief Officer of Housing advised the Committkat steps had been
taken to address these issues. It was also noatdhiise data had originally
been mis-stated. The Committee noted the followirihis regard —

“Mr. M. Magee:
Yes, | think there is obviously quite a lot afedout there in
the public domain and this is -- we have got 2 doeuots, this
being annual performance report 2007 and obviously
accounts. Now, the accounts say there is a movenparards
in void days from 23.2 to 32.6. This says it wasm@9.

Mr. . Gallichan:
Yes, | do apologise, that is incorrect.

Mr. M. Magee:
That is right, the 19 is wrong?

Mr. I. Gallichan:
That is incorrect. What happened was, regrdéytab., they
took the quarter figures rather than the figurestaghe end
of the year and so it was 19 days for the quartaml led to
belie\ge but it was not the correct figure so | gmkagise for
that.”

® Page 4 of the Transcript from the Hearing with @gef Officer of Housing
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42.

43.

44,

12

The Committee also noted that the Chief Intefnitor did not consider that
the Performance Indicators used for the InternadidlDepartment were
particularly suitable. Mr. Redfearn stated that —

«....there were some key performance indicators:atidit scope is
issued within prior to 4 weeks of an audit, andt thia audit report is

produced within 2 weeks of the end of field woHattannot happen
in practice, ....... we start discussions about a drgfort; people do

not necessarily like it, they do not agree withand they go back and
there is discussion here, there and everywhere.th®y are not

particularly suitable key performance indicatorsx»...

Overall the Committee welcomed the Annual Raerémce Report initiative,
but wishes to stress the paramount importance lafatang the quality of any
published information.

The Committee recommends that improvements Idhbe introduced to
Performance measurements and reporting which ditove greater level of
accountability and transparency in identifying thelue and quality of
individual services provided by the States.

Financial Management

45,

46.

The Committee was made aware of concerns dwerlack of resources
available for Financial Management in Social SexsjcHousing, Education,
Sport and Culture, Income Tax and Treasury Depantsnevhich all provided
evidence of being unable to recruit and retain eyppately qualified staff.
The problem was well illustrated by the Comptrotéincome Tax —

“We had an independent review of income tax 2 yagrsby Deloitte
and Deloitte recommended that my I.S. Finance Darebave a
deputy. He was not given a deputy. The idea wasidipeity would
train up when he eventually goes, but becausevedll, there are all
kinds of constraints on recruiting civil servantsdaappointing civil
servants and budgets - budgets are restricted. |nancriticising
anybody. | am just saying we did not get what theport
recommended”

The Committee feels this is an issue which rbestddressed as it is vital for
the States to secure the necessary staff to opdrat@ublic sector. The

Comptroller and Auditor General in his repdrédso identified that in some

areas salaries are insufficient to retain seniaff.sThe question was also
raised as to whether there are adequate trainfaggements to allow internal
promotions, particularly for posts where recruitingray be problematic. The

Committee considers that training is an importalement in succession

planning and should be included as part of ovestdkes Human Resources
policy. The Comptroller of Income Tax again prowddevidence of such

difficulties in his statement that —

® Page 17 of the Transcript from the Hearing withr@troller of Income Tax
" Report by the Comptroller and Auditor General: a8t Spending Review — Emerging
Issues” presented to the States in May 2008
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47.

13

“I will tell you what I do. | give them a supporé culture, a culture
where they can develop, a culture where they camjea culture

where | give them 80 per cent of the professioses fpaid for them if
they take professional exams, | give them a nickk wavironment
and | do all I can for them. | cannot give them bees; | am not
allowed to. | cannot change some taxpayers’ peroaptof tax staff
when they come into the help desk. | can only lat Wwean do. But |

do not have a training pool because | do not héneliudget for that
training pool to have them in reserve so that weemeone resigns |
can push someone straight into that job. | do retehthat reserve
training pool.”

The importance of securing the right persomeelired by the States should
not be overlooked. The Committee considers thaursration mechanisms
should be reviewed and adequate training is provtdeallow for succession
planning.

Internal Controls

48.

49.

50.

51.

The issue of the adequacy of financial diredtiovas raised during the
hearings with a number of different views expressed

The Treasurer considered that the Financiadilons were on the whole a
reliable set of control procedures. He commentad-th

“... generally | think the financial directiong@fit for purpose apart
from those 2 or 3 we are working on at the momént.”

Comments made by the internal and externalt@sdprovided a marked
contrast to those of the Treasurer, as evidencethiBydeclaration by the
Chief Internal Auditor —

“I have done some research recently on contactindividual
departments and asking them the very same quegtiorhave just
asked me about the adequacy of financial directi@ve of the main
things that comes through is that quite a numbedegfartments feel
that the financial directions are written on a Tsegy basis and for
the Treasury, but they state that they do not kwinat is involved in
running departments and they do not know what wlired with
dealing with the customer, which is quite ironis, @ane of the core
values of the organisation is that the customemtisthe heart of
everything we do®

This is further backed up by the external awdjtwith Mr. McLaughlin
stating his view that there is no cohesive setimdirfcial controls imposed
from the centre —

® Page 18 of the Transcript from the Hearing with @omptroller of Income Tax
® Page 25 of the Transcript from the Hearing with Tneasurer and Deputy Treasurer
19 page 10 of the Transcript from the Hearing with @hief Internal Auditor
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52.

53.

54.

55.

56.

57.

58.

59.

14

“I do not see it as being one system of intercahtrol; | see it as
being a number of separate systems that occasioaadrlap.™

As a result of this evidence and the concexpsessed, the Committee feels
there is a definitive need to establish clear, otiffe and efficient control
systems. Without such measures, there can be ditttdidence that proper
stewardship of public money is being achieved.

The Committee believes it is imperative thad #inancial Directions as
currently established are reviewed in order to ensheir effectiveness and
that they are fit for purpose.

There was also disappointing evidence sugggstiat the control systems
specified by the Financial Directions have not beeplied consistently by
States’ bodies. In this regard, the Committee nded attempts have been
made to improve performance in this regard withimuenber of departments
such as Education, Sport and Culture.

The Committee noted that, within the Income TBepartment, tax
assessments are checked for accuracy retrospgctivigh no checks before
the closure of an assessment, which is clearlypiregiate.

The external auditors have noted concernspf@turement and purchasing
controls are not stringent and there is a significpotential risk. It was
stressed that this area is very difficult to pgli@specially as there are
600 existing purchasing cards in Health and S@&=gavices alone.

The Comptroller and Auditor General's reporentified notable issues
regarding the corporate governance of WEB

£2,500 worth of banknotes, which were due talésroyed by the Treasury,
have been lost. The external auditors commentedtiigaarrangements for
disposal of banknotes were less formal than the pré&cedures.

There was further disappointing evidence that $tates have been slow to
implement recommendations made by the internaltaedim, particularly
within Education, Sport and Culture, Housing andci&lo Security. The
Comptroller and Auditor General has also identifiaech concerns within
WEB, with regards to directors making prompt anduaate declarations of
conflicts of interest, as evidenced by paragrapbf3hat report —

“It is evident that between 2005 and 2008, whiMEB continued to
hold the Register that had been prepared in 200&ctbrs were not
asked by WEB to up-date their declarations andratfice did not do
so. As a result, WEB'’s Register was not accurate.”

1 page 12 of the Transcript from the Hearing with élxternal auditors

12 Report by the Comptroller and Auditor Generaldterfront Enterprise Board Limited —
Interim Report, June 2008

13 Report by the Comptroller and Auditor Generaldterfront Enterprise Board Limited —
Interim Report, June 2008
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60.

61.

62.

63.

64.

65.

66.

15

The Chief Internal Auditor has stated that sthihaking recommendations to
improve controls is of course a vital part of hierly the responsibility for
implementing any recommendations rests solely witlividual Accounting
Officers —

“It is senior management’s responsibility to erssstecommendations
are implemented™

The Chief Internal Auditor uses the Audit Conted as an arm of power to
ensure things are followed upbut there is no clear responsibility for the
Audit Committee to ensure that the work is done.added that he has had
«more cases than | am used»tavhere he has had to refer reports to the
Audit Committee to ensure that the recommendatmnthe Internal Audit
Reports are followed up.

The Committee has identified that there is edrfer an overall improvement
in the States’ performance in implementing contrdlse States as a body
must, as a priority, improve its implementation aatherence to all controls
in place. This will not only provide protection ftre Public's assets but also
for all States employees.

This is exemplified by the report on the pragb®ost Office at the Airport.
The internal controls were reviewed and the repectived a grading of 1,
being the lowest possible grading. This underlittess necessity for better
understanding and training in the application ofdficial Directions and
internal controls.

The Committee noted that the ESC Departmentahpslicy of delegated
financial managemenit. However, although Dr. Sallis had been on various
courses dealing with finance, there was no formmagamme of guidance in
finance when taking up his post. The Committee iclems that there should
be formal financial training for senior managemértiis should include the
Heads of Schools to whom financial managementlegdsed.

This lack of training has been recognised b{ B8d the Finance Director has
instigated a training programme so that managetdtaads of Schools within

ESC understand what financial controls means. Tomr@ittee commends

this approach but considers that it should be disated centrally to ensure
consistency across the States.

The adequacy of the Public Finances (Jersey)A005 was also raised by the
Chief Internal Auditor highlighting the point thatt present there is no
compulsion for any member of staff beyond the Aetimg Officer to comply
with control and Financial Directions —

' page 3 of the Transcript from the Hearing with@heef Internal Auditor
' page 3 of the Transcript from the Hearing with Sallis and Mario Lundy
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68.

69.

70.

71.

72.

73.

16

“...if you look under the Jersey Finances Lawubtes the role of the
accounting officers and the accountability of tree@unting officers
for the financial directions, however, there is riag stated for any
other member of staff to comply witff.”

The Committee noted these concerns and the teeedisure controls are
improved and adhered to. The Committee will consideether a duty should
be placed on all States employees to comply witiakgial Directions as part
of the review of the Public Finances (Jersey) L@@

The Chief Internal Auditor expressed conceat tie had not been involved
with the preparation of the Statement of Internahttols included in the
Accounts. He had been expecting to be involved«@and was waiting for the
statements of internal control to come through arebn | questioned where
they were, especially the formal one reporting aets, | was told that ..., it
was written, done and dusted and signed; to my amaat really, that is just
something | am not used to at all. | am used tod&volved throughout the
full process of the statement of internal control

The Chief Internal Auditor commented that hwoxld have influenced
it....Specifically within the area of risk managemehtrefers quite heavily in
the statement of internal control to risk managemand it goes into a level
of detail of risk management within the States o[gpwhich | have not had
that level of evidence and | can personally not sde else in the
organisation would champion such a cause. ».

The Public Accounts Committee is concerned ithit only now that it has
been agreed that the Chief Internal Auditor shqguépare an annual report to
support the Statement of Internal Controls included the Accounts.
Furthermore, it notes that there is no requireraethiin the Law for the Chief
Internal Auditor to produce an annual opinion altho it is within the
authority of the Treasurer to issue a Financiak&lion to require this.

The Committee is also concerned that thereaappe be such a low emphasis
placed on having a realistic risk management pafigyace.

Presently it is not clear who accepts overafiponsibility for financial
management within the organisation. Achieving appate financial
management is not simply a matter of specifyingtwtha control systems
should be as without effective implementation amhitoring failure is likely.

There have been clear failures identified widsgartments are not accepting
responsibility. For example —

0] The Treasury are not proactive in monitoritg tmplementation of
Internal Audit recommendations.

(i) Following departmental overspends, Accountidfficers are not held
to account. Funds are simply transferred from avothudget or
allocated via supplementary votes.

' page 11 of the Transcript from the Hearing with @hief Internal Auditor
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(iii) Evidence was provided that demonstratedrctifficulties in securing
the transfer of budgets from the Treasury to crdatsey Property
Holdings, as alluded to by the Treasurer —

“Well, | am referring to personal experience afe or more
difficult transfers and it is very easy to say: ‘Wahould
transfer the amount across” but what is the amoyat

transfer across? Is it the previous year's budgkt?t the

previous years actual? When a department can demnabas
that the previous year’'s budget was much highen thze

budget for the previous 10 years or the actual wiferent

for the previous years, what is the figure? What faund is
it was very, very hard — because | was involvedthia

calculations — to say: “This is the definitive frgu’ 17

74. The Committee has identified 2 principal pointéch need to be addressed.

0] Overall responsibility for oversight and digline of all States
finances must be clearly vested in one individual.

(i) Progress is not like to be achieved unlespoasibility for securing
improvements is clearly identified as vested iragipular individual.

75. Without this, it is highly unlikely that any meingful progress and
development in the quality of financial managemeithin the organisation
could be achieved.

76. The Committee believes that the Treasurer shtalte responsibility for
securing performance in this regard, and shouldmesely “keep score”. The
present provisions applicable to Accounting Offscerhich ensure they take
responsibility for financial management within thdepartments, should not
preclude the Treasury from exercising overall resgality in this area.

77. As the Public Finances (Jersey) Law 2005 dasclearly delegate these
responsibilities to the Treasurer, the Committelk eginsider an appropriate
amendment in its review of the Public Finances Law.

Financial probity

78. Notable evidence was heard that suggested eralaabsence of attention to
the issue of fraud within the States. The exteanditors remarked upon this,
and the Chief Internal Auditor commented that he teently commissioned
a review of the States’ current Anti-Fraud Policithwa view to identifying
the GAP Analysis from best practice held in UK Rul8ector activity. The
report produced is expected to be considered b$tdtes Audit Committee in
September 2008. He has included an annual revietheofAnti-Fraud and
other governance policies on the Audit Committedtyward work
programme.

" page 29 of the Transcript from the Hearing with Tneasurer and Deputy Treasurer
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It was noted that the Chief Internal Auditordhaitiated a review of the
“Serious Concerns” policy (i.e. the whistle-blowipglicy for States’ staff),
and that this policy is being reviewed by the CHhuifiister's Department
following the Bellwood case decision and reporth® States.

The Committee feels that in light of these ifiigd, the States should
implement a comprehensive anti-fraud policy, tdude consideration of the
use of data matching to help identify evidence a$gible fraud. This is an
avenue which the Social Services Department haea levestigating, but
which will require a number of safeguards and ckediefore any
implementation since Data Protection may be areissu

SPECIFIC DEPARTMENTAL |SSUES

Treasury and Resources Department

Income Tax

81.

82.

83.

84.

Within the Income Tax Department, the extemaditors have criticised the
controls regarding tax assessments, in that thawe fbeen no checks of
accuracy before closing any assessments. The Calfeptof Income Tax
confirmed this when he declared that —

“We could do some checking before the assessndose but,
frankly, | put it bluntly, we do not have the resms.”®

The Committee would encourage the Comptrolfeincome Tax to review
the controls regarding agreement of assessments.

Staffing within the Income Tax Department waslear issue. During 2007,
the Department lost 7 experienced members of stafé Comptroller of
Income Tax cited salary pressures as being a kasoreunderpinning this
significant loss of staff —

“Well, there is an additional factor in them leag income tax. There
is the work pressure at income tax but there istloadditional

factor; it is called money. They leave because treyoffered more
by firms of accountants out there. So, they haweemoney for less
work. If you were 28 years of age that seems atyprattractive

option: “More money, less work, | will have thatl” cannot stop
people resigning*®

As a consequence of this, the Committee féelisa shift towards increasing
self-assessment by taxpayers will be necessathpeifStates is unwilling to
finance a proper staff for the Department. The Cdtes would recommend
that, if this is the case, the Treasury ought tonspr and promote a public
debate on the change in tax gathering culturevtbatd inevitably follow.

'8 page 10 of the Transcript from the Hearing with @omptroller of Income Tax
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The external auditors highlighted an over-relea on the Income Tax
Department’'s Finance Director, in that much of tBepartment's IL.T.
reporting facilities and functions are only undecst by him. The Committee
noted that the Comptroller of Income Tax has mdttets to try and secure a
Deputy Finance Director, but that this has beemcressful due to budgetary
constraints. The Committee is concerned that thesees prevent the full
functionality of the department’'s I.T. facilitiegnd that there are issues
regarding succession planning in this regard. Then@ittee feels this further
underlines the need to re-consider the staffingareyements within the
department.

The Committee approves of the Department’s shifards carrying out other
collection functions of the States as per the Coollpt and Auditor's
recommendation in the Spending Review Réfcaind noted the following as
explained by the Comptroller of Income Tax —

“Well, | have to tell you that under the current.l.S. (Income Tax
Instalment Scheme) system we collect social sgcdata from the
employers for ‘joined up government’ and it is aur @lisc...... the
income tax I.T.l.S. stuff comes in and the benifiksnd come in for
us, and there is a separate stream for social sgcueturns and we
send that straight off to Social Security withoabKking at it. So, it
comes in on the tax stuff and then it is sentco8dcial Security. So,
we are doing this already.”

The Committee recommends that the Income Taaiment should —

Reconsider the policy framework for the relatiipsbetween the
States and individual taxpayers

Reconsider the adequacy of staffing within thecone Tax
Department

Reduce over-reliance of certain individuals

Capitalise on the unused functionality of the &ryqment’s IT.

Strategic Investments

88.

The Treasury’s move to rationalise the managewiethe States’ interests in
the strategic interests was noted by the Commitieeparticular the
Treasurer’s view that —

“The general aim we are working towards is thia¢ treturn of these
companies is in accordance with benchmarks forlamgerforming

companies in the market. We are moving increasitugliards that for
companies.®

%0 Report by the Comptroller and Auditor General:dt8s Spending Review — Emerging
Issues” presented to the States in May 2008
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There is no defined coherent policy towardsehmvestments, merely an
informal discussion and approach to deciding onréern due to the States.
The Committee considers that there should be awewf the policy with a
formal analysis of the return that should be exg@dtom these investments,
similar to the reviews of utility prices to custormevhich occurs in the USA.
This should also contain a historical summary &f thasons why the States
holdings differ for each of these enterprises amohsieration of the
advantages and disadvantages of each structure.

The Committee also considers that the condepholding company for these
investments has merit. It notes that there is apemy in existence,
RC 84168, States of Jersey Investments Limitedclvhiiould serve this
purpose. This company would provide a vehicle tdactvithe Minister for

Treasury and Resources could delegate managemésaf investments.

Jersey Property Holdings (“JPH")

91.

92.

93.

94.

95.

The Committee was disappointed to note thatrémesfer of properties to JPH
has yet to occur fully, with properties under tHanRing and Environment
and Health and Social Services Departments stifitanding. It was however
noted that this represents a small proportion efaverall estate.

Overall, approximately £3 million of the indivial departments’ maintenance
budgets has not yet been transferred to JPH. Itneted that, although the
Treasury and Resources Department’s failure toitasgower to transfer the
necessary budgets to JPH has played a role irstinigfall, the Director of
JPH also stated the following —

“l think each of the departments has been putenrqatessure and
unfortunately maintenance is a budget which is treddy easy to
switch on or off and so the budgets, as far asn e2e, had already
been depleted before they were transferred to Rtppéoldings.”*

As an example, the Committee noted that thepgrtp maintenance
department for Sport within Education, Sport andit@a has, with its
attendant budget, been retained by Education, $pdrCulture. This is not in
accordance with States policy.

The Committee considers that there are lesgohbe learned from the delays
in the implementation of an agreed policy of that&t. It appears that the lack
of decisiveness plus the lack of clarity relatimgthe items posted to the
maintenance accounts in departmental ledgers tuntdluted to the delays.

The Committee was concerned to note that theratlv shortfall in
maintenance across the whole estate was estimatenighly £100 million
and that some £15 million a year would be requiredbring the estate to a
reasonable standard. The Director of JPH. inforthedCommittee that —

% page 4 of the Transcript from the Hearing with Btector of JPH.
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“The estate is not sustainable on the level ointemance budget
which we have®

The estimates correlate with the recommendatidéniseoAudit Committee in
2000%

The Director of JPH advised that regrettablyas likely that profits from the

sale of properties within the estate will be usedhelp fund the maintenance
shortfall. The Committee is greatly disappointedtbis eventuality, and its

concerns were echoed in the following statemenhéyDirector of JPH —

“l think that was agreed at a previous P.A.C. fRa Accounts
Committee) meeting by my predecessor, that thesffroch disposals
would not be used for revenue costs or maintenamngeit may well
be necessary in the short term to do that. It issoonething that | feel
entirely comfortable with. 1 do not think it is swl accounting
practice.”®

The Committee is concerned that the use ofgutpgale proceeds for funding
maintenance costs represents poor discipline ingdtuglanning. Tighter
control over expenditure is mandatory to ensure $tates’ properties can be
maintained in good order.

The Committee notes that the Audit Committesuasl a report on
Maintenance of States Buildirfgswhich was critical of the maintenance
programme and made some cogent suggestions fonpi®vement. Whilst
the formation of JPH was intended to answer thcisins, it appears that
there was no firm commitment by the Treasury tgsupthe actions required
within a sensible timescale. At that time the Auddmmittee recommended
that the annual maintenance budget should be af&l@dnillion.

During the hearings covered in a previous ttepbrthe Public Accounts
Committee?’ the Committee approved the development of a systetharge
departments for the property being utilised as ep b improving the
effectiveness of States’ use of property. In fdet, Committee considered that
«the Corporate Management Board would have failedtsrduty to realise
the expectations created by P.93/2005 if such sesgysvere not introduced
with effect from 2009»

The Committee was pleased to learn that JR&l/e incorporated in our 2009
plan an outline of the charging strategy or therging mechanism, and the
plan is to put that in place in tandem with theddtiction of the integrated
property system, ».

% page 5 of the Transcript from the Hearing with Efector of JPH
24 Audit Commission report - Review of MaintenanceBaildings 30/06/2000

% page 21 of the Transcript from the Hearing with Elirector of JPH
26 Audit Commission report - Review of MaintenanceBoifldings 30/06/2000
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Finally, the Committee would stress the immoce of achieving the
objectives set out in the original proposition fiire creation of JPH#
including —

The development of co-ordinated strategies.

Rational and sensible management of property.

Re-charging the costs of property occupationtébeS departments.

The Committee will revisit these issues in200

General Matters

103.

104.

105.

This report has already discussed concernardeg a lack of central
responsibility for financial management by the Bueg. The Committee
wishes to state explicitly that the Treasury mustnbore disciplined in its
oversight of instances in which voted budgets aceeded.

The Committee noted that insurance arrangenagatcurrently undertaken by
the Treasury on behalf of all States departmerast & the Consolidated
Fund is hypothecated for the Insurance DeductibiedHI.D.F.) which has
been built up to allow some degree of self-insugafidhe remainder is made
up by external commercial insurance which goesauth¢ total value of all
States’ assets. Expert advice is sought througbreait brokers, but final
decisions regarding the level of cover and prenjayments are taken by the
Treasury. The Committee will comment further ors thihen the information
requested from the Treasury Department has beea malable?’

During the hearing on Jersey Property Holdifdgd), it was identified that
JPH. is responsible for managing the propertiesitisdesponsible therefore
for managing the risks of occupying the propertiBse Committee cannot
reconcile the responsibility for managing propertié JPH is not also
responsible for the insurance cover that is arrdngeat least put in a position
of knowing that adequate cover is there. Ray Fastefirmed thak It is a
very good point. We do not have sufficient infofamatthat underpins the
recharges that we receive from the Treaswrithe Committee considers this
state of affairs extraordinary.

Education, Sport and Culture

106.

107.

The Committee was pleased to note the impreménm control discipline
within the Department, and the efforts to improieficial accountability, in
line with the recommendations of the external audit

The mis-statement of Pupil Teacher RatiofiénAnnual Performance Report
was disappointing, but it is noted that the Departtris aware of the need to
ensure such errors are eliminated in future.

28 States of Jersey Property Holdings — establishifie88/2005)
% This information is not yet available at 2nd Segtter 2008
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The Director of the Department made the falhgwdeclaration regarding
demographics —

“The principal challenge for the future will béhé management of
demographics with our current funding arrangemdatsschools.®

It is hoped that adequate measures and sasitegl be adopted in order to
ensure that the Department does not suffer a drpprformance as a result of
these changes. It is also worth noting that thésdésechoes those comments
within the Comptroller and Auditor General’s SpergiReview Report:

The Committee recommends that performanceursrasnts (as discussed in
paragraph 3@t seq). should be reviewed to ensure that they are rateeathe
consumer so that individual services provided by Bepartment can be
monitored with the results used as a benchmarfufare years.

Social Security

111.

112.

113.

114,

This report has already stressed the neech foomprehensive anti-fraud
policy to be developed across the States, but slevelopments are
particularly necessary within Social Security.

The Committee has concerns about the qualilycmantity of Management
Information available within the Department. It bate clear in the Hearings
that the functionality of N.E.S.S.I.E. (New Emplognt and Social Security
Information Exchange) was underdeveloped, made bigdhe Chief Officer
of the Department’s statement that —

“To my mind, management information is not ashibuld be in the
department.®?

Richard Bell went on to sayseme of it does not exist at the moment,
supplementation being the case in point.

In 2007, the Committee was told that thereld/tne a project to investigate
the reasons for the substantial increase in Suppltation. The Committee
was disappointed to be told that —

Yes, in terms of thinking about that ... haviagked at the ways of
forecasting, you just cannot build any certaintyoint because of
these variable ... all 3 variables you just do kow what they are at
the point at which you are asked to make an estimfitvhat the costs
will be. The only certainty given you is it wilbtrbe the figure that is
in the business plan, .... | think going forward erms of giving
certainty, it has to be about coming up with a rodtlhat sets the
amount for a 3 year period and then you get theatal honours tri-
annual review to revisit direct.

%0 page 3 of the Transcript from the Hearing with Etfeector of Education, Sport and Culture
%! Report by the Comptroller and Auditor General:dt8s Spending Review — Emerging
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It was put to Richard Bell that the impleméntaof ITIS meant that all the
lower paid workers were brought into the tax ned #nis caused the large
increase in supplementation. He considered thEhe<timing of it did not

seem to be quite right,....... But and it still did say why 2005 was so low
because again the increase was a lot less steepebat2004 and 2006 on
average and the jump between 2005 and 2006 ....lowes

However, the Committee considers that theiiomale had merit as the
Comptroller of Income Tax stated that —

Since I.T.I.S. came in we used to have 52,1 ™opal taxpayers — Do
you know how many we have now? With I.T.l.S., 81,03.. L.T.L.S.

has caught all those seasonal people who usedn®e @ver here, pay
no tax and just go away and never see them again.

We thought we would collect £177 million fromasal and wage
earners in 2007, we actually collected £196 milligk lot of that
growth is due to I.T.I.S.

On this basis the Committee estimates that a 3G@¥ease in taxpayers has
given rise to a 10% increase in tax collections.

The Committee is therefore surprised thagmithe uncertainty expressed by
Richard Bell, the Council of Ministers, in their amdments to the Business
Plan, state: &conomic growth in recent years has led to increasethe
workforce and, as approximately 56% of all workerge paid below the
earnings limit, this leads to an increased costugiplementation ».

The Committee is also concerned that the teoilheffects of implementing
ITIS were not fully considered.

The Committee therefore considers that itsisestial that there is proper
research into the mechanics of the increase inlemgmtation so that steps
can be taken to address the rapidly increasinglemgmtation burden.

It would appear that there is a lack of finahexpertise within the
Department, and the Committee considers it essaotimake improvements
in this area, which are hopefully already afooteT@hief Officer of the
department made the following statement in thisurég

“We went through a period of time without a ficandirector. We
now have a finance director; he was not from tHand and he has
now got up to speed. During 2007 certain thingd gau would like
to see happen lapsed as a result of everyone geliemselves behind
the introduction of income support and some othargs are matters
that lapsed. As income support beds down we witlawk to a steady
steer and things like this will be things that hawg attention and
have my senior management team’s attention on ae megular
basis.”*®

% page 10 of the Transcript from the Hearing with @hief Officer of Social Security
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The implementation of Income Support has &rrttrained resources since
the Compliance Team were required to assist ifntiptementation of Income
Support.

The Committee recommends that a comprehersitefraud policy be
introduced and the functionality of current I.Ts@ms developed in order to
provide improved management information within &b&ecurity.

Housing

123.

124,

125.

126.

127.

There has been a notable improvement in raguent arrears, a development
which the Committee has welcomed.

As with other States departments, there ameeras over the relative paucity
of financial expertise available within the Depagtih The Chief Officer of
Housing informed the Committee that for approxirhatealf of 2007 there
was no Finance Director employed in the Departm&he Committee has
concerns that the Finance Transformation Projedlyed by Treasury,
recommended that only a part-time Finance Direotas necessary for the
Department. The Committee believes that this isfullyeinsufficient and
would recommend that a full-time Finance Direc®remployed as soon as
possible.

The Housing Department has experienced numsadificulties due to the
bureaucracy of the States, especially regardingydeh approval of property
sales and property conveyancing, due to the ngoensiveness of the Law
Officers’ Department. The Committee believes thas important that these
issues are addressed by the Departments concesnadratter of urgency,
and consideration given to how the Social Houstogksshould be managed
in the future. This issue was raised by the Chi#ffcé of Housing who

expressed the view that —

“l think it [Housing] is very much a social sepé but, and it is a
political question, could it operate more effecivas a trading
organisation rather than a fully fledged governmdapartment. That
is obviously a political decision®

The Committee feels that it is possible thatus$ing could be better managed
if it were no longer a part of the States, an apinsupported by the Chief
Officer of Housing's statement that:

There are concerns that the current prograofrpeoperty sales will leave the
States with an unbalanced social housing stocktHeuCommittee notes that
Housing is aware of this problem and is taking stepavoid it.

Trading Funds

128.

Regarding Trading Funds, the Committee fdeds$ there is a need for the

Treasury to develop a clear and rational policytiier management of Trading

Funds, as currently none exists. The Committee snttat these Trading

% page 7 of the Transcript from the Hearing with @gef Officer of Housing
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Funds were intended to provide a framework for rgangnt of activities
within the States which should be managed commibrcla each case there
should be a clear reason for ownership for eactiiigaFund and a definitive
commercial objective in each case. The Committess dmt approve of any
“disguised subsidies”, and these should be avoiddte Committee’s
concerns in this regard arose from the Treasucerisment that —

“There is not a clear policy. Many years ago thieport ceased to
make a return. The harbours only made a nominalrrefor many
years. That appears to be the current policy.”

The Committee recommends that clear reasotedamwnership of individual
Trading Funds, supported by defined commercial atbjes, should be
identified and a rational policy for the commercmbnagement of Trading
Funds developed and brought forward for considamdty the States.

If there is no rational policy developed thbe States should evaluate and
consider the wisdom of retaining Trading Funds inithe States ownership if
there is no clear commercial objective.

The Committee wishes to stress its view thaiding Fund status is only
appropriate if it is to provide a quasi-commercidvironment in which
activities can be managed. In some cases, it mapdvésable that these
activities take the form of incorporated companegmed by, but separate
from the bureaucracy of, the States.

The Committee considers that, as for the &ratinvestments, (paragraph 95
et seg) the concept of a Holding Company arrangementtese funds has
merit.

It is unclear why the Treasury has not ingdua proper system of
commercial targeting for Trading Funds based onmiabrcommercial
principles, and this should be a clear aim for theure. Logically, any
subsidies for Trading Fund activities should beasafed from their trading
activities so that their degree of commercial sescer failure can be
monitored.

The Committee has noted that proper commesic@unts for Trading Funds
conforming to GAAP are not published. It sees rasom that these should not
be prepared and published.

The Committee recommends that Commercial atsdar all Trading Funds
be prepared and published and included in the ArBiades accounts.
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