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WRITTEN QUESTION TO THE MINISTER FOR TREASURY AND RESOURCES
BY DEPUTY J.A.N.LE FONDRE
ANSWER TO BE TABLED ON MONDAY 22nd SEPTEMBER 2014

Question

a) Other than the contents of R.149/2013 that wasemted on 3rd December 2013, where, when
and to what degree were States members informetheofsignificant reduction in income
forecasts (as compared to the Medium Term Finaiia), of approximately £70 million, that
was identified in the report of September 20137

b) When was the amount quantified in figures andeviose figures notified to States members in
numerical form and, if so, when?

Answer

R.149/2013 Fiscal Policy Panel Report: respongh@Minister for Treasury and Resources is attached
for information and was emailed to all States Merslun 29' November 2013. A copy of this email is
attached. This email also attached the Ministeggponse to the Corporate Services Scrutiny Panel’s
report on the Draft Budget 2014 (S.R.13/2013). pycs attached for information.

a) The Deputy asked a similar oral question atl#éis¢ sitting. The Minister believes the Deputy is
referring to the Supplementary Note on Income Fasexfor the Budget 2014 and the separate Income
Tax Forecasting Group (ITFG) paper. The informatias been provided as follows:

The ITFG detailed report was initially provided toe Fiscal Policy Panel in September 2013 in
preparation for their Annual Report on the draftiBet 2014.

The ITFG detailed report was also provided to tlepGrate Services Scrutiny Panel on 25 October 2013
in preparation for their Report on the draft Bud2@i4.

The Corporate Services Scrutiny Report on the AhBudget 2014 (S.R.13/2013) tabled a summary of
the revised income tax forecasts. The report atid dicthe Scrutiny Advisor’s reports also refertedhe
revised forecasts being lower than the MTFP by ifomin 2013, £13 million in 2014 and £26 million
in 2015. The Scrutiny report was published on 2&éwaber 2013.

The Treasury Minister’s response to the FPP (RDIDBY, referred to in Deputy Le Fondré’s Question,
was published on 3 December 2013 and emailed iaradvto States Members onf"29ovember 2013
by the Minister. The response included the Suppteamg Note on Income Forecasts for the Budget
2014.

The Supplementary Note to the 2014 Budget, incluohedR149/2013, was also provided to States
members separately at the time of the Budget debat® December 2014.

The ITFG Report was circulated in hard copy to &tdflembers at the time of the Budget 2014 debate,
on 3 December 2013, rather than being publishdtl@tains granular detail not appropriate for evid
circulation.

The Supplementary Note and detailed ITFG Reportewecluded in the information supporting the
Amended Budget 2014 and Update to the MTFP Depattmanex for 2014 circulated to States
members by the Treasury Minister on 21 January 2014

The detailed ITFG forecasts were not part of thieliphed documentation for the Amended Budget 2014
and Update to the MTFP Department Annex for 201theag contains granular detail not appropriate for
wider circulation.



b) The second part of the Deputy’s questions reffierthe initial Supplementary Note in R149/2013, 3
December 2014, which illustrated the revised fosecén a series of graphs (on pages 16, 17 and 18),
highlighting the lower forecasts being used in tong Term Revenue Planning process for General
Revenue Income.

The graphs clearly illustrated the overall positeord also showed the position on income tax andgsta
duty, which had the most significant variances.

The detailed ITFG figures were provided in hardycapthe time of the Budget 2014 debate, 3 December
2013.

A full analysis was then provided in the SuppleragntNote and detailed ITFG Report as part of the
information supporting the Amended Budget 2014 dpdate to the MTFP Department Annex for 2014
circulated to States members by the Treasury Min@t 21 January 2014.

py

R.149-2013.pdf



COMMENTS

The principle of not being constrained by the available unallocated balance of the
Consolidated Fund and of using all available resources is fully endorsed by the independent
Fiscal Policy Panel as an appropriate measure to address the funding pressures identified in
the Budget.

“The focus of supporting the economy in 2014 and 2015 should not be deflected in light of
lower tax receipts (outturns or forecasts) especially where this is a result of a weaker than
expected economic performance. Given the weak economic recovery that is expected for
2014 and 2015, the Panel supports the Budget’s proposed approach to mainly use savings
and reserves to fund this shortfall in revenue, if it occurs.”

There are no plans to immediately utilise the full balance on the Car Parks Trading Fund in
the short term and it is deemed an appropriate source of funding for projects associated with
transport and parking. The alternative to this proposal would be to reduce the capital
programme at a time when there is still a strong focus on supporting the economy.

Jersey Car Parking is recognised as a valuable States of Jersey resource. The future of the
operation is being carefully considered as part of a fundamental review between the
Treasury and the Transport and Technical Services Department to ensure the effective and
appropriate use of resources. The results of this will be fed into the next Medium term
Financial Plan.

The full response provided by the Minister for Transport and Technical Services to the
Committee’s report was presented to the States on 11" March 2014 (Car Parks Trading
Fund (P.A.C.3/2013): Response of Departments). An update on the recommendations has
been included in the attached report as well as links to the ‘Sustainable Transport Policy’
and subsequent progress report for reference.

Jersey's Sustainable Transport Policy (2nd July 201 0)

Jersey's Sustainable Transport Policy - Progress Re port (18th December 2013)

1 Jersey'’s Fiscal Policy Panel Annual Report, July 2014



Progress Report — Car Parks Trading Fund (PAC 3/201 3)

Please find below a report setting out progress to date by Treasury and Transport and
Technical Services in implementing the findings of the Public Accounts Committee:

updated in close
alignment with the
production cycle for
future Medium
Term Financial
Plans.

political, financial, environmental and
demand considerations.

Recommendation Departmental Comment Target Progress

1 | The Treasurer of The definition as provided in the End of | Discussions have
the States and the | Public Finances (Transitional June been held between
Chief Officer, TTS, | Provisions — States Trading 2014 Treasury and TTS.
should revisit the Operations) (Jersey) Regulations TTS is in the
aims and objectives | 2005 is considered appropriate: “The process of drafting
of the Car Parks trading operation to be undertaken by revised objectives
Trading Fund in Jersey Car Parking shall be the and aims.
conjunction with administration, management,
their respective financing, development and Issues have recently
Ministers and maintenance of the public parking arisen as a result of
report back to the places that are within the function of the long term
Committee within 3 | the Minister for Transport and revenue planning
months. Technical Services”. However, the process which

Chief Officer TTS will liaise with the includes further
Treasurer to clarify the aims and reviewing the
objectives, with particular reference to interactions between
any ‘additional uses’. It is highlighted the Car Park Trading
that the Car Parks Trading Fund is Fund and the
unlikely to provide profits above and Sustainable

beyond the return already made to the Transport Policy.
States as the potential for this is

restricted by the Connétable of St.

Mary's amendment to the 2010

Sustainable Transport Policy.

2 | TheTTS The model will be planned to be in | Prior to BDO were
Department should | alignment with the MTFP timetable, but | publication | commissioned to
ensure that its Car | it should be noted that over the course | of next produce a revised
Parks Trading Fund | of the plan, it is inevitable that the | draft model, concurrently
financial model is model parameters will change, due to | MTFP with the PAC review.

This is now being
reviewed by the
Department to
ensure that all the
inputs are
representative of
trading conditions.




Recommendation Departmental Comment Target Progress

3 | The TTS Where appropriate, automated To be TTSis in the
Department should | systems for the production of published | process of preparing
seek to improve the | management information will be in Q2, tenders for new
quality of implemented, the results of the ANPR | 2014 multi-storey car park
management trial at Sand Street Car Park will be counting systems
information published, subject to consideration of and flexible payment
concerning the commercially sensitive or proprietary facilities for all off
Jersey Car Parking | information. street car parks.
operation without
delay and, in this
regard, should
complete its
evaluation of the
Sand Street
electronic ticketing
trial as soon as
possible and report
on it publicly and
candidly.

4 | The Minister for The progress report was published on | Published | Complete
TTS should refer to | 18th December 2013 and is available | December
paragraph (n) of on the gov.je website at: 2013
the Act of the
States dated 1st http://www.gov.je/Government/Pages/

December 2010 StatesReports.aspx?ReportiD=1011
and publish,
without further
delay, a progress
report on the
Sustainable
Transport Policy,
with particular
reference to areas
exhibiting a lack of
progress.

5 | Subject to the As part of the development of the next | To be Work ongoing, to be
outcome of Medium Term Financial Plan, TTS will | discussed | included within 2016
Recommendations | be reviewing its general income and as part of | to 2019 Medium
1 and 4, the charges policy. This will be a good next Term Financial Plan
Treasurer of the opportunity to consider the MTFP (MTFP).

States and the methodology for future financial process

Chief Officer TTS
should propose an
updated
methodology for
calculating future
financial returns to
the States.

returns and income to the Fund.




Recommendation Departmental Comment Target Progress

6 | Subject to the The Minister for Treasury and Lodging Treasury and TTS
outcome of Resources will discuss and agree with | date of are working on the
Recommendation the Minister for Transport and next draft | aims and objectives
1, the Treasurer of | Technical Services the estimates and | MTFP and considering
the States should minimum financial return required for methodologies for
include within the the period of the next MTFP as calculating future
draft Medium Term | required in the Finance Law. This financial returns as
Financial Plan discussion would include confirmation part of the long term
2016-2018 a that the financial returns are aligned financial planning
statement with the stated aims and objectives of process to feed into
confirming the aims | the Car Parks Trading Fund. the next MTFP.
and objectives of
the Car Parks
Trading Fund and
that the proposed
financial returns to
be paid from the
Car Parks Trading
Fund align with
these aims and
objectives.

7 | The Council of The progress report was published in | By end of | As Recommendation
Ministers should December 2013, and the Minister will | June 2014 | 1 still being
review the recommend any changes that may be | to tie in developed, this work
Sustainable required to the Council of Ministers for | with Rec. | will be undertaken
Transport Policy approval and, if necessary, ratification | 1 as part the
following by the States. preparation for 2016
publication of the -2019 MTFP

Minister's progress
report and, as part
of that review,
assess how or
whether Jersey Car
Parking should fit
within that revised

policy.




Ministerial Response: S.R.12 /2014 Ministerial Response required by: 27th October 2014
Review title: Draft 2015 Budget

Scrutiny Panel: Corporate Services Scrutiny Panel

Introduction
The Minister and Assistant Minister thanks the Corporate Services Scrutiny Panel for its report.

Whilst the Treasury has not always been able to agree with the views of the Panel, it is recognised that Scrutiny has provided valuable
contributions to a number of financial and budget debates. Their work has been able to focus minds on the important policy options for States
members ultimately to decide upon. The Ministerial team sincerely thanks the Panel and recognises the time and effort spent on reviewing
numerous Treasury propositions and proposals over the last three years. Panel members should be acknowledged for the time and effort they
have spent on their work. The Minister would also particularly like to recognise the work of the scrutiny officers who have worked cooperatively
and diligently with Treasury officials to support the Panel and Ministerial team in researching the many background papers and drafting reports.

The Panel Adviser from CIPFA has also provided some useful insight over the last three or four years, which has informed and influenced the
Treasury's work.

It is pleasing to note that many of the Panel's recommendations have already been identified as opportunities for further improvement. The
move to three-year fixing of spending limits has been widely welcomed. The Minister is immensely proud that Jersey's Public Finances Law is
held up as a model for other jurisdictions to follow, and the Panel who encouraged that approach should be recognised for its important support
and contribution to this work.

As with all new innovations, there are always a number of improvements to make based on experience. The Minister is as committed as the
Panel is to ensure the experience of this first MTFP is used positively to make the next MTFP even more robust.

As members will have seen from the Long Term Revenue Plan Review report, published on 16" September 2014, work on implementing a
number of the suggested improvements to MTFP 2, which will fix expenditure levels for the period 2016 to 2019, is already underway.

Two particular areas of the Panel's report warrant a detailed introduction. Firstly, regarding the proposal in the Budget 2014 to reduce the
marginal taxation rate from 27% to 26%, the Minister wishes respectfully to remind the Panel it was in full possession of all the latest forecasts
and supporting papers prior to the debate of the Draft Budget 2014. All but one member of the Panel voted in favour of part (a) of that Budget
proposition which authorised the rate reduction.

The Minister signalled very clearly that the aim of this measure was carefully and specifically designed to put money into the pockets of middle
to low income Islanders. Moreover, this was at a time when both households and the economy needed further support. In addition, as clearly
explained, this was an important step in simplifying the marginal rate system of taxation.



The Minister and Assistant Minister strongly maintain their position on this important and landmark decision. They have also signalled their
desire to go further to a rate of 25%, with the full support of a majority of Ministers including strong support from the Chief Minister and
Assistant Chief Minister (Senator Routier).

For that reason Ministers are disappointed that the Panel has now chosen to be critical of this important measure. Had it felt so strongly that
this proposal was wrong, or should be reversed, then an amendment could have been brought to Budget 2015.

None has been brought and the Treasury Minister is surprised and disappointed by this criticism.

Secondly, members of the Panel have suggested that an additional Budget may be required. This has been the subject of a high profile media
report.

Under the Finance Law, any new Treasury Minister could bring alternative proposals upon his or her appointment for an additional Budget,
notwithstanding the potential serious negative effects this could have on stability and business confidence.

A supplementary Budget should not be necessary or required. The very raising of the suggestion could unintentionally send out a message of a
lack of strength in Jersey's financial position. The opposite is the case. Whilst income projections have been reduced following a continued
international recession, Jersey's finances remain incredibly strong. This is in part due to the Panel's own endorsement of Treasury policy of
prudent fiscal and treasury management.

The majority of the Panel's concerns appear to relate to measures designed to ensure that there is a sufficient unallocated balance on the
consolidated fund to provide for expenditure designed to secure an economic recovery.

The majority of these measures do not form part of the Budget 2015 report and proposition. It could be argued that the current legal
arrangements for the consolidated fund, which often has a balance in excess of £100 million, are overly restrictive. The requirement to have the
cash immediately available even before a capital project gets underway, and that it should be held before a project is even tendered, needs
review in the context of a medium-term financial planning model. There should be no compromise on financial prudence. However, the current
practices may not reflect best value or best use of tax-payers cashflow.

In any event the schedule, which is provided for States information, could be altered by a new Council of Ministers.

In addition, it should be remembered that should income levels recover or improve over the cautious estimates, then some of the currently
proposed initiatives may not be required. The Minister has continued a policy of prudence and transparency in decision-making based on
independent economic advice.

The Minister respectfully suggests that instead of making somewhat polemical recommendations, the majority view of the Panel should
endorse an approach that seeks more efficiency from States departments, puts more money into the pockets of lower and middle income
earners, and does everything possible to secure a sustainable economic recovery.

For these reasons, whilst accepting the majority of the Panel's recommendations, the majority of Ministers stand by proposals as being not only
deliverable, but representing the best Budget possible for Jersey in 2015.



Findings

Key Findings

Comments

1 | Problems arose in the income-forecasting process in 2013

These circumstances should not be allowed to
themselves.

which meant that measures were proposed (and ultimately
adopted) in the 2014 Budget which should not have been.

repeat

The report refers to problems in income forecasting in 2013. The Minister
does not agree and remains committed to the decisions made in the
2014 Budget. Work is always ongoing to improve financial forecasting in
all areas and to continue to provide the appropriate information and
briefings to Ministers, Scrutiny and all other States members.

The initial response was very clear that the Panel was in full possession
of all the latest forecasts and supporting papers prior to the debate of the
Draft Budget 2014. All but one member of the Panel voted in favour of
part (a) of that Budget proposition which authorised the rate reduction.

The aim of this measure was very clear and was carefully and specifically
designed to put money into the pockets of middle to low income
Islanders. Moreover, this was at a time when both households and the
economy needed further support. In addition, as clearly explained, this
was an important step in simplifying the marginal rate system of taxation.

The Minister and Assistant Minister strongly maintain their position on
this important and landmark decision. They have also signalled their
desire to go further to a rate of 25%, with the full support of a majority of
Ministers including strong support from the Chief Minister and Assistant
Chief Minister (Routier).

For that reason Ministers are disappointed that the Panel has now
chosen to be critical of this important measure. Had it felt so strongly that
this proposal was wrong, or should be reversed, then an amendment
could have been brought to Budget 2015.

None has been brought and the Treasury Minister is surprised and
disappointed by this criticism.




Decisions of the Assembly need to take into account the most
recent and up-to-date information.

The Minister has always endeavoured to provide the Assembly with the
latest information. A significant number of briefings and presentations
have been provided for States members both ahead of lodging the draft
Budget 2015 and also immediately prior to the debate. This has been a
consistent approach in past budgets and for other debates.

The draft Budget 2015 incorporates the latest income tax forecasts from
the ITFG and a full review of all other States income.

The timing and character of the proposed remedial measures
undermine confidence in the States’ financial strategy. It is
vital that the measures are critically appraised in relation to
their propensity for delivery.

Once the Income Tax forecasts had been confirmed they were
incorporated in the financial forecast. This led to the need to propose
measures that would maintain a positive balance on the Consolidated
Fund. The measures themselves are not a departure from the States’
financial strategy nor a challenge to it. States income has grown less
quickly than expected and the majority of these measures, as identified
by the Fiscal Policy Panel (FPP), do not impact on economic activity
which is appropriate given the economic conditions. The FPP also
comment that these proposals do not have a significant impact on the
structural position of the States’ finances.

At the time of the draft Budget 2015 lodging, not all proposed measures
were certain in their ability to be delivered. Since then further
discussions have been held, for example with the utility companies.
Amendments were lodged by the Minister for Treasury & Resources to
reflect the outcomes of such discussions.

It remains unclear how proposed savings will be met to ensure
the Liquid Waste Project can be funded in the way envisaged.

The exact details of the proposed savings are a matter for the Transport
and Technical Services Department (TTS) to manage. The expected
cost of repaying the principal sum and interest of £29 million from the
Currency Fund investment has been calculated at approximately £1.7
million per annum. Treasury and Resources have had discussions with
TTS about how that cost could be met and they have identified
efficiencies in electrical, operational and maintenance costs which will
contribute towards the repayments required once the new facility is
complete.

There are reservations about how much confidence can be
attached to the Draft Budget's anticipated level of sustained
investment return performance on the Strategic Reserve.

It is acknowledged that there are many factors which may influence the
actual returns achieved from the Strategic Reserve Fund and that the
RPI(Y) actuals will differ from the assumptions used in the rules. Based
on historical Investment return rates achieved, the average Investment
Returns for the last 3 years have been well in excess of these levels, with
last year seeing overall fund growth of 14.1%.




Given the Fund's strong Investment growth, and the scenario testing
carried out, the Treasury feels comfortable that the assumed rates used
in the rules are reasonable assumptions to use, and below the three and
eight year historic averages achieved. We are also starting from a strong
position based on the excellent investment returns which have been
banked for 2013.

Further work is required to ensure confidence in the expected
spending envelope for the Hospital Project.

This is accepted. However, as was set out during evidence to the HSSH
Panel, the Strategic Outline Case, is the accepted means of identifying
an outline budget. The current Feasibility Study will report back with
greater certainty (following the development of an Outline and then Full
Business Case) for the expected capital spend in response to the
requirement b)i) under P.82/2012 — Transformation of Health and Social
Services.

Whole-life costing should be fully embedded within project
modelling and revenue budgets for the Hospital Project.

This is accepted, however indicative revenue assessments were included
within the Strategic Outline Case and more detailed assessments
undertaken by the H&SS Department have informed development of the
Long Term Revenue Planning Review. Further detailed work to assess
the revenue implications, underpinned by detailed Acute Service
Planning, is underway by H&SS as part of development of the Feasibility
Study in response to (b)(i) of P.82/2012 and this will inform the whole life
cost analysis within the Outline and Full Business Cases developed for
the Future Hospital Project.

In order to ensure the efficacy of the fiscal stimulus
programme, measures to stimulate or support the economy
must meet the ‘3 Ts’ test of fiscal stimulus.

The flexibility inherent to the capital programme being approved annually
allows it to be utilised to vary the overall amount and timing of spending.
This has been effectively used in recent years as a tool to provide a
specific programme of fiscal stimulus through targeted capital
expenditure on projects meeting the ‘3 Ts’ criteria of the stimulus being
timely, targeted and temporary.

The specific ‘Economic Stimulus Plan’ approved by the States Assembly
in P.55/2009 allocated £44 million from the Stabilisation Fund for a one-
off exercise designed to provide a discretionary and targeted programme
of stimulus in response to the economic downturn. It was this plan that
established the ‘3 Ts’ test to ensure projects funded from the scheme met
the objectives of the plan in providing stimulus to the Jersey economy,
supporting local employment and creating new opportunities for Jersey
businesses at the point it was most needed.

However, an important distinction must be made between these types of
one-off exercises and what the capital programme is ultimately for. The
primary objective of the capital programme is to meet service delivery




needs rather than principally as a source of fiscal stimulus or a tool for
managing the economy. Some steps are nonetheless possible:

» Consideration is being given to actively manage the tendering
conditions on capital projects to encourage an appropriate balance
between on-island and off-island contractors, which will help manage
capacity in the local economy if appropriate.

 Capital expenditure proposals in the next MTFP for 2016-19 can also
take account of both the prevailing capacity assessment and prevailing
economic conditions.

Ongoing work on the management of the capital programme will still
consider how projects meet the ‘3 Ts’ but the focus has shifted to looking
at the likely impact on the local economy and in particular the
construction sector.

Actual performance in capital expenditure in recent years does
not provide sufficient confidence that forecasted profiles for
future capital expenditure will be achieved.

A great deal of progress has been made in recent years to improve the
monitoring of capital projects and the quality of forecasts as well as
encouraging departments to utilise available resources to complete
upfront planning and feasibility before allocations are approved to reduce
the lag between approval and project commencement.

Departments are required to sign off business cases including forecast
cash flows for each project prior to its inclusion in the capital programme.
Preparatory work at the planning and tender stages also includes
detailed evaluation by quantity surveyors to breakdown budgets at a
granular level and verify project timescales. Forecasts are based on this
detailed understanding of each project.

The forecasts of capital spend included in the analysis in Appendix 2 (pg
65) are comparable to actual spend in recent years. It must also be noted
that the three major capital projects for Housing, Liquid Waste Strategy
and Future Hospital, for which detailed preliminary work has been carried
out, have been included, which contribute to increasing overall forecast
spend significantly in future years.

10

There is a risk that deficit-financing may become the norm for
the States.

It is not clear what is meant by this finding. Clearly there is a risk but the
Panel do not explain the nature or scale of such a risk and whether either
is changing. The Minister has already identified that by updating the
fiscal rules and principles that the States applies this risk could be better
managed, for example by committing to balance budgets over the
economic cycle. The Panel's Adviser (MJO Consulting) recognises the
arguments in favour of the States running deficits during a recession and




a surplus in good times but this does not imply that deficits will be the
norm — if that was the case then budgets would not balance over the
economic cycle.

11

The Long-Term Revenue Plan will provide directions to both
the Budget setting process and the foundation for the MTFP
and is of direct relevance to the debate on the Draft Budget.

The Long Term Revenue Plan is intended to be a working document and
as such is best described as a process of Long Term Revenue Planning
rather than a finite report or plan.

A Long Term Revenue Planning Review (R136/2014) has been issued
to States Members. Publication of this Review is intended to set out the
range of major issues and potential policy considerations which might
affect the next Strategic and Medium Term Financial Plan.

This is intended to assist States Members as to their future financial
policy options and to inform the decisions that the next States Assembly
faces.

12

An urgent recalibration of the MTFP is required and its
redesign needs to be on the basis of a robust economic model
and not simply as an accounting model.

The current MTFP is a three-year plan which is clearly based on an initial
set of economic assumptions and financial forecasts that are then revised
and updated during the life of that plan.

The Long Term Revenue Planning (LTRP) Review provides a framework
to look beyond the current MTFP period. The LTRP Review also provides
the process by which an annual review of the plan and a re-assessment
of the financial and economic forecasts can be made and revised as
necessary. The annual Budget provides the mechanism by which the
States can be asked to approve changes to the plan which take account
of both the changing financial and economic position.

Both the LTRP and Budget processes are supported by independent
economic advice from the FPP and the Budget is informed by the review
by Scrutiny.

The LTRP process will provide a forward framework within which the next
MTFP will be formulated. The economic assumptions and financial
forecasts will be refreshed again as part of the work to develop a
resource framework in the next Strategic Plan and to inform the next
MTFP.

The new Council of Ministers and new States Assembly will determine
the appropriate economic and financial framework for the next MTFP and
will have the opportunity to take into account any lessons learned from
the first MTFP.




13

The time has come for a full debate on States’ expenditure
and taxation.

The draft Budget 2015 and all supporting papers have provided much of
the information required to ensure that the new Council of Ministers and
the new States Assembly are able to have the full debate the Panel
suggests. The right time for this debate is when formulating the next
MTFP and the Minister has endeavoured to make all relevant information
available in the public domain to ensure that the debates are as well
informed as possible. In addition, by placing the FPP and their reporting
procedures on a statutory basis, the next Assembly will have access to
the best, independent economic advice to inform that debate.

14

Further work is required in order to determine both the size of
any structural deficit facing the Island and the strategy to be
used to address it.

The FPP have already committed to providing further analysis of the
States structural position in advance of the next MTFP. The Scrutiny
Panel should await this work before making judgements about whether
there is a structural deficit, its scale and what remedial action may be
required to address it and when.

Recommendations

Recommendations To

Target date
Accept/ Comments of action/
Reject completion

Prior to the lodging of the next MTFP, the Minister
for Treasury and Resources should ensure that
membership of the ITFG is formalised within a
structured reporting framework and with formal
minutes being made available to the Council of
Ministers.

Accept in | The Minister is happy to accept the | 2015
Principle | recommendation in principle but is conscious
that we should not try and commit the next
Council of Ministers and Assembly to the
existing fiscal framework. This will need to be
updated in a way that makes the fiscal
framework more transparent and robust and
builds on the experience of recent years. The
responsibilities and roles in income tax (and
wider financial) forecasting would need to be
clear if the framework was to be strengthened
and facilitate robust medium and long-term
decision making. Should that framework include
the ITFG in its current or similar role then
obviously the suggestions of the Panel would
be appropriate.




The Minister for Treasury and Resources should
ensure that the most up-to-date forecasts are used
as the foundation for informing the Budget Setting
Process.

Accept

The Minister has always endeavoured to
provide the Assembly with the latest information
and will continue to ensure that the most up-to-
date forecasts are used to inform MTFP and
Budget debates.

The economic assumptions and financial
forecasts will be revised as part of the process
to develop the next MTFP 2016-2019 and
Budget 2016.

Ongoing

The Minister for Treasury and Resources should
ensure that proposed base budget reductions are
subject to independent validation in order to ensure
both their deliverability and their ability to be
monitored.

Accept

The proposed base budget reductions were
included in the draft Budget 2015 with the
appropriate commitments from both Corporate
Management Board and the Council of Minister.
The timing of these savings may mean that
departments are not able to make sustainable
changes at short notice and they will need to
make one-off savings to meet their targets, but
they have committed to finding sustainable
base budget reductions now where they can.
Budgets will be removed from Departments to
match the savings agreed which negates the
need for monitoring in the short term. It was
envisaged that Treasury would have
discussions with departments to understand
how they will be delivering their target savings
and gain comfort over their deliverability,
however it is not for us to suggest that the
reductions should be subject to further
independent review or validation.

2015

The Minister for Treasury and Resources should
confirm with Departments that they have sufficient
management and financial information to be able to
monitor and report upon the proposed savings that
the Draft Budget will require them to deliver.

Accept

The Treasury has focussed much attention in
recent years on developing, monitoring and
reporting management information, including
how MTFP growth, Carry Forwards and
Contingency allocations have been spent.
During the period of the Comprehensive
Spending Review, the monitoring also included
an analysis of how departments were
progressing towards achieving their savings

June 2015




targets.

In addition, the monthly and quarterly reports
produced and presented to the Corporate
Management Board and Council of Ministers
include explanations of any significant budget
variances and other key financial and non-
financial performance indicators.

All departments use a well-established financial
reporting system that allows effective and
consistent financial information to be produced
and reported across the organisation.
Departments are responsible for monitoring
their own budgets with Accounting Officers
accountable for operating within the approved
cash limit.

Departments must be given an appropriate
level of flexibility to manage savings within their
overall cash limit. The Minister does not wish to
issue a prescriptive list of savings proposals.

The Minister for Treasury and Resources should
ensure that, prior to the lodging of the next MTFP,
an assessment is undertaken of the ability of the
Department of Transport and Technical Services to
identify savings in order to fund the Liquid Waste
Project.

Accept

Treasury will be continuing to discuss the
necessary return to the Currency Fund for its
investment in Jersey’s infrastructure and a plan
of how those costs will be met will be agreed.
TTS has already started to identify efficiency
savings that will be realised once the new plant
has been completed.

July 2015

The Minister for Treasury and Resources should
ensure that, prior to the lodging of the next MTFP,
the feasibility of proposed investment returns on
the Strategic Reserve is subject to further testing.

Accept

Accepting that the returns achieved last year
were well in excess of proposed levels,
Treasury will continue to closely monitor returns
on the Strategic Reserve and will continue to
assess the impact on returns through sensitivity
analysis and scenario testing.

Quarterly
from 2014

The Minister for Treasury and Resources should
ensure that the capital cost of the Hospital Project
is re-evaluated to ensure that there is appropriate
precision within the expected spending envelope
and that approved functionality synchronises with
that expectation.

Accept

This was in any case the intent of the Feasibility
Study currently underway and which will report
with Outline and Full Business Cases in 2015.

2015




The Minister for Treasury and Resources should Accept This was in any case the intent of the Feasibility

ensure that, prior to the lodging of the next MTFP, Study currently underway and which will report | 2015
the full-life running costs of the Hospital Project are with Outline and Full Business Cases in 2015.
appropriately evaluated against the MTFP financing

capability in respect of the Health and Social

Services budget.

The Minister for Treasury and Resources should Accept The Treasury is committed to an ongoing | Ongoing

review the legislative framework surrounding the
capital allocation process to ensure it allows for the
realistic delivery of the Capital Programme and for
appropriate performance management
arrangements to be put in place, with the outcome
of this review to be reported to the States Assembly
ahead of the lodging of the next MTFP.

review of the Public Finances (Jersey) Law
2005. Following the significant progress made
to develop medium term financial planning,
further work is currently being undertaken to
progress options for legislative changes that
would improve the efficiency and effectiveness
of financial management with the States whilst
maintaining an appropriate framework of control
and accountability.

An issue high on the agenda within this review
is the methodology behind the approval and
allocation of capital funding. A number of
options are being considered to more
effectively manage States of Jersey resources
and allow departments sufficient flexibility to
effectively manage the delivery of their capital
projects.

Significant progress has been made in recent
years to improve the quality of capital project
monitoring. The information supplied by
departments and reported back to the
Corporate Management Board and Council of
Ministers quarterly has increased to include
project specific updates on project status,
reasons for any delays, tender status and
projects cashflows. A lot or work has also been
done in conjunction with the Economics Unit
and the Jersey Construction Council to develop
our understanding of the impact of the capital
programme on the local economy.

The Minister will report back to the Assembly




on progress early in 2015 as part of the
development of the next MTFP process and
before the Assembly are asked to consider the
next Strategic Plan.

Early 2015

10

The Minister for Treasury and Resources should
investigate the potential for the States to run a
budget surplus of 0.5% or 1% of GVA over the
economic cycle, with the outcome of this work to be
reported to the States Assembly ahead of the
lodging of the next MTFP.

Accept in
principle

The principle of a surplus over the economic
cycle will be considered as part of the ongoing
work on updating the fiscal framework.
However, the suggested rule is not clear in
terms of whether the reference point is annual
GVA/surplus or surplus that over the cycle and
also what the rationale is for such a rule. The
reference to the Swedish model by the Panel's
adviser is interesting but no case is put forward
as to why this is applicable to Jersey or
preferable to fiscal rules elsewhere.

2015

11

The Minister for Treasury and Resources should
ensure that the Long-Term Revenue Plan is
presented as soon as possible to the Assembly for
Members’ approval.

Accept

A Long Term Revenue Planning Review has
been issued to States Members. Publication of
this Review is intended to set out the range of
major issues and potential policy considerations
which might affect the next Strategic and
Medium Term Financial Plan, to assist States
Members as to their future financial policy
options and to inform the decisions that the
next States Assembly will need to take.

Sept 2014

12

The Minister for Treasury and Resources should
request that work begin immediately on the
recalibration of the MTFP with a report on progress
to be provided to the new Assembly by Christmas
2014.

Acceptin
principle
Resource
Framework
by early
2015

R136/2014 provides States members with an
update on the progress of the Long Term
Revenue Planning review.

The LTRP process will continue to be
developed and will provide a forward framework
within which the next MTFP will be formulated.
The economic assumptions and financial
forecasts will be refreshed again as part of the
work to develop a Resource Framework in the
next Strategic Plan and to inform the next
MTFP.

The development of the new Strategic Plan is
likely to include consultation with States
members and the public, and would need to be

Early 2015




produced in January 2015 to allow an
appropriate period before lodging. This process
and timetable will need to be agreed by the new
Council of Ministers.

13 | The Minister for Treasury and Resources should Accept This recommendation is welcomed and will be | March
ensure that, prior to the lodging of the next MTFP, one of many options that will need to be | 2015
Departments are requested to identify measures to considered for the next MTFP. Any options for
optimise income generation capability, with service income generation, economic growth or
delivery benchmarking to be used as a means of improved productivity will reduce the need for
identifying wider options. reductions in services or increases in taxes.

In the same way that MTFP monitoring has
been introduced for CSR savings, MTFP
growth, contingencies and carry forwards, it will
also be important for any new measures in the
next MTFP to be monitored.

14 | The Minister for Treasury and Resources should Accept The Panel and/or their advisers seem to have | March
ensure that, prior to the lodging of the next MTFP, misunderstood the forecasting process, as this | 2015
the economic drivers that influence tax yields are recommendation is already part of the
re-evaluated and that all sources of data (including forecasting process. Economic drivers are re-

Social Security contributions) are used to inform evaluated for every forecast as is their

financial strategy and to determine the extent of relationship to the relevant tax bases. Tax

any structural deficit. yields are also forecast on the basis of the
latest information and expected trends in the
various income tax exemptions and allowances.
In addition, all available data (including social
security contributions) is used to inform this
analysis.

Conclusion

The Minister is encouraged by the fact that the Panel had clearly considered the Budget 2015 proposals in detail and that none of the Panel’s
key findings or recommendations indicated alternative proposals. Notwithstanding the Panel Chairman’s continued criticism, no amendments
have been made by her to alter the key proposals in Budget 2015. The Minister has no alternative but to conclude the Chairman does not have
an alternative approach.

In addition, given that the Corporate Services Scrutiny Panel, the FPP and members who have reviewed the measures contained in Budget
2015 and with the exception of two members who have proposed amendments, none have suggested an alternative course of action.




The FPP has endorsed the Minister’'s approach and the Minister and Assistant Minister hope that this gives members and the wider public
confidence that the proposed way forward is the right one.
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