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Planning 1or all eventuaities
46

Brexit is a once-
in-a-generation
question, yet in
another sense it
is merely the
latest in a line of

issues to which
businesses must
respond at
lightning pace

AR

| if you knew the UK would vote OUT,
what would you do today?




( ) “Black Wednesday 1992"

0 UK crashes out of EU exchange rate mechanism,
\ \'112/0 preparation for Euro single currency. Bank of

England sells gold to prop up currency, interest

rates spike.
interest rates
Currency speculator George Soros makes £6bn

for his Quantum Fund betting against sterling. A
loss of £120 for every UK citizen.

UK economy and property market de-couples
from continental EU economy.

UK does not join the “Schengen” free
movement zone in 1995 nor the Euro in 1999.

(380rge S0roS - the man Wino Droke the Bank of England’
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Juestion’

Who is the President of the EU?

A. Guy Verhofstadt
B. Jean Claude Juncker

C. Herman Van Rompuy

D.Jean-Claude Van
Cauwenberghe

75%

13% 13%
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What IS going to happen’

Should the United Kingdom remain a member of the European Union or leave the European Union?
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Q15 Now ‘15 Dec 15 Jan ‘16 Feb '16 Mar ‘16 Aor 16

-o- Remain a member of the EU == Leave the EU == Don't know

Seurce data at wvw  WhatUKT hinks.org /EU run by MatCen Socizl Research
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What IS going to happen’

United Kingdom European Union membership referendum
Opinion polling

Referendum Vote Intention Poll of Polls ] Farnatn ] v ] Uintacind

Latest average of six polls from 25/04/16 to 03/05/16
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Juestion?

What do you think the economic impact of a Brexit would be?

A. Minimal 86%
B. Not Significant
C. Significant

D. Massive




[aX - Wny does [tmatter?

The Facts

Fiscal matters were at the heart of the
formation of the original EEC and remain
Important today.

Around 50% of UK exports are to the
EU.

Only 10% of EU exports are to the UK.

A lot of important EU countries have
trade surpluses with the UK including
most of the “big” countries.

Half the EU HQ's of third party MNCs
are based in the UK.

Capital flows have declined from 8.5trn
(2007) to 3.5trn (2010-13 average) with
Western Europe accounting for 70% of
this.

EU restricts fiscal sovereignty of
Member States.

KkPmG!

The Tax

 (Customs Union — no customs duties.
* Harmonised VAT System.

» Corporate tax — no common tax base yet
(Brexit might help this happen) but
important PSD’s for withholding tax.

» Other directives...merger, capital.

« BEPS - bother OECD and the EC
variety.

+ State Aid — control of subsidies to firms.

THE OUTCOME

All depends on the form of exit... but there
are important restrictions on the UK's ability
to move Its tax systems too far from
current settings...



aREAIT- UK [1easury conomic Impact ASSessment

Reduction of
household
income
a year

UK economy

: would be
Alternative trade agreements Loss of
would mean that each UK

household would lose per year EBBDH 8 80/0
L) I; than it
SR g s

\_ be by 2020




PREAN - BANK O £ngiand rorecast

“Uncertainty spike” at vote -
banks to be offered extra
liquidity to avoid another credit
crunch.

If Brexit wins, a longer-term
risk that some banks could
consider re-locating away from
London.

But if Bremain wins, a risk of
implementation of an EU
“financial transaction tax".

0 "A vote to leave the European
O Union  could have  material

UK share of EU
financial services
market

economic effects...”
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orReAll Understanding your exposLe

* On 23 June the Referendum on Britain’s continued membership
of the EU takes place.

 The potential risks and opportunities posed by a vote to leave
must be considered by all commercial organisations.

* No two organisations will have the same exposure.

« Using KPMG's “9 Levers of Value” framework, some questions
business leaders should be asking to consider the impact on
their business of a ‘leave’ vote. (See Appendix.)
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Juestion 3

What is the monthly salary of a Member of the
European Parliament in SGD?

45%

A. $54,000
B. $38,000
C.$12,000
D.$7000




POSt-orexit Models of independence 1or the Uk?

Council of Europe (47)

Albania*
Andorra
Armenia
Azerbaijan
Bosnia
Georgia
Moldova
Montenegro*
EU “Outermost Macedonia*
Regions” Russia
e.g. Martinique San Marino
Canary Islands Serbia*
Turkey*
UK “Crown A
Dependencies”
e.g. Isle of Man Other \ *EU candidate countries.
G e.g. Gibralta
Vatican City
m ?;S&%ﬁ:gﬁ;;ia?y; gw;tsesdelﬁﬁy?txl?arlirgt;fsrsrr;pei’n:d.a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 13



POSt-orexit Models of independence Tor the Uk?

Council of Europe (47)
Albania*
Andorra
Armenia
Azerbaijan
Bosnia
Georgia
Moldova
Montenegro*
“ M nia*
EU “Outermost auERenE
Regions” Russia
e.g. Martinique San Marino
Canary Islands Serbia*
Turkey*
Y Ukraine
UK “Crown
Dependencies”
e.g. Isle of Man Othe *EU candidate countries.
e.g. Gibralt
Sark Vatican City
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POSE-orexit Models of independence 1or the Uk?

EEA (i.e. EFTAand EEA WS
membership)

Bilateral Partner n
Customs Union

Regional Free Trade
Agreement I"'I

General International = j%,
Trading Rules § =/

Norway Highly Unlikely

Switzerland Unlikely

Turkey Highly Unlikely

Canada Likely, over time

WTO Unlikely

15



Would UK independence be a success or failre?
.

SINGAPORE TEXAS

« Thrived since independence in 1965 » Popular referendum of 1860 (75% in
from Malaysia. Regional outlier. favour of leave) caused unilateral

secession from the USA, fanning the
flames of the U.S. Civil War. (700k-
Diversified, export-based economy, 900k casualties).
multi-cultural population, high levels

of human capital with a highly- R |
educated population. Poorly  diversified,  economically

backwards economy (pre-oil; cotton
export based on slave labour).
« A geographically small City-State
(unlike UK). Integrating in ASEAN

economic community (similar to EU). Independence an economic and
political failure; restored to Union in

1865.

m © 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
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Once Article 50 is invoked, the
EU must negotiate the exit
terms within 2 years to avoid
the need to seek unanimous
agreement
timeframes.

No specific time limit on the
nature
EU/UK relationship. To what
extent will the discussion be
mutually dependent?

JU

el

The UK is a valuable
market for my exports

London is France’s
6 biggest city

KPMG

1
0 d

of

How much more will |
pay the EU if the UK

British tourists.
and expats eat
at my restaurant

doesn’t contribute?

27 My products are
ini made with British
remalnlng parts. | don’t want to
. see tariffs put the
members price up

~

Willa good deal for UK
mean other countries will
Provide vote to leave the EU?
mandate
for

discussion

to extend

the continuing

(nows what aB
B Smply, too m

What does the
rest of the world
think? Is this a
valuable
opportunity to
secure a trade

deal with the
world’s 5t largest
economy? Or is
the UK at the
back of the
queue?

i
+
Negotiate terms of Brexit )i r
£ y
Negotiate terms of i to
confirmed relationship j ‘ negot'ate

| want Norway’s access to
the free market, Switzerland’s
flexibility on regulations,

Iceland’s control of its borders
and Turkey’s membership fee.

§

bilateral

if no

EU deals

May need

trade deals

access to

IS

There are tensions within and
between these states Their
relationship with the UK is not
uniform. Some are net
exporters to UK, some are net
recipients of EU funds, some
have diaspora in UK, some have
UK expat residents. To reach
consensus each state will be
considering its interest and their
own combination of bilateral
politics. It is very difficult to
predict the negotiations around
conditions of Brexit.

UK cannot automatically
rely on EU/Row trade
deals. Depending on the
UK/EU negotiation, UK
needs to negotiate up to
120 bilateral trade deals,
or credibility represent
the ability to do so.
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Juestion4

How much money has been spent on bailing out
Greece since 2008?

64%

A. €140bn
B. €240bn
C. €340bn
D.€440bn




What Should 1 o

No “one size fits all answer”

 How exposed are you?

 How exposed are your competitors?

* ook for commercial upsides.

 Prepare stakeholder / customer / employee / Investor
communications and statements in event of a Brexit being
announced on June 24.

mspn 19



Juestions

Do you think there will be a Brexit?

75%

A.Yes

B. No

C. Depends on turnout
D.Don't know
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RBSOUICES

Client EU referendum portal

KPMG intranet portal

The Brexit Team



https://kpmgeuref.online-event.co/login?r=/page/kpmg-home
https://portal.ema.kworld.kpmg.com/uk/corporateaffairs/EUReferendum/Pages/default.aspx

oreAl T Understanding your exposu

Markets
Will trade between the EU

Organisational structure, governance and risk

Will your corporate structure need to change to take Measures and incentives

Financial ambition and UK reduce? advantage of opportunities? Or respond to changes in Do you have sufficient data to
What does potential uncertainty Will trade with countries regulation® understand how resilient your business
mean for availability and cost of capital? where the EU has FTAs be  If you restructure your organisation, will you face exit tax is?

affected? costs on transition? P

How can you improve monitoring to
identify any shocks early?

Will investors continue to fund
capital investment
programmes?

Which alternative markets Can you manage your business if you face travel
should be explored? restrictions?

Have you quantified the potential
changes to the effective tax rate?
[ ]

Will you update your
forecasts If the UK
votes to leave?

Propositions and brands

Will British brands face negative
sentiment from EU consumers if
discussions become tense?

People and culture

N . o
What mitigation strategies exist: Reduced freedom of movement

could lead to labour shortages.

How will you meet the gap when
non-EU immigration is also
restricted?

Operational and

technology infrastructure How many EU nationals do you
employ in the UK? What is the
administrative cost of retaining
them?

Clients and channels

UK exporters to the EU will Core business processes

need to consider trade barriers. Will restrictions on cross border

) If the UK leaves the EU, operations and legal structures ~ activity increase the administration
Are your EU customers already developing will need to be reviewed for unintended consequences  burden for UK operations?

alternative Suppliers? ow will your workforce Change?
. . f , p) 1 ?
Will you need to review your ‘'go to arket approach. Will | systems need to be adapted. Or your staff culture?

How resilient is your business to the loss of

a key customer? Does your distribution footpnnt and network still make Are your s_ystems and processes How will you deal with
sense in light of the UK leaving the EU? set up for increased logistics, tax | lici frer Brexit if
Will you need to review pricing policy for i i > employment policies after Brexit|
1y p g policy Do h h visibili v chai impacts or new pricing structures? UK law diverges from the rest of
changes in tax or costs? Do have enoug visibility over your supply chain to g
identify threats? Do you have natural hedges? the EU?

e .



23 June 2016
UK votes leave

April/May 2017
French elections

June 2018...

The Future

or earlier but, probably, later

Decision
points & events

@ &

24 June 2016...7
Earliest date decision
upheld byIParIiament

David Cameron has said “if the British people vote to leave, there is only one way to bring that about,
namely to trigger Article 50 of the Treaties and begin the process of exit, and the British people would
rightly expect that to start straight away”.

But what if the UK government decide to postpone triggering negotiations, instead choosing to
conduct preliminary negotiations before giving notice?

It would be a breach of international and EU law to withdraw unilaterally from the EU.

Aug-Oct 2017
German federal elections

It is unlikely that parties will
complete negotiations in less than
two years. Whether or not the
negotiations are completed before
invoking article 50, a swift deal
might imply that either side could
have negotiated harder.

B

® >
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Start later, finish later! Any extension to
the two year period set out in the Treaty
would require the agreement of all 27
remaining EU Member States, and the
agreement of UK.

Brexit - Howwoulditwork?

End of the two year
official negotiation
period. Withdrawal

agreement should be

finalised and agreed.

Agreement UK leaves the European Union. No longer

covered by EU treaties and new
agreements come into effect.

If the UK wants to re-join the union at a
point in the future, it will invoke Article 49
of the
Lisbon Treaty.

Withdrawal
agreement

It would be highly unlikely the UK could
replicate its current special status within
the EU.

European commission undertakes negations - The UK shall not participate in the
discussions of the European Council or Council or in decisions concerning it during this
two year period.

UK formally notifies European
Council, invoking article 50

No
agreement

The UK would, at the moment Atrticle 50 is triggered, be excluded
from EU discussions on the nature of the exit negotiations. These
would be settled by the remaining EU Member States.

Council of the European Union (excluding the UK) agrees to withdrawal v
agreement by enhanced qualified majority voting. This means that no single Agree to gxtend
Member State could veto the deal, but that it would need to reach a critical negotiations?
level of support. (Specifically, it would need to be agreed by 20 out of 27
Member States, representing 65 per cent of the population).

Before negotiations could even begin, the European Commission
would need to seek a mandate from the European Council (without

the UK present)
if any of the 27 other Member States vetoed

an extension of this period, this would lead
to the UK leaving the EU with no immediate
replacement agreed

[~

Article 50 does not specify how much the withdrawal agreement itself should say about the future relationship between the EU and the departing
Member State. Any sort of detailed relationship would have to be put in a separate agreement that would have to be negotiated alongside the
withdrawal agreement using the detailed processes set out in the EU Treaties. Article 50 does not specify whether these negotiations should be
simultaneous or consecutive. This would be a matter for negotiation

New UK/EU

agreement
Agr
C - European Parliament is either I
European Commission od on the
R consulted on the new
submits gotiations, and appoints nego I ~ N
e ~ the N / N the Carin agre 1ent or has to give its
recommendations to the ommittee. Voting procedure in the Council I o Deal?
~ N n N R consent, by a simple majority,
Council of the European ds on what the agreement covers, but a R -
ding on what the
Union overed
ent covered I
No agr

i EU treaties would automatically (in the absence of a unanimous
| vote for an extension on negotiation period) cease to apply to the
! UK

|

Regular EU decision-making would continue while we negotiated to leave - we would be bound by new EU legislation up to the moment we left.

Before agreement After agreement

© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (*‘KPMG
International”), a Swiss entity. All rights reserved.



