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Macro summary of impact on the Government & Public
Sector (GPS)

The ‘Leave’ vole will lead to a significant impact for the public sector as it will be the sector that has to deliver the
implementation of Brexit and experience ieadership change. We now know that there will be a change of Prime Minister.
In addition it is possible thal an opposition leadership context will also {ake place In the near future

With parliamentary recess approaching the majority of activity is now likely 1o be laking place outside of Parliament uniil
the Autumn. Public sector business and service delivery will conlinue across the full breadth of the sector, but public

servants within departments and beyond will be awailing to understand what the political fallout will mean for them and
their work.

COver the Summer the leadership contest will run its course whilst in Whitehal! the civil service staris 1o plan for the
process to leave the EU. Immediate impacts are likely be a significant distraction effect within cenlral government as a
new political leadership team comes to grips with the decision o leave and the ‘promizes’ made to the electorate of the
benefits of leaving at a lime when the economy could suffer 2 material biow. Wider political impacts will be felt if the
devolved administralions (Scetland in particular) conlinue to push for further referendums. This will likely lead to further
inslability in terms of the make up of the United Kingdom.

The UK Govemment will feel under pressure to slarl delivering palpable signs of the promised benefils whilst tackling
the real lask of the economy and negotialing exit from the EL). The negotialion will place a large burden on the likes of
Cabinet Office, HMT, FCO, BIS and the HO and will likely distraci from the normal run of business - this will spread to
other depariments as the task of unpicking legislalion progresses.

The UK has not had a trade negotialion capability of any note since the 1970s. EU legislalion has been embedded in UK
law and built upon over forty years of regulations, direclives and agreements blurring the legislative lines between the
UK and EU. The government needs lo decide how lo opt cut of each elemenl and what alternalives will be put in place
- stated as being 80.000 pages of agreements. Likely to lie up parliamentary time for years unless wholesale
acceplance and targeted action is taken.
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Macro summary of impact on GPS (cont’d)

This distraction and any remediat measures to tackle the economy will dominale parliamentary time for a considerable
time and, in the shorl lefm, could delay decision making on currenl government business such large programmes
currently in train.

Particular claims during the Leave campaign have been more money for the NHS, reduced taxes on such Ik ngs as
utilities. protection of regional and agricultural grants, fisheries policy and controlled immigration/improved border
conlrals. All of these would 1ake govemmenl fime and altention and cost money at a lime when the economy could lake
a suslained downlurn post vole impacting upon such targets as house building and seeing inveslors move temporarily
or permanently away from the UK,

However, it is unlikely that the disentangling of UK/EU legislalion can lake place quickly enough for UK contribulions to
be reduced malerially in the nexi couple of years. The electorale are also likely to expect quicker resulls and therelore it
is highly likely that the new political leadership would need to revisil lhe anrouncements in SR15 and effectively redo
the spending review (say in autumn 2016 ar post a general eleclion if one happens in 2017). The process of a spend ng
review ilself and the uncertainly within government of the oulcome couw'd lead to a furlher dampening of aclivity for
several months as seen post 2015 eleclion

One of the key issues will be dealing wilh the many complex challenges over an extended period of lime Ihat need the
civil service to sort and deliver them. As the polilica! siluation sellles then leaving the EU will become a realily with its
own operalional, administralive and political challenges. The civil service will need 1o continue lo successiully deliver
government business in a conlext of increased and exlended political uncertainty.

The Chancellor's speech on the 27 June 2016 summed up the key risks - market volalility is likely to conlinue,
uncerfainty will impact investment, and there is a long way to go 10 agree future long-term economic refalionships

Page 2 EY

Key next step dates

* 28 June - EU leaders are due lo gather for a summil in Brussels

* 1 July - the Nelherlands will hand aver the EU's six-month rotating presidency to the relatively-inexperienced
Slovakiz, which must now lead (he negoliaticns lowards Brexit. The UK had been due 1o lake the helm al the end of
2017, but thal will nol happen now.

+ 21 July - the Weslminster Pariament is due lo nse for ils summer break, bul the civil service and ministers will need
to conlinue to work on preparations for negoliations

» Mid August - if lhe Conservative lzadership lakes a similar lenglh of time as in 2005, (his is around when Lhe
successor to Mr Cameron could be announced. Given the need for comeone 1o take charge of the talks, It is likely
there would be a strang desire lo move as fas! as possible. The new PM would then presumably sel out their
reshuflled cabinet before Parliament relurns.

+ 5 September - Parliament is due back for 10 calendar days, and while the early Autumn silling is usually quiel, this
year it could be extremely busy as the government tries lo reduce the backlog of business. il is not certain that any
Brexit related legislation will be brought into this session.

+ 15 September — 10 October - Conference season. This will be the opportunity for the new PM ta set out the vision
and limetable for Brexit.

+ Mid October - 20 December — Autumn parliamentary session - this will the first real opportunity for Pailiament to
focus much time and atlention on Brexit related legislation
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Key process & Timeline steps
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Key EU legislation focus
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Et legislation in all its forms touches all parls of the GPS sector by the nature of the market covering all aspects of UK life
Vole Leave has called for legisiation in the current session of Parliament to 'end the European Cour of Justice's control over
national securily and allow the government lo deport criminals from the EU'. The Brexileers have also pledged to abolish (he
5% rate of VAT on household energy bills by amending the VAT Act 1994 Other parliamentary aclions promised by the
Leave campaign include ending the automatic right of ali EU citizens to enter lhe UK, and repealing the European
Communities Act 1872 {Repeal) Bill - the legislation that guarantees lhe supremacy of EU law lo domestic rules.

However, it is ¢lear that it will lake some lime to cut the lies 1o Brussels. Based on the focus Issues of the Vote Leave
campaign key areas of legislative focus over the coming monthsfyears for the government are likely 1o be

+ Finance Bill - to respond to any economic shocks via an emergency budget/autumn statement

* Overall disentangling of EU legislation — upon which much UK legislation has subsequently been built upon so no small
task

+ Devolved Administrations — Second Independence Referendum in Scotland?

« Immigration/border conirols/policing

+ Defence/securily arrangements

+ Trade deals and business regulatory laws,

+  Agricultural & fisheries policies

+ Taxation

+ Energy

* Devolutionfiocal government

= Transport - for instance a new runway could be seen to be critical to expanding the UK’s trade
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Scenario drivers

Trade

Expors to EU, access 1o markels, impaorts (supply chain) from EU, impact on customers, e.g. business
done in UK with EU-owned businesses; NB trade with other markets could also be impacted as EU trade
deals are taken away from the UK

Risk area Summary of impact / possible preparatory steps

1. Trade deals (EU) .

2. Trade deals (non EU} -

3. Energy -

o

The UK would need 1o start negotiations for new trade deals with the EU — thvs is likely to b
protracted and potentlally hostife, and will require significant civil service resource and legal
advice. This could introduce uncertainly into the business world and markets and be a
significant distraction for government.

Coupled with this will be the lack of trade negotiation in the UK government - no real capability
has existed since the 19705 although there are UK civil servanis with experience of negotialing
on legislative issues within the EU

Following a leave vote the UK will be free to negotiate trade deals ouiside of the EU. This would
also be a priorily for the government as it is a visible sign of the benelits of Brexit whilst helping
suppor the economy.

But this may not be able to be accomphished n an accelerated timescale and would require
capable civil, service resource — which govemment does not have in swaihes as most
negotiation has been caried oul by the EU and negoliating a new deal with the EU could be
priorilised over non EU deals

It i£ also not clear that such negobations can be legally formalised before the UK formally leaves
the EU.

Impacis could well be seen in utities and power as many are ownedioperate by European HQ
companies e g. EDF, EoN, Scotlish Power etc, and issues could relate to debt leverage,
corporate structure, future funding & g Nuclear New Build = Hinkiey Point C

Power trading coud also be impacled - e p. import/expon agreements between National Grid
and France.
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Scenario drivers

Exports to EU, access o markets, imports (supply chain) from EU, impacl on customers, e g. business
done in UK with EU-owned businesses; NB trade with other markels could also be impacted as EU trade
deals are taken away from the UK

Risk area Summary of impacl / possible preparatory steps

4. Local government .

5. Carriers .

6. Business Uncertainty .

Local authorities and enterprise agencies are central o driving the growth of the economy in
supporting balance of paymenls in their localilies. There will be a high level of uncenainty for
businesses to invest and recruitment following the immediate impact of Brexit thal may
produclivity and trade and major issues.

Companies may stop UK plans lo locate in the UK set up sites elsewhere. FDI could be reduced
as many companies locate in the UK to trade with Europe

Taritfs will clearly be an issue it will certainly be a question businesses will want answers to
quickly but will Lake lime,

With regards to devolulion it may be difficult for the government to reverse the trend as the
manira of the Leave campaign has been to 'take back control' and have self determination -
likewise this will make it difficut for a Brexil focused government to resist pressure from the
devolved administrations to have more say in Lheir affairs or to hold referendum on ceding from
the UK

Airports - impacts en operators regarding air space and landing agreements wil cascade into
airport owner/operators with respect 1o fulure expansion (new runway) Visa and lravel impacts
likely to significant impact on seclor e.g. low cost airlines.

Companies may stop plans to locale/invest in the UK and set up sites elsewhere. FDI could be
reduced as many companies locate in the UK 1o trade with Europe. Tarifls will clearly be an issue
~il will certzinly be a question businesses will want answers to quickly but will take time to
resolve introducing more uncerlainty,
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Scenario drivers

Migration

impact on ability to hire skilled and unskilled staff, possible wage pressure, impact on existing staff

Risk area

Summary of impact / possible preparatory steps

1. Health

2. Local Government

3. Infrastructure

4. Higher education

The NHS relies heavily upon migrant workers both professional and semi skilled. Any changes to
immigration policy may impact upon the NHS and social care services’ ability to delivers services

Migration is always an issue for Local Authorities who are usually the end point for housing and
location of migrants o the UK as well as employing large numbers in social care, Changes may
create Issues of access to capabilities and labour,

Could be a movernent of companies locating elsewhere over the medium term to access broader
EU worklorce market creating local issues of investmenl.

Potential large impact upon the EU migrant labour workforce needed to deliver infrastructure
programme across all seclors. Infrastructure also use large migrant workforce for maintenance and
operaling assets.

The UK education system is highly dependent upon non UK students o help fund the overall
system,. With Brexil this could change and reduce the amount of income coming into the system
and putting the HE system under grealer pressure.

The sector is already gearing up/entering a pesiod of consolidation withoul any Brexit impact
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Scenario drivers

Regulation

Changes to regulation of products and services, impact on standards and future investment

Risk area

Summary of impact / possible preparatory steps

1. Busliness regulation

2. Llocal government

3. State Aid

+ Brexit will aliow the UK government to reduce business regulation and ‘red tape’ however the
likelihood is that in order to trade with the EU the UK wauld slill have to abide by EU regulations to a
lamye degree.

* There are areas such as envirenment regulations, Employment law and the Working Tine Directive
that have to be guestioned as to whether or nol these are seen as ‘bad’ legislation. Reducing red
tape could make the UK more attractive lo external invesiment bul the atiraction of the larger EU
market could attract movement of companies from the UK 1o the EU.

« Areduction in red tape, if it affects workers rights. could alse potentially iead fo a resurgence in
trade unionism,

+ Legacy funding and investments from pravious EU projects are now maturing and subjectto EU
ruies. This may change. Many regions are subject to grants /deb! funding supported through the EU.
There will even be more uncertainty as the rest of the world may not continue to trade with the EU
on lhe same basis when we are no longer part of the club’

« When the UK [eaves the EU, the rules preventing unlawful State Aid would cease to apply to the UK
and Government would be in a posilion to revise their public spending guldelines and protocols.
This could enable direct investment in certain projects that may not currently be possible due to the
state aid rules.

« This would have an obvious impact on such bodies as UKTI. Hightands & Islands Enterprise and
Scotlish Enterprise. The future mode! could be a more flexlble mode! o work within, however
following an expected negative impact on GDP post Brexit, there may be reductions in the amount
of stale aid made available overall and there are risk of trade tarifis being imposed
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Scenario drivers
Government policy

Access to EU research funding, taxation, possible use of state aid by UK Govermment 1o back selected
sectors. In addition to previous comments regarding Government policy the below are some specific
issues of particular interest fo the GPS market

Risk area

Summary of impact / possible preparatory steps

1. General macro
EU leave policy

2. Re-visiting
current spending
policy

3. Public
procurement

Scenario

= The government may feel under pressure to stari delivering palpable signs of the promised benefits whilsi
tackling the real task of negotialing exit from the EU. The negotialion will place a large burden on the likes
of Cabinet Office, HMT, FCO, BIS and the HO and will distract from the normal run of business - this would
spread to other depariments as the task of unpicking legislation progresses. EU legisialion has been
embedded in UK law for 40 years and subsequently buill upon, s0 a complicated task unless EU law is
accepted as UK law.

+ Particular claims during the Leave campaign have been more money for the NHS, reduced taxes on such
things as utilities, agricutural & fisheries policy, local government grants and controlled immigralion/
improved border controls. All of these will cost money and government lime at a time when the economy
may take a sudden downturn post vote and investors move temporarily or permanently away from the UK.

« It is very possible that the new political leadership would need to revistt the announcements in SR15 and
effectively redo the spending review (say in autumn 2016). The process of review itself and Lhe uncertainty
within govemment of the outcome could lead to a further dampening of activity for several months as seen
post 2015 election.

+ The UK is subject 1o the EU Procurement Directive which has been adopted into UK law via enabling
legislation: the Public Contracts Regulations 2015 in England and Wales, and the Public Contracits
(Scottand) Regulations 2015 in Scotland, Nothing would change in the short term however these laws could
be revoked andior replaced with allernative legistation. The UK could resinct compelilion to the UK, but
then it would be likely that the EU would also be able to restrict competition across the remainder of the EU
to exclude UK businesses. The UK is however also party to the World Trade Organisation’s Government
Procurement Agreement however and, as such. even in the event of a Brexit, those rules would
continue 1o apply
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drivers

Access to EU research funding, taxation, possible use of state aid by UK Government to back selecled
sectors. In addition to previous comments regarding Government policy the below are some specific
issues of particufar interest to the GPS market

Risk area Summary of impact / possible preparatory steps

4, EUgrants -

5. Local .
Government

6. Higher -
Education

The public settor currently benefits from grant funding from various EU instilutions and that funding can be
usefulin research, stimulating growth and regeneration in areas and projects that would not otherwise be
feas'ble. When the LK teaves the EU, it is likely that UK public sector bodies would no longer be eniitied to
apply for that grant funding, which may prejudice Lhe ability to progress those projects or areas of

research. This is pariicutarty relevant lo the LG and HE seclors.

We could also see patential reduction on locational grant funding for employment and infrastructure in the more
remolefdeprived areas such as the Welsh valleys, Highlands and Islands. These areas currently receive a
higher % of European granl funding and this may not be able (o be replaced by the relevant govemment.

LEPs are heavily funding through Local Growih Deats and with a significant notional atlocation or ERDF/ESF
funding from Europe. This poses a risk and level of assurance as to what commitment of funding wi remain and
when il wil expire, Will Govermment re-commit or be able to afford to re-commit to such funding?

Many local authorities are accelerating business support through significant bomowing through the EIB. Terms
may change geing forward and level of risk scrutiny could increase with ex-anle assessmenls.

A new industrial policy for key industries and seclors wii need to be rolled qut asap to bolster confidgence and
support, but on what basis?

Loca! government funding will be under scrutiny once again.

HE sector relies heavily an EU students mopre than non-EU siudents The UK may seem less atiractive and lose
income.
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Scenario drivers
Government policy (cont’d)

Access to EU research funding, taxation, possible use of state aid by UK Government to back selected
sectors. In addition to previous comments regarding Government policy the below are some specific
issues of particular interest to the GPS market

Risk area Summary of impact / possible preparatory sleps

7.

8.

Accounting treatments  + Public Sector bodies in the UK are currently requirad to comply with the European Sysiem of
Accounls 2010. These rules have impacied on the public sectors ability to structure finance
solutions and delivery models.

+ Following Brexit the UK would no longer nead {c follow rules prescribed by Eurostat and that
may allow the ONS lo follow alternative accounting rules which could impact future delivery
models.

Infrastructure » Uncertainty over the economy may restrict govemment's investment in infrastructure projects
This could couple with a perfect storm as inveslors are unwilling to invest in the UK and the
factthat the Eurcpean Investment Bank (the EIB} provides a large element of finance for
many of the UK's largest complex infrastructure projects. 2015 saw a record year for the EIB's
engagement across the United Kingdom

« A Brexit will likely to impact on the UK public sector's ability to secure EIB finance, although it
is also possible that a Brexit could give rise to altermative models,
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Key immediate questions...
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What is the impact of a steep fall in sterling on your organisation?

Co you have the capabhilities to meet the challenges heading your way?

Are you confident you can maintain service delivery through an extended period of uncertainty?
Are there any risks to supply contracts, including outsourcing, as a result of the vote?

What are the plans to retain the workforce, both skilled and un-skilled, now potentially at risk of losing
their right to work in the UK?

Have you communicated with staff?

Are there any major bids outstanding or programmes underway that could be impacted?

Are there any immediate issues relating to EU funding or projects such as R&D?

What is the plan to manage the longer-term impact?

Are there any opportunities your crganisation could take advantage of during this period?
Are you comfortable in the strength of business relationships with non-UK based distributors,
customers and suppliers?

Are you comfariable with your financing given the risk of interest rate rises to bolster sterling and a
likely re-rating of the risk profile of UK assets?
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