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The story so far

23 June 2016 UK referendum — 52% vote to leave EU
13 July 2016 Theresa May becomes UK Prime Minister
IVARELITETNAZ VAN Theresa May Lancaster House speech on UK objectives
ZZNELGITEIRAAIFAR UK Supreme Court rules that Act of Parliament needed
16 March 2017 UK European Union (Notification of Withdrawal) Act

29 March 2017 UK serves Article 50 notice

29 April 2017 European Council adopts negotiation guidelines

22 May 2017 European Council adopts negotiation directives

8 June 2017 UK General Election

19 June 2017 Scheduled start date for negotiations
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Where do we go from here?

Triggered by UK notice to European Council

Article 50 negotiations 2 year period to negotiate withdrawal: UK Government served notice on 29 March
2017

Long-term UK-EU No prescribed timeline: EU Treaties only provide for EU

agreement(s) to enter into treaties with “third countries”

Negotiations with third Replacing EU FTAs and other Limited impact on existing

countries arrangements arrangements

Resetting domestic Major amendments to UK law

EWS and regulation Limited changes needed to EU law
aw
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Any Member State may decide to
withdraw from the Union in accordance
with its own constitutional
requirements.

A Member State which decides to
withdraw shall notify the European
Council of its intention. In the light of the
guidelines provided by the European
Council, the Union shall negotiate and
conclude an agreement with that State,
setting out the arrangements for its
withdrawal, taking account of the
framework for its future relationship with
the Union. That agreement shall be
negotiated in accordance with Article
218(3) of the Treaty on the Functioning
of the European Union. It shall be
concluded on behalf of the Union by the
Council, acting by a qualified majority,
after obtaining the consent of the
European Parliament.
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Article 50, Treaty on European Union

The Treaties shall cease to apply to
the State in question from the date of
entry into force of the withdrawal
agreement or, failing that, two years
after the notification referred to in
paragraph 2, unless the European
Council, in agreement with the Member
State concerned, unanimously decides
to extend this period.

For the purposes of paragraphs 2 and
3, the member of the European Council
or of the Council representing the
withdrawing Member State shall not
participate in the discussions of the
European Council or Council or in
decisions concerning it.

If a State which has withdrawn from the
Union asks to rejoin, its request shall be
subject to the procedure referred to in
Article 49.
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What does the UK want?

= Framing issues:
= Control of immigration / UK borders
= Control over UK laws / ending jurisdiction of European Court of Justice

= Leaving EU single market and EU customs union

= UK-EU relations: a new strategic partnership
= Securing citizens’ rights: UK citizens in EU and EU citizens in UK
= ‘Ambitious’ FTA with EU: ‘freest possible trade in goods and services’
= Avoiding a ‘cliff-edge’

= New free trade agreements with other countries

= Domestic issues
= ‘Great Repeal Bill’: converting existing body of EU law into UK law

= Preserving the United Kingdom: Scotland and Northern Ireland

... before UK general election
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“Hard” or “soft” Brexit?

Soft Brexit
EEA + EFTA membership Onerous and unlikely

Bilateral agreements + EFTA

Customs Union Onerous and unlikely

Deal consisting of single
or multiple FTAs or
other agreements

Most likely*

WTO / GATS If negotiations fail

*Theresa May sets Brexit course away from EU single market — Financial Times, 2 October 2016
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Greater market access
in return for free
movement of people,
budget contributions,
regulatory equivalence
and institutional oversight

Less market access with
reduced free movement
of people, no budget
contributions, possibly
diverging regulation and
little institutional
coordination
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What does the EU want? — Phase 1

= Securing citizen’s rights: EU citizens in the UK and UK citizens in the EU
= Lifelong guarantee of full EU citizen status -residence, work, social security, family rights, etc.

= EU law applicable, supervision by the Commission, CJEU jurisdiction

= Settling the methodology for the financial settlement

= Exit from the EU budget and termination of membership of Institutions (EIB, ECB, etc.)

= Contingent commitments incurred before withdrawal (over future years)

= Specific withdrawal costs, e.g. relocation of EBA and EMA

= Instalment arrangements and supervision (Commission, Court of Auditors, OLAF, CJEU jurisdiction)
» Avoiding a ‘hard border’ between Northern Ireland and Republic of Ireland

= Common approach to third country partners

= Governance of the agreement including dispute settlement
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As soon as the European Council decides that sufficient progress has been
achieved to allow negotiations to proceed to the second phase, there will be new
sets of negotiating directives. In this context, to the extent necessary and legally
possible, matters that should be subject to transitional arrangements (i.e. bridges
towards the foreseeable framework for the future relationship) and which are in the
interest of the Union, will be included in those future sets of negotiating directives in
the light of the progress made.

While a relationship between the Union and a non Member State cannot offer the
same benefits as Union membership, strong and constructive ties will remain in
both sides' interest and should encompass more than just trade.

Any free trade agreement should be balanced, ambitious and wide-ranging. It
cannot, however, amount to participation in the Single Market or parts thereof,
as this would undermine its integrity and proper functioning. It must ensure a level
playing field, notably in terms of competition and state aid, and in this regard
encompass safeguards against unfair competitive advantages through, inter alia,
tax, social, environmental and regulatory measures and practices.
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UK
Government — key players

Theresa May
Prime Minister

Boris Johnson Philip Hammond David Davis
Foreign Secretary Chancellor DEXEU
Oliver Robbins Tom Scholar

Perm Sec, DEXEU Perm Sec, HMT

Catherine Webb

Dir Market Access and Budget,
DEXEU
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Liam Fox Greg Clark
International Trade BEIS

Charles Roxburgh
Second Perm Sec, HMT

Katharine Braddick
Director General, Financial
Services, HMT
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EU member state and EU key players

Emmanuel Macron Donald Tusk Jean-Claude Juncker Michel Barnier
French President President of the European President of the European European Commission
Council Commission Chief Negotiator

(end of term November 2019)

Piotr Serafin, Chief of Staff of
President Donald Tusk

Didier Seeuws, European Council,
Special Task Force on the UK

Hubert Legal (France): Council
Legal Director

Sabine Weyand (Germany): Michel
Barnier’s deputy

Angela Merkel

German Chancellor
(Elections October 2017)
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Diego Canga Fano, Head of
Cabinet of President Tajani

Alexander Italianer, EC Secretary-
General

Luis Romero Requena, Director
General of the Legal Service

Sir Julian King (UK)
European Commissioner
for the Security Union (designate)

Antonio Tajani
President
European Parliament

Guy Verhofstadt
Brexit negotiator
European Parliament
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How much negotiating time is there?

Months

24

20

16

12

m Total number of months m Deductions B Remaining number of months

Article 50 TEU
negotiation period

Delay caused by UK Preparation of EU Weekends, Brussels EU and UK
negotiating mandate and EU Institutional parliamentary

general election

holidays

ratification

Estimated time left
over for substantive
negotiations

* 1 month —the UK’s general
election will take about a month
out of the 24 month timetable

* 2 months —the time it is likely to
take the European Council to
agree a negotiating mandate for
the European Commission

« 3 months —weekends

* 2 months — (August 2017 and
August 2018) very little happens
as the European Institutions shut
down for summer

* 1 month — public holidays for EU
officials between March 2017 —
March 2019

* 5 months — the time it will take
the EU and UK parliaments to
ratify any final agreement

Note: excludes impact of German
and other elections
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The UK is the EU’s largest financial centre generating 24% of financial services
income in the EU

45% of Euro FX trades and 41% of FX trades worldwide are executed in the UK

49% of global OTC interest rate derivatives trading is executed in the UK (vs.
17% in the rest of the EU)

46% of the EU’s equity capital is raised through UK capital markets
76% of the EU’s flow of alternative finance goes through UK financial markets

37% of European assets under management are managed in the UK

Source: AFME
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Impact on capital markets firms and clients

Impact on
clearing
Loss of
passports
and access
to talent

Uncertainty on
transitional

arrangements /i Client
) Impact

Worst case scenario

Disorderly Brexit in Q1 2019

Back book:
legacy trades Plan B:
relocation to EU
and UK
branches
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Hoping for the best but planning for the worst

Regulatory engagement and Implementation and

build out client engagement

= Location = Due diligence = Capitalisation of entity
choice = New licence or licence extension = Formation of new branches
= New entity or = Model approvals = Market announcements
scale existing = Resolution planning = Client and third party outreach
entity = Capital plan (incl. frictional capital) = Regulatory notifications to
= Use of EU27 = Technology build , reporting framework clients
branches = Legal and compliance preparation = Individual novations/ transfers
= Business = New systems and controls (or merger / scheme)
perimeter and = Qutsourcing arrangements » Repapering client relationships
model » Financial market infrastructure » | egacy/ back book
= Choice of = New management and employee roles
transfer tools = Employee consultations
= Project plan » ‘Pre-papering’ new business

= | eak strategy = Credit rating
= Tax management
= |nitial announcements
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Managing regulatory change

TLAC / MREL

CRR2, CRD5
Basel 4
REGULATORY
REFORM
Benchmark
Regulation
Capital
Markets
Union

OTC margin,
EMIR review,
SFTR

How will Brexit affect the EU's capital markets?

EU proposals requiring non-EU banks to
form intermediate parent undertakings
(IPUs) for their EU operations cuts across
bank structural frameworks for US, UK
and other banks.

Risks that recognition arrangements not
in place for e.g. clearing on UK CCPs,
exemptions from intragroup margin,
trading on UK venues

Impact of Brexit on MifFID
implementation (recalibration, change of
instrument scope, reporting, etc.)

Similar impacts on benchmarks, CRAs

Regulatory workload

Clifford Chance

15



How could this affect end users of capital markets
services?

How will Brexit affect the EU's capital markets?

Increase in capital and operational costs ultimately borne by clients

Reduced availability of services, reduced competition

Dislocation of transition to new structures, repapering and reorganisation
of activity

Clifford Chance



Topic Guide — Brexit

CLIFFORD Financial Markets Toolkit
CHANCE Topic Guide — Brexit

How will Brexit affect the EU's capital markets?

CLIFFORD Financial Markets Toolkit

CHANCE Topic Guide — Brexit

Brexit
The UK has voted to leave the EU in the referendum held on 23 June 2016.
This topic guide helps you to navigate relevant legislation and provides commentary on Brexit.

This Topic Guide features:
B Topic overview and current status ® Clifford Chance briefings, call recordings
m Legislation (“Insights on Brexit”) and seminar videos
B Possible implications of a Brexit: area by area ™ External links

Contacts:

Phillip Souta [ s | Chris Bates [ | Marc Benzier Andriani Fertl

Head of UK Publc Partner, London) Partner, (Frarifurt) Lawyer, (Brussels)

Poicy, f.ondon) T +44 20 7006 1041 T +49 607199 3304 T: +32 2533 5067

T: +44 20 7006 1097 E: civis bates@ E: marc.berzlerd E: andriani ferhd
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citiordchance. com

Kate Gibbons | Jossica Simon Gleeson Dan Neidio

Partner, (London) Partner, London) Partner, (London) ’ Partner, (Londony

T: +44 20 7006 2544 T: +44 20 7006 5953 T +44 20 7006 4979 T: +44 20 7006 8811
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Michel Petite Mark Poulton Maicolm Sweeting Deborah Zandstra
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ciffordchance.com

Access to the most high value content, such as the Topic Guides and our seminar videos are only avaitable to registered users of the
Financial Markets Toolkit.

You can request full access to the Financial Markets Tookit by sending an email to FMToolkit@cliffordchance.com.

Once registered, you only need to log in once for access to all areas of the Toolkit.
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B Visit our on-line resource: The Financial Markets ToolKkit

B http://financialmarketstoolkit.cliffordchance.com

B Equipping clients for the global financial markets
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Worldwide contact information
35* offices in 25 countries

Abu Dhabi

Clifford Chance

9th Floor, Al Sila Tower

Abu Dhabi Global Market Square
PO Box 26492

Abu Dhabi

United Arab Emirates

Tel +971 (0)2 613 2300

Fax +971 (0)2 613 2400

Amsterdam

Clifford Chance
Droogbak 1A

1013 GE Amsterdam
PO Box 251

1000 AG Amsterdam
The Netherlands

Tel +31 20 7119 000
Fax +31 20 7119 999

Bangkok

Clifford Chance

Sindhorn Building Tower 3
21st Floor

130-132 Wireless Road
Pathumwan

Bangkok 10330

Thailand

Tel +66 2 401 8800

Fax +66 2 401 8801

Barcelona

Clifford Chance

Av. Diagonal 682
08034 Barcelona
Spain

Tel +34 93 344 22 00
Fax +34 93 344 22 22

Beijing

Clifford Chance

33/F, China World Office 1
No. 1 Jianguomenwai Dajie
Chaoyang District

Beijing 100004

China

Tel +86 10 6535 2288

Fax +86 10 6505 9028

Brussels

Clifford Chance

Avenue Louise 65 Box 2
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Belgium

Tel +32 2533 5911

Fax +32 2 533 5959

* Clifford Chance’s offices include a second office in London at 4 Coleman Street, London EC2R 5JJ.
** | inda Widyati & Partners in association with Clifford Chance.
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Clifford Chance
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