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SEPTEMBER 2019 UPDATE

This Brexit Preparation and Impact Analysis was originally published in September 2018 and outlines
the operational and administrative challenges posed to NEXT by a no-deal Brexit. It sets out NEXT’s
plans to mitigate the potential impact on our operating efficiency, product availability, duty
payments and cost base.

The analysis we set out in September 2018 remains largely unchanged, however we have amended
the following paper to reflect the announcements noted below and to bring it up to date as at
September 2019. There are two main changes:

e Saving from temporary tariff regime £25m (page 4)
e Transitional Simplified Procedures (page 10)

In March 2019 the UK Government published details of the temporary tariff regime that will apply if
the UK leaves the European Union without a deal. This temporary tariff will change the duty rates
for a period of up to one year post Brexit (subject to review by the Government). The Government
has also issued Transitional Simplified Procedures (TSP) which will simplify the administration of all
imports (both from the EU and the rest of the world). NEXT already has Authorised Economic
Operator (or Trusted Trader) status and all our UK warehousing is bonded, so the TSP will not be
needed for our own operations although they are important as they significantly reduce the risk of
wider disruption at our ports.

Red text indicates amendments to the original analysis published in September 2018.



INTRODUCTION

In April 2019 the Government and the European Council agreed a further extension to the UK’s
departure from the EU which is currently set for 31 October 2019. We continue to believe it would
be in the interest of both the UK and remaining EU nations that the UK’s departure from the EU is
carefully managed, accompanied by a period of transition and some form of agreement for free
trade. However, at this stage there can be no certainty that any such agreement will be reached, so
we are preparing NEXT for the possibility that the UK leaves the EU with neither a transition period
nor a free trade agreement in place.

There are significant challenges involved in preparing for a no-deal outcome and we would not want
to understate the work we are doing to prepare for this eventuality. However, we do not believe
that the direct risks of a no-deal Brexit pose a material threat to the ongoing operations and
profitability of NEXT’s business here in the UK or to our £233m (see page 7) turnover business in the
EU.

We are well advanced in our preparations and have set up all the administrative, legal and physical
infrastructure that will be needed to operate effectively if the UK and EU are unable to agree a free
trade agreement. We are confident all the necessary arrangements we need to make will be in place
by 31 October 2019. For the sake of clarity, we would like to stress that our analysis is specific to
NEXT and should not be extrapolated to other businesses or industries.

KEY RISKS

We have undertaken a detailed analysis of the risks and operational challenges to our business and
believe we have a clear view of Brexit related risks and their potential impact on the business. Risks
can be categorised into direct risks to our costs and operations and indirect risks that may affect our
business through changes to the wider operating and economic environment.

Direct/
Indirect Nature of risk Risk level
Direct (i) Net increases in tariffs and duty on goods imported into the UK from No risk
risks the EU and other countries are not a risk due to the temporary tariff
regime
(ii) Administrative workload and costs in submitting necessary data on EU Low
goods when they enter the UK from the EU
(iii) Increases in tariffs and duty on goods exported to the EU Low
(iv) Regulatory risks relating to the acceptability of product standards to Very low
UK and EU authorities
Indirect (i) Reduction in the value of Sterling along with associated increase in Medium
risks cost of goods from overseas

(i) Queues and delays at UK and EU ports as a result of increased High
customs declarations for other companies

Each of the above risks will be covered in turn. Where possible we have tried to quantify the risks
and detail the measures we have taken to mitigate the operational and financial challenges of a no-
deal Brexit.



DIRECT RISKS
(I) IMPORT DUTIES ON GOODS ARRIVING IN THE UK

Potential Effect on Import Duties by Category

The Government has announced a temporary tariff regime in the event of a no-deal Brexit. This
temporary measure will ensure 87%" of UK imports will be tariff free for up to 12 months following a
no-deal Brexit. The table below details the impact of the temporary tariff regime for NEXT, assuming
the temporary arrangement is in place for 12 months following a no-deal Brexit.

As shown in the table below, there is an increase in duty of circa £6m on goods imported from the EU
but this is more than offset by the overall duty saving.

Duty change
Stock under
delivered® Current No deal temporary
at cost duty duty tariff regime
£m Participation £m £m (e) £m (e)
a) GSP 981 57% 22 12 -10
b) Free Trade Agreement 49 3% - 1 +1
c) No trade agreement 478 27% 35 13 -22
d) EU & Turkey 172 10% - 6 +6
UK 48 3% - - -
Total 1,728 100% 57 32 -25

a) Goods from Countries Benefiting from Generalised System of Preferences (GSP)

The Generalised System of Preferences, or GSP, is a preferential tariff system which provides for
formal exemptions from the more general rules of the World Trade Organisation (WTO). It is
generally used to assist developing nations by allowing WTO member countries to lower tariffs for
these nations without lowering them for imports from all other WTO countries (which is normally an
obligation under WTO rules).

For the purposes of NEXT, GSP status means that we pay lower or no duty on importing goods from
countries such as Cambodia, Bangladesh, India, Vietham and Sri Lanka. Goods from countries
benefiting from GSP account for 57% of our total stock.

In the explanatory notes to the Taxation (Cross-border Trade) Bill the Government has indicated that
the UK will replicate the EU GSP rates, at their existing levels, to existing beneficiary nations once the
UK has left the EU®. The power to grant GSP status is unilateral so, unless the Government changes
its position, it is very unlikely that we will incur increased duty on goods from these countries* once
the UK has left the EU.

! Under the temporary tariff, 87% of total imports to the UK by value would be eligible for tariff free access. HM Revenue & Customs -
temporary tariff regime for no deal Brexit published 13 March 2019

2 Stock delivered at cost includes commission, which is not subject to duty. Duty on homeware goods is significantly lower than clothing
and footwear from most origins.

3 Page 15 of the Explanatory notes for Clause 10 of the Taxation (Cross-border Trade) Bill: “When the UK first leaves the EU, it is intended
that the products and preferential tariffs applied in each tier would reflect the EU scheme to ensure that market access for all beneficiary
countries is maintained.”

* Schedule 3 of the Taxation (Cross-border Trade) Bill lists these countries by name according to category.



b) Goods from Countries Benefiting from EU Free Trade Agreements (FTA)

We import 3% of our stock from countries with existing FTAs with the EU, ¢.75% of which comes
from Tunisia, Morocco and Mauritius. These countries currently benefit from zero tariffs on clothing
and footwear.

In the explanatory notes to the Trade Bill the Government has stated its intention to seek continuity
in respect of the UK’s current trade relationships through the EU, based ‘as closely as possible’ on
existing trade arrangements.’ This will be extremely helpful in ensuring a smooth transition and
eliminates a significant business risk.

However, although the Government has signed several continuity trade agreements with countries
outside the EU, there is still work to do on the part of the UK Government and we believe there is a
medium level risk that all of the necessary arrangements will not be in place at the point the UK
leaves the EU. The maximum risk on this category of goods under the temporary tariff regime is £1m.

¢) Goods from Countries Outside the EU, Without a FTA or GSP

Goods from these countries, such as China, account for 27% of our stock and currently attract the
standard tariff rates applicable to clothing and footwear at an average of 11.8%. There is no risk of
an increase in tariffs on these goods as a result of the UK leaving the EU.

d) Goods from the EU and Turkey

10% of our stock comes from the EU and Turkey (which is in a Customs Union with the EU). This
stock is currently duty free and would be liable to whatever standard level of import duty the UK
chooses to set on clothing and footwear when it leaves the EU. The maximum risk on this category of
goods under the temporary tariff regime is £6m.

° Page 9 of the Explanatory Notes for Clauses 2 of the Trade Bill: “The Governments policy is to seek continuity in the UK’s existing trade
relationships as the UK leaves the EU. To achieve this, it will establish a UK trade agreement with each existing partner based, as closely
as possible, on maintaining the effects of the current trade agreement that that country already has with the EU.”



NEXT PLC COMMENT:

NEXT welcome the new temporary tariff regime which brings certainty and a significant reduction in
duty on clothing. There are still a large number of categories that will incur duty where there is little
or no UK production. It is hard to see the justification for leaving tariffs on certain goods such as new
born baby grows when the vast majority of current production is outside the UK. We would urge the
Government to review the temporary tariff regime with a view to eliminate tariffs which provide no
material protection to UK producers.

(I1) ADDITIONAL ADMINISTRATIVE COSTS OF BRINGING EU STOCK
INTO THE UK

Data and Declaration Administration

Although there is no customs border between the EU and UK, any company importing more than
£1.5m or exporting more than £250k per annum is required to submit Intrastat® declarations for all
goods flowing into the UK from the EU and vice versa.

Intrastat declarations contain almost entirely the same data that is required to make a customs
declaration. Therefore, we do not anticipate any additional data will be needed in order to import
goods from the EU post-Brexit and so there is little additional work in respect of data collection.

Time at Ports, Bonded Warehouses and Authorised Economic
Operator (AEO) Status

Potential Delays (assuming fully functional ports)

The combination of NEXT’s bonded warehousing, which means that duty is not incurred at the point
of entry, along with its status as an Authorised Economic Operator means that, at present, all stock
travelling into the UK destined for our warehouses from outside the EU incur only minimal delay on
entry in the UK.

For example, a consignment of leather goods, with correct export documents, arriving from Tunisia
by truck via Calais would typically pass all necessary clearances and be free to depart within an hour
of arriving in Dover. Occasionally a consignment will be randomly selected for physical inspection
and this can take a few hours.

Goods arriving from Portugal currently incur no delay other than a passport check, though it could
still be selected for random inspection. So, there is no intrinsic reason why our EU goods should
spend very much longer in customs than they presently do as a result of a no-deal Brexit. Please
note, this assumes that there are no other delays at our ports which is a major risk, see (ii) Delays
at UK and EU ports on (Page 10).

Cost of Customs Admin
We will be required to make additional payments for customs clearance charges in respect of goods.
We estimate that the increase in the volume of declarations will carry an administrative cost of
around £150k per annum.

We have enhanced and tested our computer systems and have successfully established new
procedures for the increase in workload (page 10).

® Intrastat is the system for collecting information and producing statistics on the trade in goods between countries of the EU.



(III) IMPORT DUTIES FOR STOCK GOING TO THE EU FROM THE UK

We currently have annual sales’ revenues in the EU (excluding UK) of £233m. Of this, £97m is
through sales in our stores and the balance is sold online. Of our Online sales in the EU, £64m are
dispatched to the consumer through our German warehouse.

Currently almost all our goods are delivered into our UK warehouse and subsequently shipped to EU
customers in one of three ways:

Sales £m
Online (i) Dispatched direct from our UK warehouses to EU customers 72
(ii) Shipped and held in our German warehouse for direct dispatch to EU 64
customers
Retail (iii) Via our 27 stores in Eire, 7 stores in Czech Republic and 2 stores in 97
Slovakia
Total 233

The tariff issues for these sales are as follows:
a) The risk of incurring double duty
b) The risk of paying duty on the selling price of the goods, rather than the cost price
¢) The risk of stock losing GSP relief on entry to the EU

The nature of these risks and the steps we are taking to mitigate them are set out below.

a) Risk of Double Duty

There is a theoretical risk that stock originally imported into the UK could end up incurring double
duty if it is subsequently exported to any country outside the UK. This potential cost does not exist
for NEXT as our UK warehouses are Customs (or Bonded) Warehouses. This means that stock
travelling to these warehouses does not incur duty on entry in the UK, but only when items are
dispatched from our warehouses to UK stores or UK customers.

So currently, goods passing through the UK warehouses to countries outside the EU do not pay UK
duty. This means that duty is only paid in the country where the stock is received by (i) an Online
customer, (ii) an overseas NEXT shop or (iii) a franchise partner.

b) Risk of Paying Duty on Selling Price Rather than Cost Price

There is an additional risk when goods are sold online and dispatched from the UK to the EU.
Customers will become liable for duty on the selling price of the goods rather than their cost price.
This is because the customer would, in effect, be importing the goods at selling price into the EU
from outside.

There are two ways in which stock is delivered to our EU customers:

. Stock is held in bulk in our German warehouse and dispatched to customers from this
warehouse, which is within the EU

° Directly to customers from our UK warehouses

7 Sales in the last 12 months.



Two different approaches to resolving the problem of paying duty on selling price will be adopted
depending on the method of delivery.

Goods sent to EU customers from our German warehouse

We have set up a German company. It is likely goods would be sold to our German company from
our UK company. Goods would then be deemed to have been imported into the EU by our German
company at cost plus a reasonable transfer premium, in the same way as if they had been imported
direct from the overseas territory in which they were manufactured.

We are in the process of bonding our German warehouse facility so that goods will only incur duty
when they leave it and go into free circulation in the EU. This will enable unsold goods that return
from Germany to the UK to avoid double duty (see above).

Goods sent direct to EU customers from the UK

Goods sold directly to EU customers from the UK incur duty on the selling price of the goods. This
would represent a very serious increase in costs to consumers as any increase in selling price
required to recover the cost of duty would itself incur duty for the consumer.

In the short term this problem is mitigated by the fact that all consumer purchases going into the EU
of less than €150 do not incur duty. The vast majority of our orders to EU customers are under this
threshold. So, the increase in duty payable on the orders of more than €150 would be more than
offset by a saving on duty on orders for less than that amount.

In the longer term this mode of trade is vulnerable to any change in the import threshold and it is our
intention to steadily increase the volume of our EU business served through our German warehouse.

We have established an Eire company which will own goods sent from the UK to our Eire Retail
stores. This means that goods can be imported into Eire at a cost (plus a reasonable transfer
premium) and will therefore incur very little additional duty.

c) Potential Loss of GSP Relief on EU Imports

Without mitigation, this issue could give rise to a material increase in costs for our EU business and at
worst could increase our selling price of goods in the EU by 2%.

Despite the fact that our UK warehouses are bonded, once the UK leaves the EU, goods that are
imported to the UK and subsequently exported to another country generally lose their GSP relief and
incur full duty charges.

For example, if stock is delivered directly to our German warehouse from Bangladesh (a GSP country)
then those goods receive GSP relief and incur no duty. When the UK leaves the EU, if goods with GSP
relief are imported into the UK and subsequently exported to the EU they would lose GSP relief and
incur full duty.

If we took no action this would be a problem for stock sold in our Eire stores and through our
German warehouse. The solution to this problem is to pre-allocate stock to our German warehouse
and Eire stores at the point we contract for the goods. These goods would then pass through the UK
in transit and in doing so, maintain their GSP status. We have systems in place to operate this
solution.

Although this solution addresses most of the potential cost, it requires an accurate prediction (on a
line by line basis) of how much stock will be required in both Germany and Eire. Any over or under
estimates in stock quantities would require a transfer of stock to or from our UK warehouse, and this
stock would then lose GSP relief.

Currently Norway, Switzerland, Iceland, Lichtenstein and Turkey have agreements with the EU that
allows stock transferred between these countries and the EU to maintain its GSP relief. There is a
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chance that the Government will agree a similar arrangement with the EU but we are not relying on
any such agreement being reached.

We have engaged with tax authorities within the EU and are satisfied that GSP relief will be
maintained.

(IV) STANDARDS AND GOODS REGULATION

There is a risk that goods sent from the UK may not be accepted as complying with EU standards
after the UK leaves the EU.

We do not believe that this represents a risk to NEXT. The vast majority of our goods are
independently tested and conform to EU (and hence to UK) standards. The test results we receive
confirm that goods comply with EU standards and, given that they are generally provided by
companies operating outside the UK, we can see no reason why our test results would not be
acceptable to the EU.

There is no indication that the EU or UK intend to change relevant product regulation in the short
term, so we see little medium term risk of non-compliance with either UK or EU standards. In the
longer term there is a risk of divergence, though we are already used to complying with standards in
many different territories and do not envisage that any divergence would create a significant
additional workload.

The tests we undertake are done by independent companies accredited by the EU, many of whom
are located outside of both the EU and UK. We can see no reason why the UK’s departure from the
EU would affect the validity of these companies’ test results.

There are a very small number of products where UK standards are higher than EU standards (e.g.
fire retardancy standards on children’s nightwear). In these rare cases there is the possibility that
the EU would no longer accept a test result which only stated that the items satisfied the (higher) UK
standard. In such cases we will ensure that test reports state that items are compliant with both
standards.

INDIRECT RISKS

(I) DEVALUATION OF STERLING

There is a risk of further volatility in the value of the Pound as markets reflect the implications of a
no-deal Brexit. We have covered the majority of Dollar currency requirements for 2020/21 materially
de-risking our currency exposure to a no-deal Brexit outcome. The corollary of this is that if the
Pound significantly strengthens next year we will not reap the reward until the following year.

Looking at our own pricing for next year, a combination of currency hedging, falling commodity
prices and continued development of our sourcing base means that we do not, at this point,
anticipate any material price increase in our products. We have already agreed prices for 80% of the
stock we plan to sell in the first half and can see no evidence of any price increases on like-for-like
products.

The following table sets out our Dollar costing rates for the current year along with the rates we have
secured for the year to Jan 2021:



$ Conversion rate 2019/20 2020/21 Var

H1 1.350 1.285 -5%
H2 1.300 1.235 -5%
Full year 1.325 1.26 -5%

(II) DELAYS AT UK AND EU PORTS

There has been much talk of what may or may not happen at our ports if the UK were to leave the EU
without a customs arrangement in place. It is not yet clear how well prepared HMRC systems,
customs and other relevant personnel will be for the upcoming potential increase in workload and
data capture.

We believe that this indirect risk of interruption to the smooth operation of our ports represents the
biggest risk to our business from Brexit. The more information that can be provided by the
Government on how they plan to manage and mitigate the increased workload would be helpful.

In our own sector there is no reason why goods should not flow with relatively little friction through
customs from the EU, in the same way they currently come into the country from non-EU countries.
The issue will be the preparedness of the UK authorities and UK businesses.

The Government has issued Transitional Simplified Procedures (TSP) which will simplify the
administration of all imports (both from the EU and the rest of the world). This will make importing
easier over the period of transition, in the event of a no-deal Brexit.

Businesses are required to register for TSP, and will benefit by being able to transport goods from the
EU into the UK without having to make a full customs declaration at the border. This goes some way
to improve import processes and gives time for businesses to prepare.

NEXT SYSTEMS CHANGES

A number of changes to NEXT systems have been necessary to implement our Brexit plan. The key
areas are as follows:

e New processes have been created to comply with export declaration requirements to items
sold via our German company and lIrish stores. The changes ensure that the correct price is
charged between entities, that the correct detail will be in place for export declarations and
our systems will be able to identify items sold to, and returned from, the new German and
Irish entities.

e Our website for Germany has been adapted to take orders for the new German entity. This
will ensure that the website is compliant with tax and legal operational requirements.

e Warehouse systems have been updated to reflect duty changes for stock entering the UK
from the EU and elsewhere (i.e. to reflect new tariffs).

Our overall Brexit plans were tested in readiness for leaving the EU in March 2019 and are now being
retested for a potential 31 October leave date. As these plans have not changed and no significant
issues were raised on initial testing, NEXT will be ready to implement the plans at the appropriate
time.
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SUMMARY

Departure from the EU without a free trade arrangement and managed transition period is not our
preferred outcome. However, NEXT is well prepared for this eventuality and we have all the
administrative, legal and IT framework in place to ensure that we are able to carry on running the
business as we do now.

In terms of costs there would be some additional administrative costs but, in the scheme of the
Group, these will be de-minimis. We welcome the Government’s decision to implement a temporary
tariff regime, replicate GSP arrangements and, where possible, grandfather the EU’s existing free
trade agreements. These arrangements remove the risk of higher duty costs for the business, at
least in the short term. There would, of course, be duties to pay on imports from the EU, however
the net cost to the UK economy of these tariffs will entirely depend on what tariff rates the
Government would adopt longer term post a no-deal Brexit. Clarity on the Government’s intentions
on this issue would be very welcome.

We believe that the biggest risk in the long term to our business is the external risk of UK ports not
coping with the additional volume of customs work they would be required to undertake if no
changes are made to the UK’s current procedures. As outlined above, we believe that it remains
open to the Government to initiate changes in the way customs procedures operate and that such
measures could eliminate much of the risk to our ports.

In conclusion, as long as:
e ports and customs procedures are well prepared for the change, and
e |ong term tariff rates are adjusted to ensure no net increase in duty costs to consumers

we believe we can manage the business to ensure no material cost increases or serious operational
impediments.

11



