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Impact of EU debt restructuring on corporate profitability

We believe the most likely outcome from
Europe’s fiscal «crisis is that Greece
restructures its government debt, with
others in the ‘olive belt’ closely avoiding this
predicament. In this event, there are likely
to be knock-on effects to global corporate
profits. Analysis of revenue exposure on an
aggregate basis for various regions suggests
that Greece, Italy & Portugal have very EU-
centric revenues, with an average exposure
of 78%. That leaves little opportunity to
benefit from the depreciating euro and
resultant boost to foreign revenue. In
contrast, EU-sourced revenue for the euro-
zone as a whole is approximately 51%, with
Ireland, Germany and Netherlands having
even lower exposure, with a much greater
proportion of revenues derived from the US.
As expected, EU-sourced revenue makes up
a much smaller proportion outside the euro-
zone, with Switzerland, China and UK having
39%, 19% and 13%' exposure respectively.
The US is at the low end of the scale, with
only 8% exposure.

Recent shocks to the financial system, such as the
Lehman Brothers collapse, saw an annual decline in
US revenue growth of approximately 8%. In our
corporate earnings sensitivity analysis we have
assumed a more moderate decline in EU revenues
of 5%, due to the more EU-centric/less global
nature of this crisis. Costs, such as labour, are
generally fixed and comprise 62% of total revenue
on average. Therefore, the impact on earnings from
a decline in revenue tends to be highly geared.

Exposure to currency movements is an additional
concern for international corporates. This can
exacerbate this gearing effect, as foreign revenue
streams are usually un-hedged due to the expense

" A large quantity of data is classed as unallocated due to a
lack of information on revenues.
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and are at the whim of investor appetite and
central bank actions. We have therefore assumed a
euro depreciation of between 5% and 10%,
depending on the base currency. Our sensitivity
analysis suggests that operational gearing is likely to
be most detrimental to the PIIGS (Portugal, Italy,
Ireland, Greece and Spain), as a result of their EU-
centric revenue streams, although some of them
are much more exposed than others.

Impact on earnings from EU, euro exposure

Base Exposure |Earnings impact of 5% decline in
country to EU EU revenue and euro weakness*
revenue EU US EM Total
UK 13% -26% - - -3.3%
us 8% -38% - - -3.0%
EU 51% -13% 26% 13% -0.8%
Germany 65% -13% 26% 13% -2.9%
Ireland 32% -13% 26% 13% 9.2%
Netherlands 43% -13% 26% 13% 4.3%
PIGS 73% -13% 26% 13% -5.9%

*assumes 10% euro decline vs dollar, 5% decline vs sterling &

emerging-market currencies.
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Despite a negative hit to PIIGS & EU total earnings
growth, currency weakness should provide
significant  support through increased foreign
revenue streams. While native earnings decline by
an average of 13% in both the PIIGS and the EU,
the support derived from higher foreign revenue
reduces the overall impact on earnings, with
average declines of 5.9% and 0.8% respectively.
Indeed, the weak euro would provide such a boost
to EU-wide foreign revenue under this scenario,
that total earnings in the region would fall by 0.8%
year-on-year, compared with estimated declines of
3% and 3.3% for US and UK companies respectively.

If the euro were to fall by another 5% against the
dollar (to $1.15), EU earnings growth would turn
positive, and be particularly beneficial for exporter
nations such as Ireland, Germany and Netherlands.
For Portugal, Greece and ltaly, the euro would
have to fall below parity with the dollar to produce
positive earnings growth.
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Issued by Coutts & Co, which is authorised and regulated by the Financial Services Authority. Coutts & Co is registered in
England No. 36695. Registered office: 440 Strand, London WC2R 0QS.

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your
original investment. Past performance should not be taken as a guide to future performance. Where an investment involves
exposure to a foreign currency, changes in rates of exchange may cause the value of the investment, and the income from it, to
go up or down.

The information in this document is not intended as an offer or solicitation to buy or sell securities or any other investment or
banking product, nor does it constitute a personal recommendation. The information is believed to be correct but cannot be
guaranteed. Any opinion or forecast constitutes our judgement as at the date of issue and is subject to change without notice.
Any Coutts company, or a connected company, its clients and officers may have a position or engage in transactions in any of
the securities mentioned.

The analysis contained in this document has been procured, and may have been acted upon, by Coutts & Co and connected
companies for their own purposes, and the results are being made available to you on this understanding. To the extent
permitted by law and without being inconsistent with any applicable regulation, neither Coutts & Co nor any connected
company accepts responsibility for any direct or indirect or consequential loss suffered by you or any other person as a result of
your acting, or deciding not to act, in reliance upon such analysis.

Not all products and services offered by the individual Coutts companies are available in all jurisdictions, and some products and
services may be available only through particular Coutts companies.

None of the overseas Coutts companies or offices is an Authorised Person subject to the rules and regulations made under the
Financial Services and Markets Act 2000 for the protection of investors and depositors, and compensation under the Financial
Services Compensation Scheme will not be available in respect of business transacted with them.



