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EXECUTIVE SUMMARY

e "OEOAET 60 AOAxET ¢ AT A DPOA OAshwrke and &aindddD A OE A1l
periods of pressure on record

e The effects of longer term socigeconomic trends have been dramatically sharpened by the
current economic downturn and exacerbated by Government tax and regulatory policy
which has severely constrained tk flexibility of the sector to adapt to change.

e Pubs play a vital role in community cohesion and social life in Britain. They are frequently
one of the few remaining places where communities come together smcialize.

e Total beer sales are down 8 milliorpints a day since the peak of 1979. Beer sales in pubs
are down 16 million pints a day over the same period. Beer sales in pubs are now atithe
lowest level since the Great Depression of the 1930s.

e Pub closures have climbed from two a weekom 2000 to 2005 to the record rate of 36 a
week 7 five a day.

e 44,000 jobs have been lost across the sector in the last five years and a further 43,000 are
projected to be lost in the next five years.

e Pint for pint, beer sales in pubs and clubs create 18 jobs for eyethree jobs created by
sales in supermarkets and officences.

e Through beer duty alone, the Government now makes 50 times the profit of the four largest
brewers on each pint sold.

e Itis widely assumed we have a national culture in which alcohabnsumption is on the
increase. In fact average consumption has been falling since 2004. For men it fell from 17.2
units to 14.9 units between 1998 and 2006. By women, it fell from 6.5 to 6.3 (having risen
to 7.6 in 2002).

e With drinking trends shifting, household and business budgets under pressure, now is not
the time for Governmensto be introducing policies that will force up prices and costs for
all. Targeting the problem few would be more effective.

e The Government should abandon its plans for a be&ax escalator, which will increase beer
tax by up to a third

e The Government should abandon its plans to introduce new regulations on the brewing and
pub sector such as statutory codes of practice on how alcohol should be sold.

e The Government should enfote existing laws rather than create new oneslealing firmly
with irresponsible drinkers and premises

e The Government should end the irresponsible promotion of alcohol in supermarkets, pubs
and elsewhere

e The Government should trust responsible adults to mee informed choices about what they
drink, not punish them for the actions of an irresponsible minority

e The Government should start to support the Great British Pub as a vital part of local
community life in Britain.
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INTRODUCTION

The current economicdownturn is affecting businesses and households throughout the UK. e
pressures on family budgets, from higher inflation and the continuing credit crunch, are adding to
the acute problems already facing the brewing and pub sector.

Despite thesepressures, the Government is seeking to increase the cost burden, both to the sector
and its customers, with additional regulation and further punitive taxes to the tune of £8 billion
over the next five years.

4AEA T OAOT i AT 06 O sedkiv@okfk laléhobniddudaty Bithnlg e whole population
rather than targeting the problem. Thiswill increase costs, but without addressing the issues that
are of most concern.

4EA AAAO OAo OAOAAI AOT 08 AsHhe ichar@lowdiEsArates, AeodatO A
research shows that pubs and eating out are expected to be among the hardest hit by the
worsening economic climate in terms of leisure activity.
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THE ECONOMICS GfEBVINGAND PUBSFACTS AT MYTHS

Pubs are closing at an unprecedented rateTwo closures per weekfrom 2000 to 2005 have now
reached35 per week, or five perday.! O OEA OAI A OEi Ah AOAxAOOGd bDOI
to less than 1 pence per pint.

This dire economic situation is driven by many factors. These include falling beer consumption and
changing consumer tastesshifting demographics, the smoking banaggressivesupermarket loss-
leading and the current economic climatewhich is putting a huge strain on household budgets.

The Gwernment is adding to the misery, through increasing regulation and tax Anine per cent
beer duty increasewas imposedin the 2008 Budget nd OE OT OCE A Othe@redBukythAsA1 A O1
mapped out atwo per cent above inflation increase over the next four years.

MARKET TRENDAN INDUSTRYNDER PRESSURE

The plight of the UK brewing industry can be showthrough some stark statistics:

e In the last 12 months, total beer volumes have fallen by.B per cent The forecast for the
next five years is for this rate of decline to get worse.

e The market is down 23 per cent since its peak in 1979. This equates to a fall of almost 10
million barrels per year, or 8 million pints per day

e Since 1979 per capgha consumption of beer has fallen by 33 per cent.

e At 32 million barrels (9.2 billion pints) sales are now back below the level of 40 years ago

As the graphbelow demonstrates, the figures foibeer sales inpubs are even morebleak:

Total UK Beer sales by channel of trade
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e UKpub beer volumes have fallen by 8.3 per cent in the last 12 months. Sales are forecast to
continue to slide as the Budget measures take effect.

e By the end of 2008, beer volumgare projected to bedown 55 per cent since the peak in
1979 - a fall of 20 million barrels or 16 million pints per day.

e The volume of beer sold through pubs, clubs and bars has fallen to levels not seen since the
GreatDepression of 1932/3.

Falling volumes combined with shaply rising costs and falling real wholesale prices mean
brewers are competing for an ever declining profit pool. Analysis of the latest annual reports
submitted to Companies House of the four largest UK brewers, who account for approaching 80 per
cent of beer volumes, reveal how profits have sharply declined in the last three years.

On a total turnover of £5.3 billion, operating profit fell to less than 1 per cenor the equivalent of
0.7p per pint. This compares with excise duty of 36p per pint at avage strength. Even excluding
VAT and other taxes, the Government makes 50 times the profit of the four largest brewers on
every pint.

The average return on invested capital for the sector is estimated at 3.5 per cent, well below
sustainable levels andallowing no scope for major investment and innovation in UK brewing. The
low returns and vulnerability of the sector is highlighted by the fact that there are no longer any
major UK brewers listed on the UK stock marketAs recently as 2000Bass, Whitbreal, and
Scottish & Newcastlevere all listed brewing companies.

MATERIALS AND UTIB3; RISING COSTS

Global commodity and energy price rises arkaving a severe effect

Utilities costs have nearly doubled compared to three years ago. Thieortage of mdting barley and
growing bio-fuel demand hasseen prices increase way above inflatianQher input costs such as
packaginghave also risendriven by rising global energyprices. These costs are forecast to rise
further.  Rising demand for aluminium andsteel has led to a huge increase in keg and cask theft
and replacement costs have spiralled, costing thadustry up to £60 million a year.

Brewer input costs spiralling...
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BREWERY CLOSURES

Since 1997 there have been 37 major brewery
closures and over5,000 job losses This amouns to
over 25 per cent ofall brewing sector employees.

Open for only 30 years, the closure of the Scottish &
Newcastle Brewery in Reading, the second largesit
in the UK, has also been recently announced.

FALLINEMPLOYMENT

During the first 12 years of ths century, 87,000
jobs will be lost across the sector A total of 44,000
jobs were lost between 2000 and 2005. Afurther
43,000 are projected to be lost in the next five
years.

The impact will also be felt in the local and rural
economy, as 85 per cent ofgoods and materials
used in brewing are UK sourcedFor regional and

local brewers, this increases to over 90 per cent.
Pubs also provide vitaJ part-time and flexible

employment in villages and towns On average they

source local goods and services wen over £85,000

per pub, per year.

Every pint sold in the pub raises almostwice as
much tax as each pint sold in a supermarket. Pint

BREWERY CLOSURES SINCE 1997

Company
Aston Manor

Bass PLC / Coors Brewers Ltd

S A Brain

W H Brakspear & Sons PLC
Burtonwood Brewery PLC
Carlsberg-Tetley Brewing Ltd

Diageo (Guinness)
George Gale

Gibbs Mew PLC
Thomas Hardy Brewery
Hardy's & Hanson's
Hoskins Brewery PLC
King & Bames Ltd
Maclay & Co Ltd
Mansfield Brewery PLC
Mitchells of Lancaster
Morland & Co PLC
Morrells Brewery Ltd
Redruth

Ridley's

Ruddles Brewery Ltd
Scottish Courage Ltd

Tollemache & Cobbold
Usher's of Trowbridge PLC
Vaux Group PLC

Whitbread PLC / Inbev UK

Young's

Brewery Location
Aston, Birmingham
Birmingham (Cape Hill)
Cardiff

Sheffield (Cannon)
Cardiff (St Helen Street)
Llanelli
Henley-on-Thames
Warrington, Cheshire
Alloa, Clackmannan
Wrexham

Park Royal, London
Horndean, Hampshire
Salisbury, Wiltshire
Dorchester, Dorset
Nottingham

Leicester

Horsham, West Sussex
Alloa, Clackmannan
Mansfield, Nottinghamshire
Lancaster

Abingdon, Oxfordshire
Oxford

Redruth, Cornwall
Chelmsford, Essex
Oakham, Rutland
Bristol

Edinburgh (Fountain)
Newcastle-upon-Tyne
Ipswich, Suffolk
Trowbridge, Wiltshire
Sunderiand

Sheffield

Castle Eden, Hartlepool
Cheltenham, Gloucestershire
Manchester

Belfast

Wandsworth, London

for pint, beer sales in pubs and clubs create 18 jobs

for every 3 jobs created by salgin supermarkets and offlicences.

Per million barrels sold

On-trade Off-trade Total
*TAO j OnnnOQ 18 3 11
Excise Duty (Em at 4.2%) 102.8 102.8 102.8
VAT revenue (£m) 111.5 42.9 81.3
Employment taxes (Em) 48.7 6.6 30.2
Total tax revenue ( £m) 263.1 152.4 214.4
Tax per pint 91p 53p 74p
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PUBSUNDER PRESSUREOSURES ACCELERATIN

From 2000 to 2005, pubswere closing at a rate otwo
per week. This has now accelerated t@5 per week.

UK Pub Sector 2008

m Brewer/Pub Co
managed (9,000)

= Tenanted/leased pubs
(30,800)

Independent pubs
(17,700)

The vast majority of pubs (84 per cent) are small
family-run businesses. They areunable to ab®rb tax
and other regulatory cost increases. This, along with
supermarket pricing, has significantly widened the
price gap between the on and offtrade, acceleraing
consumption away from pubs and from drinking in a managed environment.

In addition to the laws that affect all businesses, pubs have to implement a great deal of sector
specific regulation.The financial impact has beemuge, as shown below.

\ Taxation: !

| - Excise Duty ,
| -var

- Climate Change Levy

- Amusement Machines (AMLD)

- Business Rates

- Stamp Duty Land Tax (lease duty)

- Packaging Waste Regulations f

Industry-Specific Legislative Costs: Govt. Pressure for Voluntary Measures:

- Licensing Act 2003 transitional costs | £95m
annual costs £40m

L e

£4.5m |- Proof of Age Signage (Challenge 21)

TOTAL : £6 billion / £1.5m |- Best Bar None Scheme

- Health Act 2006 (smoking ban)
outdoor areas £100m

£6m |- Scores on the Doors (voluntary)

- Gambling Act 2005 £7m

- Control of Noise at Work Regs 2005 £12m Potential Legislative/Voluntary Pressures:

£10m | - Licensing Fee Increases
- Cost of door supervisors £0.5m

(SIA Licence fee increase 2007) £30m | - Supplementary Business Rates (3%

increase)

- Food Hygiene Regulations £12m | !

£10m | - Nutrition (salt, obesity, menu labelling)

- ADZs, Test Purchasing, FPNs,
Proof of Age training (e.g. PASS) £12m £0.6m | - Scores on the Doors (Statutory LLA Bill)

£14.5m| - Cigarette Vending Machines:

- Clean Neighbourhood Act 2005 £0.4m conversions

(confiscation of equipment and FPNs for
excessive noise; litter clearance
notices and street litter control notices)

£10m | - PoS information on alcoholic drinks

£12m | - Mandatory “Challenge 21"

[Other Cost Pressures: \
f , £? - Alcohol Harm Reduction Strategy
General Legislative Costs: {13 Food Wide ranging - costs unquantifiable
- General Employment Costs £118m f - Electricity £? - Polycarbonates/glassware alternatives
! - Gas Unquantifiable costs due to customer
- Energy Performance Certificates £10m | -Water resistance
| - Music licence fees \
- Fire Safety (Regulatory Reform) Order | £12m { - Satellite TV licence fees \

Source: BBPA (all costs annual)

Pageb



A wake-up for Westminster

The Licensing Act came into effedhree years ago, and the transitn to the new system cost the
industry £95 million. It has not been possible tdully absorb this cost, plus the annual ongoing
costs of £40 million, due tathe introduction of more new laws affecting the sector.Theseinclude
changes to the gambling reigne, food hygiene legislation and the ban on smoking in public places,
along with changes to more generic law on employment and heal&safety.

Urban pubs have been hardest hit to datelwo per cent of all urban pubshave closed in the last six
months. Pubs without the space to provide an attractive outside area for smokems food have
faced particular difficulties. At this rate of closure, many villages across Britain may lose their pub
in the next few years, and thousands obtal jobs will also be lost. Total alcohol sales in pubs have
fallen by around six per cent in the last 12 to 18 monthsalone. This has coincided with rapidly
rising energy, food, tax and employment costs.

The latest Government proposals around alcohol day would, if implemented, place further
burdens on thousands of small pub businessemany ofwhich are already struggling.

SMOKING BAN

Fears that the smoking ban woulchave a detrimental effect on ortrade beer sales, at least in the
short to medium term, have clearly been borne out. Beer is the worst hit category of drink, as
nearly 60 per cent of beer salesre sold in pubs, clubs and barsompared to only 20 per cent of
wine and spirit sales.

IMPACT ON SHARE HESC

As well as accelerating pub closures, the difficulties in the sector can faugedby the share price
performance ofnine leading pub operating companies over the last 12 monthsSince the beginning
of 2008, a further13 pub operators, operating a total 6960 pubs, have gone into administration.

Major pub company share prices - annual change,
04/09/08

0% -
0% - FTSE ALL SHARE INDE X -12.1%
-30% -

-28.8%
-40% -
. -40.8%

'50% T =-495.0% G54.070
"60% -58.3% -57.1%
-70% -
-80% - -75.5%
-90% -
-100% 94.1%
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ALCOHOL CONSUMPTIORACTSIOT MYTHS

Drinking trends in the UK are somewhat different from common perceptions.

Total UK alcohol consumption has been falling since 2004Average consumption by men fell from
17.2 units a week in 1998 to 14.9 in 2006. By women, it fell from 6.5 units to §.Baving been a.6
in 2002.

UK Alcohol Consumption, 2004 -2008

Illlt

2004 2005 2006 2007 2008F

9.6

9.4

9.2

8.8

8.6

Litres per capita, 100% alcohol
©

8.4

Source: HMRC, BBPA (2008 forecast based on data for first six months)

Consumption among the young is sharply down. Among young memeekly consumption fell by 37
per cent, from 25.9 to 16.4 units, between 2000 and 2006. For young women, the fall was 29 per
cent, from 12.6 to 9.0 units.

The percentage of people drinking over the recommended weekly guidelines has fallen
dramatically between 2000 ard 2006. For men, the fall was from 29 per cent to 23 per cent, and for
women, from 17 per cent to 12 per cent

Britons drink less than their European neighbours. Of 20 EU countries where comparable data is
available, the UK ranks only 14th in alcohol consaption per head. On average, Britons drink7
per cent less than the Frenchand 19per cent less than the Germans.
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AFISCAL STORM

The 2008 Budgetintroduced an acrossthe board increase in alcohol duties 06 per cent above RPI
and an annual 2 per cent above inflatior@cceleratoBup to and including 2013. RPI currently
standsat 5 per cent

Unless the Government rows back from this poligya further devastating rise in beer excise duty in
2009 is inevitable.

A recent study byOxford Economics, ramined the direct impact of the Budget measures on the
sector in 2008/9 and over the next five years. The study concludes that:

e A cumulative loss in sales/economic activity over the next five years will be 18illion
barrels of beer(3.8 billion pints) - worth over £8 billion

e 43,000 jobs will be lost in the beer supply chain

e Overall tax revenue (excise duty, VAT and employment taxes) will fall by £120 million

Despite becoming more affordable over the past twoetades, beer consumption has fallen sharply.
The current economic climate has meant that average earnings are now increasing by less than
inflation . Theflimsy justification for increasing beer taxes no longer holds.

Beer is our national drink It is most popular among lower and middle income groups. It is these
groups who areworst affected by the current economic climate and these groups that afeeing hit
hardest by aboveinflationary duty increases.

Weekly reported consumption of alcohol (units) by so  cio-economic classification

Source: Adult drinking behaviour 2007, National Statistics. BBPA estimates

Managerial/ Intermediate Routine/ TOTAL

professional manual
Beer 3.9 4.7 6.0 5.0
Wine 8.1 5.3 3.8 5.4
Cider 0.7 0.8 1.1 0.9
RTDs 0.3 0.3 0.3 0.4
Spirits 2.1 1.9 1.8 2.1
Fortified wine 0.3 0.3 0.2 0.2
TOTAL 15.2 13.2 13.0 13.9

Beer and cider units split by respective UK market shares
Spiritsil AT OAAO O7 OEAO0S6 j Ace
Total includes those not classified within above socieconomicclassifications (e.g. students)
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WHY IT MATTERS

Beer and pubs arevital for the economic and social well being of the UK

Economic Contribution

e "ARO EO OOEIT OEA 1 AOEIT Iwviti®dsalesiofddarly 24 o ph® Al Al
every year, it is an integral part of everyday life. Consumed in moderation, there are proven
health and societal benefits.

e The UK brewing and pub sector generates £28 billion of economic activity. These figures
compare with contributions to the UK economy of £2illion by the airline sector, £18
billion by the radio and TV sector, £18 billion by clotks retailing and £11 billion by
electrical goods retailing.

e Over two million pints of beer are exported every day to more than 120 countries
generating £400 million in export revenues.

e A recent Ernst & Young report calculated that Government revenue from the production
and sales of beer equates to over £9 billion.

e In total, 600,000 people are directly employed in brewing, distribution, pubsd bars, with
60 per cent of jobs in the pub sector highly valued paiime jobs, many in rural areas. UK
brewers also support British farming, buying more than 40 per cent of the malting barley
crop and sustaining hop farming in the UK.

e Pubs play a Mal role in the sustainability of local communities and attract millions of
tourists every year- 85 per cent of visitors to the UK prefeBritish pubs to the bars in their
own countries

e The fact that most beer is sold in pubs (and clubs) also has importa economic
consequencesas pub operators have to invest substantial sums of money in the upkeep of
their pub estates. According to the Annual Business Inquiry, £900 million of net capital
expenditure was spent on pubs and bars in 2006.

e Food has becomancreasingy important to pub businesses, and is now worth over £6
billion z on average almost onghird of total pub turnover.

Social Contribution

e Over 30 per cent of adults, around 14 million people, socialise in a pub at least once a week.
Pubs are ntegral to the community. Following the closure of shops and post offices, they are
often the last remaining amenityin small local communities

e Pubs raise more than £120 million a year for local and national charities and brewers invest
over £50 million a year in community programmes.

e The industry funds the Drinkaware Trust, an independent trust established with a £12

million budget over the next three years. The aim of the trust is to protect and promote
public health through education and research omlcohol related matters.
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e Challenge 21 has been readily and widely adopted by thedustry and sales to underage
drinkers have significantly declined. More than 200,000Challenge 21posters are up in
pubs. One million people a month are being refused service either for being underage or not
having valid age ID.

e Unit labelling and responsible drinking messages have been adopted by the majority of
alcohol producers. Over 90 per cent dfeer sold in the UKs unit-labelled.

e Licensing law reform has been a succegsith very few licences revoked.

e Alcohol-related violent crime has fallen by onethird over the last decade.

THE PUBLIC DO NOTPSORT GOVERNMENAXPROPOSALS
Latest poling OAOAAT O OEAO OEA BDOAI EA OEI( Bilcurrerh policy T O O
agenda on tackling alcohol misuséAnd norAT A0 OEA 5+80 AECCAOO OAI T ET C

e 61 per cent of people said they would not be willing to pay more tax on alcohol to prevent
others from problem drinking, as against 31 per cent who said they would

e 82 per cent of people say that higher taxes unfairly penalise sensible drinkers
e 86 per cent of people say that higher taxes will not significantly reduce binge drinking
e 60 per centof people opposed recent increases in tax to tackle binge drinking

e 76 per cent of people see higher taxes as a threat to traditional pubs
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