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1 Question and Answer document



Q&A about the Government’s consultation on Pub Companies
and Tenants

1. What is the evidence that there is a “problem”?

Between 2004 and 2011 the House of Commons Business, Innovation and
Skills Select Committee (and its predecessors) produced four reports on the
issue which concluded that there were persistent problems in the industry and
which eventually concluded that the self-regulatory approach had not been
sufficiently far-reaching and that government action was required.

The Government issued a call for evidence in Autumn 2012 on the industry’s
progress in implementing self-regulation. The responses showed clear
evidence that significant numbers of individual publicans were continuing to
face serious hardship and difficulties in operating in the pub industry.
Throughout this period the Government has also received significant
correspondence from MPs enclosing correspondence from their constituents
about problems in their relationship with their pub company. Some of the
correspondence received from the public on the pub industry has now been
published on our website at www.gov.uk.

The Government therefore decided to consult on establishing a Statutory
Code and independent Adjudicator for the pubs sector to govern the
relationship between large pub companies and their tenants.

2. Who contributed to/wrote the consultation?

The consultation and accompanying impact assessment were drafted by BIS
and agreed across government, using evidence from a variety of sources and
drawing on meetings with a range of stakeholders across the industry.

3. How did government decide which individuals and organisations
should be consulted and how were they consulted?

The Government thought carefully about who needed to be consulted to
capture the full range of stakeholders affected. We issued a full public
consultation to allow detailed responses from those who wished to respond in
this way. We also issued a short, easy to access survey to capture responses
from those who might not have otherwise responded to the full consultation.

In addition, three roundtable discussions were held with stakeholders across
the industry during the consultation period. This has allowed us to obtain a
wide range of views. In total 1135 responses were received to the
consultation and 7038 responses were received to the online survey.


http://www.gov.uk/

4, What is the CGA Strategy survey referred to in various parts of
the consultation?

CGA Strategy provide statistical information about retailers and food and drink
suppliers. In May 2011 CGA Strategy produced a survey on the Industry
Framework Code which was commissioned by the BBPA and IPC. The
survey is referenced in the consultation document.

5. Didn’t Government mislead the public by referring in the
consultation document to complaints to the Bll helpline rather than
calls?

The Government acknowledges that the figures quoted in the consultation
and the impact assessment mistakenly referred to “complaints” rather than
“calls”. This was clarified in the press statement issued by the British Institute
of Innkeepers on 29 April 2013. The Government will take this into account
when interpreting consultation responses provided by anyone who might have
been misled by this.

6. Did Government review and consider Version 6 of the Industry
Framework Code?

The draft Code of Practice contained in the consultation draws on the existing
Industry Framework Code but the consultation proposed a strengthening of
the Framework Code to address the fundamental issues of risk and reward
and to ensure the core principles of fairness and that the tied tenant must be
no worse off than the free-of-tie tenant.

7. How would the Adjudicator carry out its functions and decide
whether there has been a breach?

The consultation proposed that a pubs adjudicator should be based on the
model used for the Groceries Code Adjudicator. Under this model it would be
the Adjudicator’s responsibility to consult on draft guidance about how the
Adjudicator would perform his/her investigation and enforcement functions.

8. When is the Government intending to introduce a Pubs
Adjudicator Bill?

Whether a Bill is introduced will depend on the outcome of the consultation.
We are currently considering the evidence brought forward during the
consultation and on that basis we will decide how to act. We intend to publish
a Government Response to the consultation in the autumn.
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LIST OF MEETINGS IN SCOPE OF FOI 13/0827
Pubs Stakeholder Meetings 2012/2013

Date Stakeholder Officials/Minister
16 Jan Pubs Advisory Service Officials
2013
22 Jan Roundtable with licensee groups: British Institute of Innkeeping, | Jo Swinson MP &
GMB, Federation of Licensed Victuallers Association, Officials
Association of Licensed Multiple Retailers, Brighton & Hove
Licensees Association, CAMRA, Fair Pint, Independent Pub
Confederation, Federation of Small Businesses, Guild of
Master Victuallers
24 Jan Greene King Officials
24 Jan Greg Mulholland MP Jo Swinson MP
& Officials
28 Jan Roundtable with British Beer and Pub Association; Punch Jo Swinson MP &
Taverns; Star Pubs & Bars Officials
5 Feb Greg Mulholland MP Jo Swinson,
Brandon Lewis &
Officials
7 Feb Roundtable: Greene King, Shepherd Neame, Everards, Jo Swinson MP &
Admiral, Hook Norton, Independent Family Brewers of Britain Officials
27 Feb Enterprise Inns Michael Fallon
MP& Officials
19 April Punch Taverns Officials
9 May Punch Taverns & Compass Lexecon Officials
5 June Star Pubs & Bars Officials
6 June Federation of Small Businesses Officials
10 June 1% Roundtable: Everards Brewery, Fullers, Admiral, Hook Jo Swinson,
Norton, McMullen & Sons, Shepherd Neame, Wadworth & Co, | Brandon Lewis, &
Trust Inns, Greene King, Titanic Brewery, Westerham Ales, Officials
Society of Independent Brewers.
12 June | 2" Roundtable British Beer and Pub Association, Enterprise Jo Swinson,
Inns, Marston’s, Mitchell's & Butler's, Punch Taverns, Spirit, Brandon Lewis, &
Star Pubs & Bars, Wellington. Officials
13 June | 3™ Roundtable: Association of Licensed Multiple Retailers, Officials
Brighton & Hove Licensees Association, British Institute of
Innkeeping, CAMRA, Fair Pint, Federation of Small
Businesses, Federation of Licensed Victuallers Association,
GMB, Guild of Master Victuallers, Independent Pubs
Confederation, Justice for Licensees, Pubs Advisory Service,
Licensees Supporting Licensees
14 June | Admiral Taverns Officials
14 June Punch Taverns Officials
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From: [REDACTED s.40](CCP)

Sent: 03 January 2013 10:57

To: McLynchy Julie (CCP)

Subject: FW: My musings on pubs

[REDACTED s.40]| Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1
Victoria Street, SW1H OET | Direct line: [REDACTED s.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting
sustained growth and higher skills across the economy.
BIS: Working together for growth

From: Swift Jane (CCP)

Sent: 26 November 2012 12:49

To: [REDACTED s.40](CCP)

Cc: Normand Caroline (BE); Goh Binnie (LEGAL B)

Subject: My musings on pubs

<<Pub thoughts.doc>> <<pub thoughts annex.doc>>

Deartwo ci Caroline, Binnie for info

| attach in one doc my emerging thoughts on pubs and in the other some illustration of who is
doing what beneficial thing and who else knows about it. Neither is intended to be
exhaustive of the facts or issues, and you may not agree with the stance anyway.
We are talking at 2.00pm about how to take this issue forward.

For completeness, in the light of what we have uneartheed, my own view is that:

[REDACTED - Not in scope or s.35.1.a or s.36.2.6.ii]



Jane’s thoughts

These are my general impressions having spoken to stakeholders and read
their submissions.

General outlook

e There is a passionately held view that some pubco tenants are
seriously disadvantaged in negotiations with certain pubcos on rental
assessments because of lack of transparency of data, in particular,
comparative performance data.

e There is worthwhile activity going on to build on the self regulatory deal
announced November 2011. For example, PICAS is building its case
load, negotiations are underway on V6 of the code and BIIBAS are
developing their code accreditation processes and PAMs (their version
of the PAS).

e However, this activity is highly fragmented. And across the industry
there is a quite remarkable inequality of knowledge about
developments, plus a number of red line positions, both of which
appear to be barriers to co-operation and transparency. For some,
the constant rhetoric about “collusion” is itself a barrier to open
dialogue.

e There is no co-ordinated commun ication to tenants about their rights
under the code and how the elements of the self-regulatory deal —
PICAS, BIIBAS - fit together.  Individual tenant representative bodies
supportive of the code advise their own members and raise awareness
through roadshows. As does the Bll. But those who do not support
the code do not communicate positively.

e There is unanimous agreement that the pubcos have done nothing,
further to their letters to licencees in December 2011, to raise or
maintain awareness of the code or the wider framework arrangements.
The BBPA response to the SoS indirectly confirms this.  However,
one pubco, Spirit UK, claims to make the code part of regular training.

e Only certain tenant bodies are inside the code negotiation tent, working
with the BBPA. These are ALMR and FLVA, although ALMR is not yet
a signatory.  BII, a training and accreditation body, is also within the
tent. However, the negotiations are bilateral, not collective. ALMR
appears to be playing a definitive role in seeking to drive some real
improvements to the code, in particular, an independent supervisory
board. Other bodies, like the IPC, remain resolutely outside the tent
because the BBPA will not accept as part of the code discussions
negotiation on “commercial” issues notably, a compulsory free of tie
option. Those not represented are not aware of developments in
Version 6, some of which are a partial response to some of their
concerns.

e Nevertheless, all tenant representatives we spoke to held in common a
wish for a code, in particular to drive transparency of data; for tenants
to understand the code; for tenants to have access to advice to equip
them for discussions with pubcos (people thought there could be a



number of providers in the market); for tenants to have access to
prompt arbitration.

e There is some view that, if the self-regulatory deal is allowed to stall, then matters
will drift. The SoS'’s letter to the industry was seen by some as well
timed in lending impetus to discussions. There is a strong wish
among some licensee bodies for the Government to continue to lend
impetus to this exercise.

Options

[REDACTED s.35]

J



Progress on discrete aspects of the Self Regulatory Deal

Development Who knows/agrees

Following services set up in last 5 years: Bll CEO says “There has been progress and some success but
understanding and appreciation of these new groups is still at an

BIIBAS - benchmarking and accreditation of codes unacceptably low level. [The systems] are misunderstood and the

PIRRS - low cost rent review dispute resolution level of trust is too low...many callers [to BIIBAS] do not know the

PICAS - conciliation/arbitration service re code breaches | correct way to proceed.

FLVA said “In relation to the progress in promoting and maintaining
awareness to licensees of the new mediation and arbitration
mechanisms, this has been patchy, confused and unsatisfactory.
That said both current bodies PIRRS and PICA Service are
established, supported and meet our original criteria.

GMB [in meeting] said PIRRS/PICAS not effective. Tenants needed
fast track mediation to stem erosion of financial position. Tenant lack
of power in rent negotiations stemmed partly from lack of knowledge
about where to go and who to talk to. And from lack of transparancy of
data of comparator businesses.

IPC “have been excluded from any development proposals to promote
awareness....IPC do not agree there is any awareness to be
maintained as few tenants know what PICAS is”.




PIRRS launched 1 September 2009. Low cost, max
£1,500 cost, service in which licensee chooses
independent expert to reach determination:

Cases completed 13
Cases settled outside PIRRS 16
Cases closed by PIRRS 8
Cases pending 15

PICAS launched March 2012, further to November 2011
announcement. Independent panel hears cases, chaired
by Rodger Vickers or his deputy, with four other members
drawn from pool of lawyers/accountants/licensed
surveyors, other.

completed cases (Each finding against pubco)
preliminary hearing  (no case for PICA action)
case hearing due December

potential cases January

NFEFEPDN

Total 11 cases “in live folder”.

Russell Stone (one of the 2 successful complainants) said “The
administration of the PICA service was straightforward and efficiently
handled and the communication was clear from the start and up to the
panel hearing. The actual hearing [chaired by Rodger Vickers] was
professionally undertaken and both parties had enough time to talk
through their points and the questioning from the panel afterwards was
relevant and fair”.

Communication of the Industry Framework Code Version
5, which contained a number of improvements listed in the
BIS response to BISCOM.

Letter from Pubcos to all tenants in December 2011. But no apparent
systematic pubco action to communicate and maintain awareness.

Only BIl, ALMR and FLVA are signatories to the code, negotiations on




which are currently led by BBPA.

Therefore, while individual trade associations may also seek to raise
awareness among their members, other trade bodies who reject the
code, will not do so.

Negotiation of Industry Framework Code Version 6
where apparently positive developments under discussion
include:

e Requirement for pubcos to publish an annual
statement of code compliance

e Information which may be used in third party
determination of rent should not be unreasonably
withheld and should be shared on request...

e Company Codes to include open and unlimited
offer to apply the IFC to existing leaseholders and
tenants.

e Company codes to include a specific timetable for
information to be provided in advance of rent
negotiations, rent review and renewals....and for
dispute resolution.

e A pro-forma business plan, including data on the
relevant pub, as a basis for prospective tenant’s
own business plan.

ALMR are in negotiation with BBPA on Version 6.  Separately, FLVA
are in negotiation with BBPA on Version 6. There appears to be no
mutual transparency between the negotiations, even though there are
areas of common interest/view — both the ALMR and FLVA support
new and independent IFC Self Regulatory Board which, certainly
ALMR, regards as achievable.

The IPC represent themselves as excluded from the negotiations. In
practice, as IPC do make clear, they have had two meetings with the
BBPA. ButIPC’s wish to discuss comparator data for rent
reviews/free of tie option meant that no mutual basis for discussion
could be agreed.

IPC and their members (inc GMV and FSB), the GMB and all of their
their tenants are not therefore privy to any code developments.

The founders of the Pub Advisory Service (Dave Mountford/Chris
Wright) say they have therefore developed a tenants’ code. This was
described in our meeting with GMB as a more user-friendly version of
the Industry Framework Code. It was acknowledged by Mr Mountford




e A new IFC Self Regulatory Board to monitor the
code and determine the frequency and terms of
reviews.

that this code would require the engagement of pubcos to have effect.

[REDACTED s.41 & s.43]

[REDACTED s.41 & 5.43]

All parties agree that there is room for a number of services in the
market. Indeed, seeking to align them could create problems with
competition law.

Other key points made in letters/discussions

Comment

Lack of pubco transparancy was a common theme from
tenant bodies — though ALMR thought their organisations,
which are generally multiple outlets, better equipped to
take pubcos on in negotiations. Access to comparator
data on pub performance was a big issue for sole tenants
represented by IPC, FLVA, GMB.

Not sure this is a government issue. It would be for the proposed new
independent board to drive this agenda, in tandem with better
equipping tenants for rental negotiations.

Pubcos are shedding pubs to service debt.

The article about Enterprise Inn’s results announcement suggested this
was bottoming out. It also said that its rents were falling.




Legally binding nature of code in doubt

Not sure how far the quoted difference in counsel opinion is relevant if
the pubcos have stated to all tenants that they will be bound by the
code. Which | assume the courts would take into account. For
industry to resolve.
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POLICY — RESTRICTED

To: Jo Swinson; SoS
From: [REDACTED s.40]
Date: 4 December 2012
Subject: Pubs: a_nalysis of stakeholder submissions on self-regulatory deal
and options for next steps
Purpose:

To provide analysis of the submissions received regarding the pubs self-regulatory deal
announced in November 2011 and advice on a range of possible options in light of our
analysis.

Recommendation:
That you:

¢ Note analysis of the submissions received provided at Annex A
e Agree to meet officials to discuss the options set out at Annex B.

Timing:

URGENT - SoS will want to write to the BIS Select Committee updating them before
Christmas recess therefore an early meeting to discuss would be welcome.

Summary:

1. Secretary of State wrote to the BIS Select Committee (BISCom) on 5 November 2012
stating that he was seeking views from the pubs industry on how the self-regulatory
deal announced in November 2011 was working and would update the Committee in
light of that evidence.

2. We have received 20 responses to Secretary of State’s 7 November letter to the
industry, from a wide range of organisations and individuals. A summary analysis of the
responses is provided at Annex A. A more detailed summary of responses is attached
separately for information. We also met with a number of organisations and individuals
to discuss their views.

3. Broadly there seems to be consensus that progress has been made to deliver on areas
of the self-regulatory approach. There are various views as to whether this progress is
satisfactory or sufficient. Annex A provides a summary of evidence on how the self-
regulatory approach is working, but for example:

= The Pubs Independent Conciliation and Advisory Service (PICAS) has taken two
cases and has others in the pipeline;

= Negotiations are underway with some parties on a further, version 6 of the Industry
Framework Code;

= Code re-accreditation processes are being developed,;
= A version of the Pubs Advisory Service has been set up.
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4. However, we have been struck by the fragmented nature of this activity and the lack of
knowledge and transparency of developments. In addition there is continued lack of
engagement between parties and an ongoing entrenchment of views which is clearly a
barrier to cooperation and progress. There is a continued impression of ‘collusion’ or
lack of independence which affects how some parties view the elements of the self-
regulatory approach.

5. Itis clear that there continue to be examples of publicans facing real hardship and
struggling to make ends meet. [REDACTED s.35.1.a or 5.36.2.h.ii]

6. Many respondents took the opportunity to provide views on issues outside of the self-
regulatory approach, in particular the beer-tie and rent reviews. These respondents feel
that the self-regulatory approach does not address the real problem (i.e. the tie) and
[REDACTED s.35.1.a or 5.36.2.h.ii].

7. We have set out in Annex B, a range of options for next steps, some of which may be
supported by a range of stakeholders.

We would like to discuss these options with you in more detail and will arrange a
meeting with your offices

The Beer-Tie
8. Annex C sets out the evidence on the beer tie. [REDACTED s.35.1.a or $.36.2.b.ii]

Other Government Departments

[REDACTED s.35.1.b or s.36.2.a.i]

Copied to:
Offices/individuals included on the copy list

Advice received from:

Finance SpAds Press /| Comms Legal Analysts

N/A Copied Copied Binnie Goh Chris Jenkins
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ANNEX C: The Beer Tie

What is the beer tie?
1. The beer tie refers to a system in which a pub owning company (pubco or brewer)
requires its licensees to buy beer and/or other drinks through it, rather than on the
open market, usually charging a premium price for the beer.

2. Effectively, this divides the rent paid by the licensee into two parts:
e The ‘dry rent’; the conventional rent, which is fixed.
e The ‘wet rent’; made up of the difference between the price at which the
pubco or brewer buys beer and the price at which it sells it. The ‘wet rent’ is
therefore proportional to the amount of beer sold.

3. The tie is used in two ways:

e For some of the large pubcos, including Punch and Enterprise, it is a profit
and risk-sharing mechanism. If the licensee does well (sells more beer) they
will pay more rent; conversely, in hard times they will pay less.

¢ For the family brewers (e.g. Fullers, Shepherd Neame) as well as some of the
pubcos (e.g. Greene King), it is also a means of marketing and distributing
their beer. Having a ‘safe market’ of a few hundred pubs is critical to
establishing and maintaining their brand and beer sales.

4. The Beer Tie is considered lawful practice under the EU Block Exemption®.

What do campaigners want?

5. Those campaigning on the tie want all pubcos with over 500 pubs to be forced to
offer a ‘mandatory free of tie option with open market rent review’. Some also cite
that there should be a principle that ‘no tied tenant is worse off than a free of tie
tenant’.

Free of tie offer
6. This means each licensee would be able to choose to be either tied or free of tie.

7. It should be noted that some pubcos, including Punch and Enterprise, already offer
a free of tie option to all new licensees. Their licensees can choose to be free of tie,
but must pay a higher rent for the privilege. Those campaigning have said that this
is not a ‘genuine free of tie offer’ as the additional rent is too much. Punch and
Enterprise dispute this.

Open market rent review
8. [REDACTED s.35.1.a or s.36.2.b.i] Rents must already be calculated in accordance with
RICS Guidance and signed off by a RICS qualified surveyor. PIRRS, the rents
dispute resolution body, can arbitrate rents that are not calculated according to this
process. [REDACTED s.35.1.a or 5.36.2.b.ii]

! Commission Regulation 330/2010 of 20 April 2010 on the application of Article 101(3) of the Treaty on the
Functioning of the European Union to categories of vertical agreements and concerted practices ('the Vertical Restraints
Block Exemption')
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No tied tenant is worse off than a free of tie tenant.

9.

[REDACTED s.35.1.a or 5.36.2.b.i] Some campaigners have argued that this must mean
simply that ‘free of tie rent’ = ‘dry rent + wet rent’. Wet rent is often calculated by
reference to some measure of how much beer an ‘efficient operator’ or comparator
would sell. Others recognise that the ‘no worse off principle’ must take into account
wider factors such as the amount of capital put into the pub by the licensee (a
tenant who has paid £30,000 for a five year lease may pay higher rent than a
lessee who has paid £150,000 for a twenty year lease) and countervailing benefits
provided by the pub owner (such as free insurance, repairs and so on, which can
vary considerably from pubco to pubco).

What evidence is there that it is a problem?
Overall pub numbers in decline
10.Overall pub numbers have been in steady decline since at least 1980. This is widely

recognised (including by beer tie campaigners such as CAMRA and the Save the
Pubs Group) to be due to a range of factors, including changing cultural habits,
increased Government taxation, the rise of low-cost selling at supermarkets and the
smoking ban. Some campaigners also argue the tie plays a factor.

11.The graph below was taken from an analysis of the beer duty escalator — that is

why it is labelled (it does not imply departmental official emphasis).

12.[REDACTED s.35.1.a or s.36.2.b.ii]

Are tied pubs closing faster?
13. Figures from June 2008 — June 2011 (we do not yet have a breakdown of the 2012

figures), show that the closure rate was lower in tied pubs than in free of tie pubs.



POLICY — RESTRICTED

N Net
et closures
(number) closures

(%)
Time period Free of tie [Tied Free of tie[Tied
Dec 08 - Jun 09 -497| -696| -2.384%| -2.221%
Jun 09 - Dec 09 [ 576 | 320| -2.752%| -1.066%
Dec 09 - Dec 10 | 709 |- 518| -3.264%| -1.788%
Dec 10 - June 11} 134 |- 244 -0.625%| -0.862%
Dec 08 - June 11- 1,916 |- 1,778 -9.2% -5.7%

14.These figures are taken from a report by CGA Strategy, an independent

consultancy, which was commissioned by CAMRA. CAMRA advise that ‘net
closure’ is the more appropriate statistic to use as it takes into account ‘churn’ in
the large pubcos; if one uses gross closure figures then proportionately even more
free of tie pubs are closing.

15.1t is also worth noting that over that period considerably more free of tie pubs

opened than tied pubs.

The market is competitive
16.The OFT found no evidence that the beer tie results in competition issues that

cause harm to consumers. The market is diverse: approximately 40% of pubs are
freehold pubs (i.e. free of tie); 10-15% managed pubs and the remaining pubs —
tied — are operated by a wide range of national and regional companies, including
pubcos and family brewers. The largest operator, Enterprise Inns, has around 6000
pubs (around 12% of the market), which is relatively low compared to large players
in many other markets (e.g. groceries).

17.The OFT found that “At a national, regional and local level, the evidence indicates

that there is a large number of competing pub outlets owned by different operators
and that consumers are benefiting from significant competition and a choice
between different pubs. We consider that in such a competitive market, any
strategy by a pub company which compromises the competitive position of its
lessees would not be sustainable, as this would be expected to result in sales and
margin losses for the lessee and, in turn, for the pub company.”

Choice of beer is increasing
18.0ne argument that is sometimes made is that the tie harms smaller breweries.

There is no evidence to support this argument. Firstly, the tie is essential to the
independent family brewers. Secondly, when considering microbreweries (who do
not own pubs), the OFT found that “The total number of breweries in the UK has
increased from 500 in 2004 to 725 in 2008 and the market share of 'micro’ brewers
(those producing less than 60,000 hectolitres of beer per annum) has increased
between 2004 and 2008.” and that “Large pub companies which own tied pubs
appear to be contributing to such trends as they purchase a considerable volume
from micro and regional brewers.”

The tie is used by a variety of operators
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19.The tie is used by a variety of operators, including the family brewers, who are
strongly supported by all sides of the industry, including Greg Mulholland, the IPC,
CAMRA and the All Party Save the Pubs Group. Many licensees of pubcos also do
not appear to object to the tie (the latest independent annual survey — conducted by
CGA strategy — showed 7 out of 10 licensees would sign up with their pubco again).

20.[REDACTED s.35.1.a or 5.36.2.b.ii]

[REDACTED s.35.1.a or s.36.2.h.ii] 7 out of 10 licensees would sign up again, 3 out of 10 would
not (i.e. 5,000-10,000 unhappy publicans). Rents are individually negotiated, albeit
according to RICS guidelines, and, as in any commercial negotiations, licensees who
negotiate badly may end up paying higher rents. Stakeholders have argued that there are
information asymmetries which make the negotiation difficult for the licensee — this is
addressed to some extent in Version 5 of the Code and will be tackled further in Version 6,

though there are different views as to whether this is sufficient. [REDACTED s.35.1.a or
5.36.2.b.ii]

Conclusion
[REDACTED s.35.1.a or s.36.2.b.ii]
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This provides an analysis of the responses received against each of the elements of the self-regulatory approach announced in
November 2011 and highlighting other main themes from the responses.

The Industry Framework Code
to be made indisputably legally
binding, by incorporating the
Code by reference into new
agreements and via a collateral
contract for existing lessees

Version 5 of the Code made binding in contracts at Christmas in 2011.
Some licensee groups disagree that it is legally binding, though all pubcos have said in writing they will
be bound by it.
No coordinated communication to tenants about their rights under the code and how the elements of
the self-regulatory deal.

0 At least one pubco incorporates it in training; others do not seem to.

0 Some licensee groups (e.g. ALMR) actively promote the Code to their members; others who

oppose the self-regulatory deal do not or communicate negatively.

Some confusion between lessees as to whether it's the industry code or the company code that is
being incorporated.
Ongoing discussions on Version 6 (see below).

A Pub Independent
Conciliation Advisory Service
(PICAS) to be set up under the
umbrella of Pubs Independent
Rent Review Scheme (PIRRS).
PICAS would provide mediation
and arbitration on any matter
relating to the Framework or
Company Codes and the results
would be binding on both parties

PICAS launched March 2012 and operational in June 2012
Independent panel hears cases, chaired by Rodger Vickers or his deputy, with four other members
drawn from pool of lawyers/ accountants/licensed surveyors.

0 2 completed cases (Each finding against pubco, awarding damages and costs)

o 1 preliminary hearing  (no case for PICA action)

0 1 case hearing due December

0 2 potential cases January; total 11 ‘in live folder’
Russell Stone (one of the 2 successful complainants) said “The administration of the PICA service was
straightforward and efficiently handled and the communication was clear from the start and up to the
panel hearing. The actual hearing [chaired by Rodger Vickers] was professionally undertaken and
both parties had enough time to talk through their points and the questioning from the panel afterwards
was relevant and fair”.
Some respondents have queried PICAS’s or Vickers’s independence from the BBPA, though there is
no evidence of bias.
As with the Code, no concerted effort to inform licensees of their rights.

A three-yearly reaccreditation
process for company Codes,

¢ BIl have established their Code reaccreditation process (to begin late 2013) and have stated it would

take 6 months to get process through.
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administered by BIIBAS through
examination of annual
compliance reports and spot-
checks

A new Pubs Advisory Service
(PAS), which would provide an
initial offering of free advice to all
prospective and current tenants
and lessees

PAS established by independent tenants group. Welcomed by some licensee groups as independent;
others criticise it.

It is not clear from the [REDACTED s 40] communications to the SoS that the tenants PAS is offering
either a funded or substantive service: their response said “The PAS is in a position to offer good
advice from experts in the trade” but went on to say “we can offer little more than a shoulder to cry on
whilst they negotiate an exit from the industry.”

Bll and FLVA both (separately) intending to set up their own advice services. Only BBPA is aware of
the BII proposal; and no others are aware of the FLVA proposal

A number of parties have said that there is room for a number of services in the market, with several
suggesting an overseeing governing board to ensure consistency in standards.

A strengthened Framework
Code (version 5), with a
particular focus on FRI leases.
This will bring about immediate
improvements in particular in
areas such as rent, insurance,
Business Development Manager
(BDM) training, dilapidations and
pre-entry training, combined with
a commitment to discuss further
improvements with industry
partners (version 6).

Version 5 was agreed by the BBPA, Bll and FLVA (the same three parties who had agreed Version 4
and previous versions).

Widespread disagreement as to how meaningful the improvements are.

There is a passionately held view that some pubco tenants remain seriously disadvantaged in
negotiations with certain pubcos on rental assessments because of lack of transparency of data, in
particular, comparative pub performance data.

Some groups, including ALMR, FLVA and GMV are actively negotiating Version 6 of the Code with the
BBPA and see real possibilities of further improvements.

Several respondents stated they were aiming to version 6 implemented during 2013.

Other groups, such as the IPC and CAMRA, say they ‘do not agree that the reforms can address the
fundamental issues’ and that it ‘will not address the balance of risk and reward’. While IPC had 2
meetings with BBPA earlier this year to discuss the Code, as BBPA said they were unable to address
the issue of risk and reward (i.e. the beer-tie) they parties did not engage any further. A meeting is in
the pipeline to discuss Version 6 as it stands.
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Other issues/ themes raised by respondents

Beer-tie / Pubco debt

Some groups, Greg Mulholland and the All Party Save the Pubs Group, the IPC, CAMRA, Fair Pint
and Justice for Licensees do not consider that Codes, PICAS, and advice, even if working well, can
address the real issue. They believe the solution that is needed is for all licensees to be offered a free
of tie option.

The All Party Save the Pubs Group says: “The crux issue in the sector is that pub owning companies
operated on a leased model take more than is reasonable from pub turnover (in BOTH inflated beer
prices and rents), making it difficult or impossible for the licensee (the small business) to make a
living.”

The discussion on the tie is mixed in with discussions over rents; that pubcos are charging too high
rents and taking advantage of their licensees, due to the fact that they operated unsustainable
business models and racked up debt.

The BBPA says that rents are directly addressed in Version 5 of the Code (they must be carried out
according to RICS guidance) and that if they are not, dispute resolution is available via PICAS and
PIRRS.

A number of respondents raised the issue that the RICS guidance is still open to interpretation which
causes disputes in itself. This becomes clouded by some arguing that those involved in PIRRS and
PICAS and certain RICS surveyors are not genuinely independent given their previous links to the
pubcos.

The extent to which this issue is caused by the tie or not is discussed in a separate annex.

Industry Governance board

The ALMR and FLVA are negotiating with the BBPA and BII for an Industry Governance Board
(representing both licensees and pubcos) to be set up. This would be similar to the Board that
oversees PICAS but would oversee the Code, communication to lessees, PICAS and PIRRS,
reaccreditation and more.
This would go further than the self-regulatory deal announced last November but could drive further
improvements (in the view of the ALMR and FLVA).
The BBPA nominally accept the principle but negotiations appear to be essentially stalled due to two
red-line positions:

0 The BBPA refuse to accept anyone on to the governance board who has not signed up to

the industry code.
o0 The IPC refuse to negotiate substantively unless the issue of the tie is on the table.
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Analysis of responses to the Secretary of State’s letter, 7 November 2012, on self regulation of the Pub Industry
Framework and Company Codes

The Secretary of State posed four questions:

1) What action has been taken, and is planned, by the governing board of PICAS to promote and maintain awareness among licensees of the
availability of mediation and arbitration services in relation to any matter relating to the Framework and Company Codes. Any facts you can share,
consistent with commercial confidentiality, of binding decisions already made by PICAS would also be welcome.

2) What action has been taken, and is planned, by the large pubcos (those with over 500 pubs) to maintain awareness among licensees of their rights
under the code, including of the specific improvements introduced in December 2012 through version 5 of the Industry Framework Code in relation
to rents, insurance, dilapidations and training, including pre-entry training; of the legally binding nature of the code; and of licensees’ right to
binding arbitration. I would be interested to know what further improvements the industry is proposing to include in version 6 of the code, designed
to further improve transparency and fairness for tenants and when will these be implemented?

3) What progress has the British Institute of Innkeeping (BII) made in preparing for their code re-accreditation role and what is the status of the
necessary agreements with the industry on how the re-accreditation process will work?

4) What action, if any, is being taken under the leadership of the BII to set up a Pubs Advisory Service for licensees, further to the Pubs Advisory
Service already set up under the leadership of Chris Wright and others?

Those who are responded are: Fair Pint Campaign (Stephen Corbett) [REDACTED s 40], Independent Pub Confederation (Simon Clarke), PICAS
(Rodger Vickers), PAS (Chris Wright), Russell Stone, GMB Union [REDACTED s 40], Enterprise Inns (Simon Townsend), FLVA (Nigel Williams),
Justice for Licensees (Inez Ward), BII [REDACTED s 40], BBPA (Brigid Simmonds), Spirit (Chris Welham), ALMR (Chris Bish), CAMRA
(Jonathan Mail), Stephen Corbett (he also wrote in as part of the Fair Pint Campaign, but this contribution has been sent in as an independent), All
Party Parliamentary Save the Pub Group, Brighton and Hove Licensees Association [REDACTED s 40],

Greg Mulholland MP.
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

Fair Pint Campaign
(Stephen Corbett)

e The Fair Pint

doesn’t like the
Framework Code.

Wants regulation
on pubcos.

Claim 80-100% of
the profits taken by
pubcos.

They question
Rodger Vickers
impartiality.
Believe Ed Davey
was misled by the
BBPA.

[REDACTED s 40]

Codes are “window
dressing.”

Pubcos take a large
slice of the profit,
[REDACTED s 40].

Independent Pub

Confederation (Simon

Clarke)

PICAS a
rebranding of
earlier BII services,
so there has been
no increase in the
‘awareness’ as
such.

Two cases have
been heard by
PICAS, and both
concluded in
favour of the
tenant. One tenant

e No action to raise
awareness of the
code has taken
place since
December 2011.

e Version 5 already
existed, and was
not an
improvement.

e Tenants still not
given information
on justifying rent.

e Company codes are

not re-accredited
when new clauses
are added.
Framework code is
varied too often so
1S never consistent
enough to make it
work.

e Not aware of any
plans by BII to
provide a PAS.

Do not agree that
the reforms can
begin to address
the fundamental
issues.

It should be the
higher the beer tie,
the lower the rent
as a benefit.
Pubcos take their
share of the profit
from tied goods
and take some of

12



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

has now left his
pub, and the other
has his on the
market.

the remaining
profit as rent
thereby ensuring
that both beer tie
and rent are high.
Still confusions
over RICS
guidance on rents
as to whether tied
tenant should be
worse off. Believe
that RICS
surveyors have
conflict of interest
given their links to
pubcos.

Pubcos still too
slow in providing
rent assessment
information.

Has an example of
a tenant who can’t
get arent
assessment from
Enterprise Inns.

PICAS (Rodger
Vickers)

e A former circuit
judge, Trevor
Barber, has been
appointed as Vice
Chair.

e Spoken ata

13



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

Tenanted Pub Co
summit earlier on
in the year to raise
awareness.

Press releases
when Rodger
Vickers and Trevor
Barber were
appointed.
Reviewed the
PICAS procedure
paper following
feedback.
Procedures are in
place to guard
against members
having conflict of
interest.

PAS [REDACTED s
40]
There are four

separate emails which

have been
summarised here.

Offer to PICAS
would they
consider arbitrating
on the proposed
tenant code. At
present, no final
decision has been
made (PICAS want
their board to
examine the issue,
and so has been
scheduled for
discussion on 11

e PAS is utilised by

tenants, but it can’t
offer ongoing
advice.

Tied tenant code
took 14 days to
draw up, and is
ready to be
submitted to pub
companies. PAS
are currently
waiting to see what
Government

14



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

December).

decides to do.
Comments that
they have had no
response from BIS
on the road map.

Russell Stone (one of
only two cases to be

heard by PICAS).

Administration of
the PICAS
straightforward and
communication
was clear.
Questions from the
panel were fair,
relevant and all
sides had plenty of
time to set out their
argument.

Questions the
ability of the
industry to self-
regulate.

GMB Union
[REDACTED s 40].

There has been no
concerted effort to
notify licensees.
Argues that the
PICAS board is
biased towards the
pubcos.

e There has been no

increase in the
awareness of
pubcos since
December 2011.
Concerns, as
highlighted by the
BII in 2009, that
“40% of licensees
struggle with
literacy, so raises
the question of
why more has not
been done.

e Tenants who have

contacted the
GMB, do not have
faith in the BII as
an organisation that
will assist tenants.
Questions whether
the BII investigate
cases correctly or
make attempts to
resolve issues.

e (Can see no
evidence that BII
has attempted to
create PAS.

Government
should address the
lack of balance
between risk and
reward.

In forwarding an
email from
[REDACTED s 40]
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

e Asked how minor

amendments are
covered as
accreditation only
takes place every 3
years.

Enterprise Inns
(Simon Townsend)

Surprised that
supposed SoS
concerns have not
been raised with
Enterprise before.
Has written to
Brian Binley and
Greg Mulholland
relating to their
concerns but has
received nothing
from either.

FLVA (Nigel
Williams)

PIRRS and PICAS
have been created,
but the Governance
Board has not yet
been created: claim
the BBPA are
reluctant to cede
governance.

Development of
version 6 has been
slow, and there are
significant
differences
between the parties
involved.

There are
differences with
the BBPA over
content, and FLVA
believe that version

e Company codes of

practices are
reviewed by
BIIBAS.

e The process of
review are not
sufficiently robust
or challenging
enough.

e Codes of practice
must be accredited
by a governance

Under PASS, a
range of schemes
could be
developed, and
awarded to trade
bodies qualified to

deliver this service.

Various schemes
have been
developed by BII,

BBPA and Pubcos.

Bidders should be

BII are being
exploited by the
BBPA and FLVA
believe that BII are
being put forward
as a quasi-tenants’
representative
body.

Would welcome
contributions from
the IPC in relation
to development of

16



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

6 will require
consultation before
it can be
implemented.

body.

able to outline their
approach to a
governance board,
but only once the
board has specified
the nature, scope
and objective of
PASS.

version 6 of the
code.

There should be a
radical change in
the relationship
between Pubcos
and their tenants.
Consider the way
forward to be:

. Establish an

overarching
governance board,
consisting of
BBPA, ALMR,
FLVA, GMV BII
and SLTA.

. Formation of a

working party
under a governance
board to formulate
codes of practice.

. Governance Board

would be able to
issue PASS.

. Governance board

would then deliver
the final elements
of governance.

Justice for Licensees
(Inez Ward)

e Members are
unaware of PICAS.
e Concerns over the

e Tenants have made
no reference to
being kept

e Unaware of any
progress.

e PAS seems well
supported.

Rent is still too
high, and the RICS
guidance is not

17



Respondent Question 1 Question 2 Question 3 Question 4 Other comments
independence of informed. binding.
PICAS. Tenants also don’t e No sight of version
understand how it 6 of the code.

can help them, and
it’s too difficult to
understand.

e PIRRS and PICAS
are not properly
independent.

BII [REDACTED s 40]

Version 6 of the
code is under
discussion, and
should be
completed in six
months if there are
no substantive
changes.

Would expect a
seat on the
governing body.

e Paper circulated on
27 July 2012 with a
proposal for a full
advice and
mediation service.

e Discussion took
place with the
pubcos and other
groups. BBPA
decided the order
should be:
framework code,
governing body,
pubs advisory
service.

BBPA (Brigid
Simmonds)

Companies had
until 31% March
2012 to implement
version 5 of the
code.

BBPA took
forward work with
parts of the
industry to explore

18



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

more sensitive and

commercial issues
for inclusion in
version 6.

e Version 6 is under
discussion with

ALMR. Version 6
will provide a code

for companies
operating tied
tenancy
agreements in part
one and part two a

code for companies

operating lease
agreements.

e Rent assessment
statements will be

provided to all new

leases and lessees
(based on shadow
profit and loss
account). It must
be prepared by the
pub owning
company in good
faith. Rent
assessments must
be signed off by a
RICS approved
valuer.

e On insurance,

19



Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

companies will be
required to price-
match on any like
for like policies.
Companies will not
be able to apply
royalty changes to
amusement
machines after
version 6 comes
into force, and such
charges will be
phased out from
existing
agreements.
Version 6 requires
prospective lessee
to be provided with
a schedule of
conditions: an
agreed description
of the building.
Need to agree a
new corporate
governance
framework: an
independent chair,
and organisations
that sign up for the
IFC will be
represented on the
board.
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

e Hope to conclude
discussions with
ALMR on version
6 by the end of the
year, with it being
implemented in
2013. Timetable
and procedures will
be established with
all partners under
the new regulatory
governing body.

Spirit (Chris
Welham)

Code of practice
already on website,
included at
application stage to
be a new lessee and
will be included in
our welcome pack.
They brief a new
licensee on all
aspects of the code
of practice, and the
Director of
Operations is the
final stage of the
application process
to vet their
suitability.
Implemented their
own training for

e Trained all
Business
Development
Managers over two
days.

e On disagreements,
Spirit implemented
a formal call-
logging system to
manage any
dispute resolution.

e Hired a
Communications
and Compliance
Manager as part of
their process to
resolve any
disagreements
internally.

e Will update their
ways of working
following the
introduction of the
revised code
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

new licensees on
top of the code
requirement.

(which they have
scheduled for
December 2012).

ALMR (Chris Bish)

In discussions with
BBPA, BII and
FLVA to address
the deficits in the
self-regulatory
code.

PICAS became
fully functioning in
June, and heard its
first cases over the
summer.

It will only deliver
its true benefit
when more is done
to publicise its
existence.
Otherwise its take-
up will remain low.
PICAS will need to
be altered to reflect
version 6 of the
code when it’s
introduced.

A code of practice
will only have real
influence if it’s
incorporated into
any contract.
Pubcos wrote to
lessees in
December 2011 to
inform them that
version 5 could be
used as a collateral
agreement
allowing lessees to
exercise their rights
under it. Pubcos
took different
approaches: some
just notified
lessees, others
wanted a signed
agreement. There
was also confusion
amongst recipients
as to what code
was being
incorporated (the
company code or
the industry code).

e Not aware of PAS
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

e ALMR identified

two substantive
issues. Firstly,
collateral
agreement was not
binding on
successive
landlords. Even
incorporation of
version 5 gave very
limited protection
since it contained
very few specific
commitments and
focussed instead on
company codes.
Secondly, some
commitments were
restricted to Fully
Repairing and
Insuring leases
which led to
disputes as to this
definition.
Discussions with
BBPA have
focussed on
resolving these two
issues.

Version 6 will
include a standard
industry Deed of
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

variation for
existing lessees
who wish to
incorporate the
new code within
their lease.

Main sticking point
is the new
regulatory board.

CAMRA (Jonathan
Mail)

e Little evidence to

suggest PICAS will
deliver the change
required.

The level of
transparency is low
and not much sign
of there being an
increase in the
level of awareness.
PICAS is still
unable to take
action against
Pubcos who take
unreasonable
percentages of pub
profits as the tie.

BBPA and pubcos
have failed on all
commitments they
promised:

. Potential lessees

are not given their
pre-training before
a substantive
discussion about
running the pub
takes place.

. Code does not

require full
justification of the
assumptions and
assessments in
deciding the level
of rent/tie.

. BBPA has not

published a
national company
wholesale price

e Not seen a draft of

version 6 but it will
not address the
balance between
risk and reward
between pubcos
and tenants.
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

list to achieve
greater
transparency.

Stephen Corbett (he
also wrote in as part
of the Fair Pint
Campaign, but this
contribution has been
sent in as an
independent)

BBPA have not
taken forward
reform.

OFT looked like it
pre-conceived
conclusions in its
investigation.
Decision makers
do not have the
power to tackle
problems directly
and the pubcos
hide behind this.
BBPA misled
parliament.

All Party
Parliamentary Save
the Pub Group

e PIRRS and PICAS
are BBPA
sponsored and
therefore not
independent, and
this includes
Rodger Vickers.

e Those who use
PICAS can be
forced to be silent
by the pubcos.

e The code should
have been binding
in December 2011,
but we are now on
version 6.

e The code cannot be
legally binding
unless it’s in the
contract and can
not be binding on
non-BBPA
members.

BIS has failed to
deliver its June
2011 of being the
code on a statutory
basis.

BIS Ministers and
officials performed
a u-turn and
implemented
BBPA’s solution
and not a
Government
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Respondent Question 1 Question 2 Question 3 Question 4 Other comments
e The framework solution.
code has not been o BIS has failed to
agreed by the monitor the sector.
industry. e The solution
o If their solution of should be to allow
allowing licensees licensees between a
to choose between tied lease or rent
tied rent or lease only.
only, they would e Argue that this is
not then need not the abolition of
accreditation the beer tie but
PICAS or PIRRS merely allowing
(but they would tenants to choose
still like and to open the
government to market up to
regulate). competition.
Brighton and Hove e Unaware of any e Not aware of any e Concerned that e Not aware of any e Disappointed at the

Licensees Association
[REDACTED s 40]

promotion of
PICAS, and the
current level of
awareness.

ongoing action
designed to
promote
awareness.

o Think that the
version 6 changes
are largely
cosmetic and do
not address the key
issues of
rebalancing risk
and reward.

neither BII nor
BBPA can apply
sanctions to
pubcos.

progress made by
BII.

e Have concerns
about BII being
judge, jury and
advisory body.

slow rate of
progress.

o Still does not solve
the imbalance
between risk and
reward.

Greg Mulholland MP

e Argues that the

e Believes that BIS
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Respondent

Question 1

Question 2

Question 3

Question 4

Other comments

code has not been
put in place.

The code is not
legally binding.
Doubts that
BBPA’s system of
self-regulation has
been put in place.
States that the code
is “window
dressing.”

have asked the
wrong questions of
the industry.

Is concerned that
BIS is taking
BBPA’s statements
at face-value.
Argues that BIS
should be looking
at the beer-tie and
pubcos
overcharging their
tenants.
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SCOFA

| set out below an approach towards estimating the value of benefits provided to a standard
tenant in return for the tenant being tied to purchase products at a price above the open market.
The analysis excludes any houses let on leases (including all Maine houses), as they have
different repair liabilities and in many cases, different pricing structures. The analogies include
all elements of the tie, ie wine, spirits and minerals as well as beer.

Conversion from wine, spirits and minerals to composite barrels has been carried out on a
margin equivalence, as this will underpin the incentive scheme. Conversion rates are 21.95
Gallons of Wine to 1 Barrel, 20.71 Gallons of Spirits and 469.54 RTDL. The conversion rate will
not affect the free/tied comparison.

| summarise below the elements of the composite barrel comparison:

Category Conversion Converted Volume Free Trade
Own Beer 1:1 [All figures in this 159.2
Foreign Beer 11 column REDACTED — 146.6
Wine 22:1 5.43 (2)] 106.0
Spirits 21:1 243.7
Minerals 470:1 92.3
Composite 154.8 — Say £155

The prime comparison is with a hypothetical Free of Tie lessee, for which there is relatively little
market evidence, ie Wellington Pub Co and commercial property company leases, eg Grosvenor.

1. Rents
a. Tied Rents are lower than Free of Tie Rents
Tied Rents tend to be 9-12% turnover
Free Rents tend to be 12-16% turnover (higher in London)
Tied Rents are 30% below Free Rents
[REDACTED - s.43(2)]

Note: Comparison of Shepherd Neame Free/Tied rents attached




b. Shepherd Neame rents are phased so as to be at a discount to rental value until
the final year of the rent agreement. Current discounts (as shown on attached
schedule) amount to £ [REDACTED -s.43(2)] ie £ [REDACTED -s.43(2)] per
Composite Barrel.

[REDACTED —s.43(2)]

Note: [REDACTED —s.43(2)]

Average “Traditional” Free of Tie Rent in South East is £52,000 per annum
London rents are higher
Source — Fleurets

FRI

Free of Tie leases are typically held on FRI terms, ie with the Lessee bearing the cost of

all repairs, development and building insurance. These costs are borne by Shepherd

Neame for tied tenants.

a. Average cost of building repairs/external redecorations for 2009/2010/2011:

- Cost: £700,000 per annum
- Value: £ [REDACTED -s.43(2)] per Composite Barrel

b. Average maintenance investment for 2009/2010/2011.:

- Cost: £600,000
- Value: £ [REDACTED -s.43(2)] per Composite Barrel

C. Average maintenance/compliance revenue 2009/2010/2011:

- Cost:  £92,000
- Value: £ [REDACTED -s.43(2)] per Composite Barrel

Note: Itis proposed to increase spend in this area

d. Provision of Surveyor’s services
Say 50% establishment cost

- Cost: £165,000
- Value: £ [REDACTED -s.43(2)] per Composite Barrel

e. Insurance cost for sole trader will be 0.252% of building value (Source RSA)
[REDACTED -s.43(2)]
“Premium” £444,020
Add leasehold insurance £41,000
Total cost saved £485,000
[REDACTED -s.43(2)]

Total Property Benefit Ef[REDACTED —s.43(2)] — say £[REDACTED —s.43(2)] per
Composite Barrel



Discount to Standard Free Trade Price List

Weighted Average Discount [REDACTED -s.43(2)] per Composite Barrel

Note:

| have made no allowance for the proposed incentive scheme

Services

Shepherd Neame provide a number of services/discounts, which would not be available
to solus Free of Tie lessees:

a.

Note:

Rating

Standard cost for rate reduction is 20% of saving

Source — Porters. | suspect others are higher

Net reduction in Rateable Value over life of 2005 Rating List is £538,525
Average poundage is £0.44.42

Total saving £1,196,064, ie £239,213 per annum

Fees saved £47,842 per annum

Value £[REDACTED -s.43(2)] per Composite Barrel

Training

Discount to standard cost £805

Annual core training programme every five years

Overall value £249,550 — say £50,000 per annum

Value £[REDACTED -s.43(2)] per Composite Barrel

We are proposing to significantly increase investment in training
Licensing Support

Assume on annual basis

Change in DPS £150 x 70 £10,500

- Variation £1,000x 25 £25,000
- Payment of Fee £50 x 310 £15,500
- Reviews £5,000 x 8 £40,000

£91,000

Value [REDACTED -s.43(2)] per Composite Barrel
Source — Popplestone Allen

Life Insurance

Cost circa £11,000

Value £[REDACTED -s.43(2)] per Composite Barrel

-3



e. Web Site
The web site provides a fully functional web site for all licensees, at no cost. The
cost of establishing a new web site is £5,000 - £8,000 — say £6,000. Assuming
an average “life” of five years, this benefit is worth £1,200 per annum for tenants.
This equates to £[REDACTED -s.43(2)] per Composite Barrel.
Digital Marketing
Value £[REDACTED -s.43(2)] per Composite Barrel
Web to Print
The value of this benefit is difficult to quantify, but — say — £[REDACTED —
s.43(2)] per Composite Barrel.
f. Marketing
Brand support specific to Tied Estate
Promotional activity specific to Tied Estate
Total Value say £150,000
Investment £[REDACTED —s.43(2)] per Composite Barrel
Total Value of Services £[REDACTED —s.43(2)] — say £[REDACTED —s.43(2)]
Purchasing

On basis of £500 per week food trade

Annual saving circa £2,000 per annum, ie circa £600,000 across estate

Purchasing benefits are being significantly increased

We are currently working on:

Dispensing Gases
Utility Suppliers

Boilers
etc, etc

Target value per Composite Barrel £ REDACTED —s.43(2)]

[REDACTED -s.43(2)]

Note:

Intangibles:

Six months notice

Lower entry cost

Business Development Managers

Incentive scheme — can be quantified at year end
Beer evenings, etc

Corporate support

Inventory Loans/Inventory held

Wine Development Manager

Parties/awards/gifts



Note:

Free House comparison

[REDACTED -s.43(2)]
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PUB NUMBERS [REDACTED - 5.43]

BBPA Member Name

Leased\ Tenanted Pubs

Admiral Taverns 1,210

Adnams & Co plc 71 3
Arkell's Brewery Ltd 91 11
Barracuda Group 202
Black Sheep Brewery plc 1
Brakspear Pub Co (JT Davies) 142

Camerons Brewery Limited 61 5
Charles Wells 251

Daniel Batham & Son Ltd 2 g
Daniel Thwaites plc 325 4
Elgood & Sons Ltd 40

Enterprise Inns Limited 6,426

Everards Brewery Ltd 172

Felinfoel Brewery Co Ltd 84

Frederic Robinson Ltd 371 2
Fuller Smith & Turner plc 201 164
George Bateman & Son 68 1
Gray & Sons 50

Hall & Woodhouse Ltd 163 57
Harvey & Sons Ltd 46

Heavitree Brewery plc 80

Heineken (Star Pubs) 1,918

Holden's Brewery Ltd 20

Hook Norton Brewery Co Ltd 46

Hyde's Brewery Ltd 52 15
INTERTAIN 39
JC &R H Palmer Ltd 54

JW Lees & Co (Brewers) 136 31
JD Wetherspoons approx 850

Joseph Holt PLC 24 99
Kurnia Intertrade Ltd 4
Maclay Inns Ltd 26
Marston's 1,660 492
McMullen & Sons 47 88
Mitchells & Butlers 74 1,807
Mitchells of Lancaster 36 14
Punch Taverns 5,080

Route Organisation 6 4
S A Brain & Co 143 118
Shepherd Neame Ltd 320 46
St Austell Brewery Co Ltd 154 25
T&R Theakston Ltd 1

Timothy Taylor & Co 20 g
Titanic Brewery Co Ltd 5
Wadworth & Co 200 42
Weston Castle Ltd 22
Young & Co's Brewery plc 99 152

1,210
74
102
202

142
66
251
11
329
40
6,426
172
84
373
365
69
50
220
46
80
1,918
20
46
67
39
54
167
850
123

26
2,152
135
1,881
50
5,080
10
261
366
179

29
242

22
251
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40] (CCP)
Sent: 13 February 2013 17:18
To: Swinson MPST

Cc: McLynchy Julie (CCP)
Subject: Pub sub supplementary

[REDACTED - 5.40]

As discussed, here's Greg's reply to my questions on the threshold (just
received). [REDACTED - 5.35 (1) (a) or 5.36 (2) (b) (1)]

Of course, what I/we are referring to is all leased/tenanted/franchised pubs. In other
words, any sub letting arrangement. There must be a clear legal definition that covers this
(rather than focusing on tied/FOT).

[REDACTED - .35 (1) (a) or s.36 (2) (b) (1)]

This is very important. In terms of pub ownership figures, this very clearly has to refer to
all pubs owned by a company, not only how many tied pubs they may have. This is the
principle of the Beer Orders and it is notable that a similar situation of market dominance
by very large companies, in a different way, has led to the Government to have to
intervene again to make the market work — which was the principle of the reforms back
then. The point is market share/dominance, not the model of individual pubs and where
some companies operate managed and tenanted/leased houses, then the code must apply
to them, even if they have fewer than 500 pubs. So the (deliberately) confused talk of
‘only legislating for two companies’ is mistaken and missing the point, that in the end
this issue has arisen because the largest companies abused their power and distorted the
tied business model.

[REDACTED - 5.40] Competition Policy | Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1 Victoria
Street, SW1H OET | [REDACTED - 5.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth
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[Note of meeting by BIS officials but not agreed with
IPC or BBPA]

From: [REDACTED - s.40] (CCP)

Sent: 07 January 2013 15:40

To: Parly Unit - Others; Swinson MPST; SPAD CABLE MPST

Cc: McLynchy Julie (CCP); [REDACTED - s.40] (CCP); Normand Caroline (CCP); Cable MPST; [REDACTED
—s.40] (Communications)

Subject: PROTECT: Pubs: BBPA and IPC feedback

All,

Today and Friday we spoke to BBPA and IPC on a confidential basis about
Minister's 'emerging' views. Highlights below:

IPC (Simon Clarke, Secretary of IPC)

- Strongly welcomed the proposals; on a personal level considered it was a
significant step forward.

- The 'tied licensee no worse off than a free of tie licensee' absolutely key;
combined with open market rent reviews (ensured by Adjudicator) should make a
big difference.

- Still thinks a mandatory free-of-tie option should be included as well.

- Some of their members (CAMRA, ALMR) likely to say a significant step forward,;
others e.g. Justice for Licensees / Fair Pint will still say no good without a free of
tie option. Not sure where IPC as a whole will end up; hope it will be constructive
buy can't guarantee.

- Could go below 500 companies if made a distinction between leases and
tenancies (IM: see below; something to explore in consultation).

- Welcomed Adjudicator's powers and felt it should have power to fine.

BBPA (Brigid Simmonds, Chief Exec, and Jonathan Neame, Chair)
(Jonathan Neame is also Chief Exec of Shepherd Neame, a family brewer)

- Very disappointed, words used included appalling political process; disgraceful
treatment of industry by Select Committee and All Party Save the Pubs Group;
no evidence to support this.

[REDACTED - s.41 and s.43]

- V6 of the Framework Code almost ready, could be done much more quickly -
though they admitted they could not achieve the 'tied licensee no worse off than
a free of tie licensee' aspect in it.

- Will try to work with us as much as possible, but very disappointed.

- BBPA press release will major on cost and red tape to industry, the fact that the
beer duty is a much bigger burden and challenging the evidence, including about
free of tie pubs being more likely to close.

| have tweaked the SoS letter to BISCOM very slightly based on these
conversations (notably emphasising the open market rent review and making
clear that we're not hitting family brewers) and to pick up the points in this



morning's meetings made about helping small business - Michael, please
ensure this version gets cleared and used.

| have also attached the Parliamentary briefing currently being provided to MPs
for the debate from both sides (NB: this is what they brought to the meeting; it
doesn't reflect our announcement).

[REDACTED - s.40]

[REDACTED - s.40] Assistant Director, Competition Policy | Department for Business, Innovation and Skills | Victoria 1,
3rd Floor, 1 Victoria Street, SW1H OET | Direct line: +[REDACTED — s.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40] (CCP)

Sent: 27 March 2013 15:34

To: Swinson MPST

Cc: [REDACTED - s.40] (CCP); Normand Caroline (CCP); McLynchy Julie (CCP); Cable MPST
Subject: RE: Pubs - update

[REDACTED - 5.40] ,
Key points to make are:

e BIS Select Committee has said strongly and repeatedly action is needed
in this area to support pubs.

e Action will also be widely welcomed by lobby groups such as CAMRA,
Independent Pub Confederation and Association of Licensed Multiple
Retailers.

Business costs

e Net cost to business very low - £1.86m a year - compared to a £19bn beer
and pub industry.

e This includes direct costs (E900k levy) and indirect compliance costs.

e All costs fall on large companies with over 500 pubs and turnovers of over
£50m a year - no costs for small businesses.

e The RPC has validated our IA, including these costs, as fit for purpose.
We are explicitly asking in the consultation whether there are any wider
impacts that we have not considered - but we cannot determine these
further without consulting.

Only if pressed

e Ifissue of cost to pubcos is raised. Accept it will cost pubcos £100m a
year - but this money will be transferred to other businesses - ordinary
pubs.

[REDACTED - 5.40]| Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1 Victoria Street, SW1H
OET | Direct line: [REDACTED - s.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth

[REDACTED - 5.35.1.b or s.36.2.a.i]
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From: [REDACTED - 5.40] (CCP)

Sent: 22 March 2013 15:07

To: Swinson MPST

Cc: McLynchy Julie (CCP); [REDACTED - s.40] (CCP)
Subject: Pubs: Stakeholder comments

[REDACTED - 5.40] ,

Just a couple of recent stakeholder comments (both of whom called me) to make
the Minister aware of. No action required.

CAMRA

- Very happy with what they understand is the approach that Government is
taking, likely to give us very strong support when we publish. Will be positioning
their statements (and lobbying) that they fully welcome this initiative and calling
on Government to ensure it gets an early bill slot so it can be enacted quickly.

Greene King
- Very unhappy with direction of travel [REDACTED - s.41 and s.43]

[REDACTED - 5.40]

[REDACTED - 5.40] Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1 Victoria Street, SW1H OET |
[REDACTED - 5.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth
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From: [REDACTED - 5.40] (CCP)

Sent: 27 March 2013 16:04

To: SPAD Cable MPST

Cc: Cable MPST; Swinson MPST; McLynchy Julie (CCP); Normand Caroline (CCP); [REDACTED - s.40]
(CCP)

Subject: Supporting Quotes

[REDACTED - 5.40]

[REDACTED - .35 (1) (b) or 536 (2) (a) (1)] , See supporting quotes from 8 Conservative members
who spoke at the 9th January debate on this issue, immediately after SoS had announced
that he was going to consult. No members opposed the Government's decision to consult
(though one, Andrew Griffiths, who lives in Punch Taverns' constituency, was sceptical
but did not outright oppose).

[REDACTED - 5.40]

Sir Peter Bottomley (Worthing West, Con): Without getting into party politics, can we
agree that to compete effectively, people running a pub must be able to buy their supplies
at market price, not a rigged higher price, and they must pay market rents rather than
rigged rents that are higher

Heather Wheeler (South Derbyshire) (Con): I congratulate the right hon. Gentleman
on yesterday’s press releases and the great announcement. We have seen fantastic pubs,
such as the Old Talbot in Hilton, going under because of these difficulties with the tie.

Andrew Bingham (High Peak) (Con): I welcome yesterday’s announcement, but will
the Secretary of State concede that there are other issues where the relationship between
the pubco and the tenant is biased one way? [our consultation addresses these other
things]

Sheryll Murray (South East Cornwall) (Con): The pub industry is exceptionally
important to the British economy, contributing around £21 billion to the UK’s GDP and
supporting about 1 million jobs. I have kept in regular contact with the pub tenants in my
constituency, and it is clear that they have struggled. Some pubs have already closed. Part
of the reason for [her constituent] surrendering his lease was that the Devon and Cornwall
inn was tied to and on lease from one of the national pubcos, which applies to about half
of UK pubs.

I congratulate the Government on yesterday’s announcement about a new statutory code
and an independent adjudicator to investigate disagreements between pubs and their
owners...If Mr Ham were still running his pub, he might have been able to stay in
business and even perhaps make a profit. In this way, the Government may well be able
to save the livelihoods of thousands of people, including constituents of mine, so I would
like to say thank you to the Secretary of State.

Andrew Stephenson (Pendle) (Con): warmly welcome yesterday’s Government
announcement, which will provide great support to those who have campaigned on the
issue and give stability for pubs and tenants. It will be good for growth and the pub trade.
I also welcome the fact that the Government are focusing just on large pub companies
with more than 500 pubs; that is exactly what I argued for in my speech last year.



Mr Mark Spencer (Sherwood) (Con): There are a few things that unite this House,
such as national security, respect for the monarch, the bravery of our armed forces, and
the great British pint...Sadly, though, Nottinghamshire has not been immune from the
pub closures that we have seen across the country, and a number of great local hubs have
disappeared from our villages and communities.

Andrew Griffiths (Burton, Con, Chair of the All Party Beer Group): | agree with the hon.
Gentleman [Toby Perkins, Lab] that 18 pubs closing a week is too many. He will know,
however, that under the previous Labour Government pubs were closing at a rate of 54 a
week—four times as many. Will he apologise for the Labour party having let down pubs
so badly?

Justin Tomlinson (North Swindon) (Con): Although the number of pub closures has
slowed, it is still somewhere in the region of 18 a week, which has to act as a wake-up
call for all of us. The Government’s decision is a credit to organisations such as CAMRA
and the Federation of Small Businesses, and to the countless local residents who have e-
mailed all MPs to raise the issue.

[REDACTED - 5.40] , Competition Policy | Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1
Victoria Street, SW1H OET | Direct line: [REDACTED - s.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40] (CCP)

Sent: 26 March 2013 16:47

To: Swinson MPST

Cc: [REDACTED - s.40] (CCP); McLynchy Julie (CCP)
Subject:

[REDACTED - 5.40] ,

e BIS Select Committee has said strongly and repeatedly action is needed in
this area to support pubs. Action will also be widely welcomed by lobby
groups such as CAMRA, Independent Pub Confederation and Association of
Licensed Multiple Retailers.

e Do recognise potential unintended consequences for big pubcos.
Consultation (Ch. 5) explicitly recognises this and asks for evidence to be
provided as to any such consequences - Ministers here will of course take
that evidence into account when making any final decision.

e RPC has validated IA as fit for purpose.

[REDACTED - 5.40] | Department for Business, Innovation and Skills | Victoria 1, 3rd Floor, 1 Victoria Street, SW1H OET
| [REDACTED - 5.40]

The Department for Business, Innovation & Skills (BIS) is making a difference by supporting sustained
growth and higher skills across the economy.
BIS: Working together for growth
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Briefing document.

The information in scope is reproduced below

Backbench Business Committee Debate on Pub Companies 12

January 2011

Facts and Figures

e Approximately 50,000 Pubs in the UK (as of September 2012)
compared to 70,000 in 1980.

e Approximately 35% of pubs are freehold pubs (i.e. free of tie);
15% are managed and the remaining 50% are tied pubs.

e The largest operator, Enterprise Inns, has around 6000 pubs
(around 12% of the market).

¢ 18 pubs (net rate) per week are closing
e Since December 2008 and June 2011:

o 1916 free-of-tie pubs have closed compared to 1778 tied
pubs (net closure rate)".

e Over 1300 pubs have converted from tied to free-of-tie.

e More than three times as many free-of-tie pubs have
opened than tied pubs.

e Punch and Enterprise, the largest pubcos, are each selling off
400-500 pubs a year.

e Over 1000 breweries now operating in Britain, the largest
number since the 1930s.

" In percentages, this is 9.2% (free-of-tie) to 5.7% (tied). Gross closure rate is even more strongly in favour of
tied pubs, put CAMRA argues that net closure rate is more accurate.



e Between 2004 and 2009, the total volume of beer sales by
small brewers increased by 50 per cent, despite the beer
market as a whole shrinking.

e In 2011, 46% of tied tenants earned less than £15,000 a year.

e In 2012, 7 out of 10 licensees said they would sign up with their
pub company again, up from 6 out of 10 in 2011.

e The Pubs Code and Adjudicator likely to apply to all companies
with a tied estate of more than 500 tied pubs.

Core One-Pagers

What has/hasn’t the self regulatory approach achieved?

Positives
e Version 5 of the Industry Framework Code was made binding in
contracts at Christmas in 2011.

e The FLVA, ALMR, GMV and BBPA are negotiating Version 6 of
the Code, and see opportunities for further improvements.

e PICAS was launched in March 2012, and became operational in
June 2012. It has so far heard three cases (two of which found
against the pub companies), with further cases pending. One of
the successful claimants said:

“The administration of the PICA service was straightforward and
efficiently handled...[The actual hearing]was professionally
undertaken and both parties had enough time to talk through their
points and the questioning from the panel afterwards was
relevant and fair”.

Negatives
e Does not appear to have engendered the required culture change.

¢ Significant numbers of individual publicans are continuing to face
serious hardship and difficulties in operating in this industry.

¢ No co-ordinated communication to tenants about their rights under
the Code.



e Unclear whether the Code goes far enough on rents.

e Some groups such as the IPC say the approach has not
addressed the core issues of risk and reward.

¢ Although a new pubs advisory service has been set up by tenants,
unclear how substantive a service it provides.

« Several bodies of the industry are negotiating over an Industry
Governance Board, but discussions have faltered on two issues:
firstly; whether it should be a pre-requisite to have signed up to the
Code to sit on the Board; secondly; whether issues relating to the
tie should be included in the Code.

Who has Government listened to?

e The Government received 19 responses to its call for evidence,
including from:

o0 The British Beer and Pub Association and individual pubcos.

o Groups representing licensees, including the Independent
Pubs Confederation, the Association of Licensed Multiple
Retailers and the GMB Union.

o Individual licensees, including one of those who had used
PICAS.

o Groups involved in the self-regulatory approach, such as the
British Institute of Innkeeping and the Rodger Vickers of
PICAS.

e The Government has considered the information very carefully in
making its decision.

o Stakeholders will have a further opportunity to input at the
consultation stage.

Only if pressed — ‘Did the Government discuss its response with
anyone before announcing it today’.




e Officials discussed the broad details of its decision with
representatives of the BBPA and the IPC in advance of
announcement.

e This was not to seek agreement — neither party necessarily agrees
with every detail of the announcement.

e But it was to ensure that no key issues had been overlooked by
Government when making its decision.

Background

Net
Net closures
closures
(number) (%)
Time period Free of tie [Tied Free of tie[Tied
Dec 08 - Jun 09 -497| -696] -2.384%| -2.221%
Jun 09 - Dec 09 | 576 |- 320 -2.752% -1.066%
Dec 09 - Dec 10 |- 709 | 518 -3.264% -1.788%
Dec 10 - June 11} 134 | 244 -0.625% -0.862%
Dec 08 - June 11}- 1,916 |- 1,778 -9.2% -5.7%

These figures are taken from a report by CGA Strategy, an independent
consultancy, which was commissioned by CAMRA.

CAMRA advise that ‘net closure’ is the more appropriate statistic to use as
it takes into account ‘churn’ in the large pubcos; if one uses gross closure
figures then proportionately even more free of tie pubs are closing.
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Briefing document
The information in scope is reproduced below

Facts and Figures

e Approximately 50,000 Pubs in the UK (as of
September 2012) compared to 70,000 in 1980.

e Approximately 35% of pubs are freehold pubs
(i.e. free of tie); 15% are managed and the
remaining 50% are tied pubs.

e The largest operator, Enterprise Inns, has around
6000 pubs (around 12% of the market).

e 18 pubs (net rate) per week are closing
e Since December 2008 and June 2011:

e 1916 free-of-tie pubs have closed compared to
1778 tied pubs (net closure rate)".

e Over 1300 pubs have converted from tied to
free-of-tie.

e More than three times as many free-of-tie
pubs have opened than tied pubs.

e Punch and Enterprise, the largest pubcos, are each
selling off 400-500 pubs a year.

" In percentages, this is 9.2% (free-of-tie) to 5.7% (tied). Gross closure rate is even more strongly in favour of
tied pubs, put CAMRA argues that net closure rate is more accurate.



Over 1000 breweries now operating in Britain, the
largest number since the 1930s.

Between 2004 and 2009, the total volume of beer
sales by small brewers increased by 50 per cent,
despite the beer market as a whole shrinking.

In 2011, 46% of tied licensees earned less than
£15,000 a year in contrast to only 22% of free of tie
licensees.

In 2012, 7 out of 10 licensees said they would sign
up with their pub company again, up from 6 out of
10 in 2011.

The Pubs Code and Adjudicator likely to apply to all
companies with a tied estate of more than 500
tied pubs.



Core One-Pagers
Evidence supporting Government’s decision to act
e There is clear evidence of the need to take action in
the pub sector, with four Select Committee
reports since 2004 recommending change.

e |In 2011, 46% of tied tenants earned less than
£15,000 a year.

e The Association of Licensed Multiple Retailers
(ALMR) 2012 Benchmarking Survey found that, for
the first time, rents in the majority of tied estates
were above those in the majority of free of tie
estates.

e We gave the industry the option to self-regulate but
they did not deliver significant change — we have
been left with no choice but to consult on legislating.

e The Government received 19 responses to its call
for evidence from a range of individuals and
organisations, which suggested that individual
publicans are continuing to face serious
hardship and difficulties in operating in this
industry.

“Some progress has been made..., but outstanding
fundamental issues remain to be resolved.”
Association of Licensed Multiple Retailers, Oct 2012

“A legally binding framework is required to protect
lessees and their pubs from the high rents and tied beer
prices charged by the big pub companies.”

CAMRA, campaign letter to MPs, January 2013



What has/hasn’t the self regulatory approach
achieved?

Positives

e Version 5 of the Industry Framework Code was
made binding in contracts at Christmas in 2011.

e The FLVA, ALMR, GMV and BBPA are negotiating
Version 6 of the Code, and see opportunities for
further improvements.

e PICAS was launched in March 2012, and became
operational in June 2012. It has so far heard three
cases (two of which found against the pub
companies), with further cases pending. One of the
successful claimants said:

“The administration of the PICA service was
straightforward and efficiently handled...[The
actual hearing]was professionally undertaken
and both parties had enough time to talk
through their points and the questioning from
the panel afterwards was relevant and fair”.



Negatives

Does not appear to have engendered the required
culture change.

Significant numbers of individual publicans are
continuing to face serious hardship and difficulties in
operating in this industry.

No co-ordinated communication to tenants about
their rights under the Code.

Unclear whether the Code goes far enough on
rents.

Some groups such as the IPC say the approach has
not addressed the core issues of risk and reward.

Although a new pubs advisory service has been set
up by tenants, unclear how substantive a service it
provides.

Several bodies of the industry are negotiating over
an Industry Governance Board, but discussions
have faltered on two issues: firstly; whether it should
be a pre-requisite to have signed up to the Code to
sit on the Board; secondly; whether issues relating
to the tie should be included in the Code.



Summary of Call for Evidence respondents & key
points

e We received 19 responses from our call for
evidence from a range of individuals and
organisations, including those representing:

o Pubcos;

0 Licensees;

o Groups involved in the self-regulatory
approach.

List of respondents
o0 Pubcos
Simon Townsend, Enterprise Inns
Brigid Simmonds, BBPA
Chris Welham, Spirit

0 Licensees & representatives
[REDACTED - s.40] PAS
Simon Clarke, Independent Pub

Confederation
Fair Pint Campaign
[REDACTED —s.40] GMB Union
Nigel Williams, FLVA
Inez Ward, Justice for Licensees
Chris Bish, ALMR
Jonathan Mail, CAMRA
Russell Stone (individual licensee — with
experience of PICAS)

Stephen Corbett (individual licensee)
All Party Parliamentary Save the Pub
Group
Greg Mulholland MP



[REDACTED - s.40] Brighton and Hove

Licensees Association
[REDACTED - s.40]

o Groups involved in the self-regulatory
approach.
Rodger Vickers, PICAS
[REDACTED - s.40], British Institute of
Innkeeping

Key points raised:

e NoO co-ordinated communication to tenants about
their rights under the Code.

e Version 6 of the Code not yet agreed.

e Unclear whether the Code goes far enough on
rents.

e Continued lack of engagement between parties and
a lack of trust and transparency has been a barrier
to cooperation and progress.

¢ In particular discussions have faltered on two
issues: firstly; whether it should be a pre-requisite to
have signed up to the Code to sit on the Board;
secondly; whether issues relating to the tie should
be included in the Code.

e Although a new pubs advisory service has been set
up by tenants, unclear how substantive a service it
provides.



Background to pub closures

Net Net

closures [closures

(number) (%)
Time Free L. g Freeof .4
period of tie tie
Dec 08 - 0 -
Dec 497| -696| -2.384%, . °
Juno9- L | ) :
Dec09 576 B20 | 2722”01 066%
Dec09 - | - 0 -
Dec 10  [709 B1g | ~3-264%01 7g304
Dec 10 - | - 0 -
June 11 134 Paa | 062570 g600s
Dec 08 - | - o o
June11 [1.91641,778 027 S.7%

These figures are taken from a report by CGA
Strategy, an independent consultancy, which was
commissioned by CAMRA.

CAMRA advise that ‘net closure’ is the more appropriate statistic to use as
it takes into account ‘churn’ in the large pubcos; if one uses gross closure
figures then proportionately even more free of tie pubs are closing.

A statement from CAMRA about the most recent figures (year to date to
September 2012):

“The figures show that in the year to Sept 2012 exactly the same number of free
of tie pubs closed on a net basis as leased and tenanted pubs: 536 in each
category. Broadly speaking the BBPA's percentage figures are therefore correct.
From our point of view the bigger picture is that the actual number of leased/
tenanted pubs has fallen by over 3,000 in the last few years whereas the number
of free of tie pubs has remained stable at just above 20,000. These figures give a
better indication as to the relative health of the two sectors.”
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40] (CCP)

Sent: 04 January 2013 10:22

To: Swinson MPST; Cable MPST

Cc: SPAD CABLE MPST; McLynchy Julie (CCP); Kelly Bernadette (MLG CS); Perm

Sec (BIS); Normand Caroline (CCP); [REDACTED - s.40]; Jenkins Chris
(CCP); [REDACTED - s.40] (CCP); [REDACTED - s.40]; Boughen Aileen
(Communications); [REDACTED - s.40] ; Parly Unit - Others

A reminder also that we are having the confidential, official-level
meetings with IPC and BBPA today and Monday, to 'test
emerging thinking' with the principal actor on each side - we'll
feed back the results to Ministers on Monday.

Regards,
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40]
Sent: 18 January 2013 11:09
To: Walch Emily (MPST MIN); Swinson MPST; SPAD CABLE MPST; Cable MPST

Cc: McLynchy Julie (CCP); Normand Caroline (CCP)

Pubco's have worked with SIBA to massively up purchasing from microbreweries,
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Briefing document
The information in scope is reproduced below

From: [REDACTED - s.40] (CCP)
Sent: 22 March 2013 17:17
To: Swinson MPST

Cc: [REDACTED - s.40] (CCP)
Subject: Another pubs tweak

[REDACTED - 5.40] ,

I've had some concern from the IPC that some tenants/consumers may
not fully understand what a free of tie option means and has asked if we
can be really clear.
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Thought you might find this interesting?

This is very interesting and pertinent, with regard to the de minimus
issue

Greg Mulholland MP
MP for Leeds North West

www.gregmulholland.org<http://www.gregmulholland.org>

Begin forwarded message:

From: i T e —t,

<mail@ . . mnagk<mailto:. . T e e Sk P >
Date: 17 January 2013 -2:40:21 GMT

Taw

<greg.mulholland.mp@parliament.uk<mailto:greg.mulholland.mp@parliament.u
k>>

Subject: Pubco/brewery regulation 'My Shout' PMA

Dear Greqg,

Firstly congratulations on helping to bring the Pubco issue to the
attention of the general public.

While I'd agree that the small regional brewers have a better
relationship with their tenants than the pubcos appear to have. As a
tenant of a regional brewer Shepherd Neame for ten years (seven and a
half in this pub) I am concerned that they will be exempt from any
legislation due to their size at around 300 tenanted pubs. Aside from
the very small brewers such as Harvey’s and Palmer’s once they own more
than around a hundred pubs they begin to work on the same principles as
the pubcos.

While they are regional they are also major suppliers to arguably Pubs
biggest arch rival , supermarkets. I can buy bottles of the same beer at
around 60p a bottle cheaper from Tescos and Sainsburys than I can from
the brewery.

Our pub is 100% wet and easily staffed.

Our year end 30 April 2012 our turnover was £283,710 ex VAT our taxable
earnings were for my wife and I £5,586 each. (Of that turnover £11,140
is for AWPs and Pool tables. Which are already charged for see below)

The brewery takes 2/3 of AWP income.
Qur rent is made up thus;

House rent £35,100

Pool table area £520 (that is just to have a pool table. The tables
themselves are rented privately)

Service charge £780

Cooler charge £390
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59 BBPA tie questionnaire — summary
results



For internal BBPA and member use only

BIS request for data to help inform the upcoming consultation on a statutory code of practice for pub
operating companies

Please find below consolidated results of the survey responses received. Responses were received from
20 members owning 16,000 tenanted/leased pubs, the results have been scaled up to reflect all
tenanted/leased pubs in BBPA membership (c.20,000).

Total cost since 2010 of:

Code implementation £ 2,625,149
PIRRS/PICA-Service £ 755,360
Training £ 325,168
Other £ 256,751
Total cost since 2010 £ 3,962,427
Cost per annum of:

Code implementation £ 568,887
PIRRS/PICAS £ 319,529
Training £ 120,920
Other £ 94,292
Total cost p.a. £ 1,103,628
Average rent level change over last year -5% |

Consolidated cost estimates for a statutory code indicate that this would cost the sector in the region of
£2 million for all tied agreements (around £0.9 million for tied leases alone). However, these estimates
are based on a number of unknowns and uncertainties; hence these should be treated with caution at
this stage.

Below are consolidated views from members on the question ‘What do you believe are the key
implications, financial and otherwise, that would arise from having to offer a mandatory free-of-tie
option?’ Please note the majority of these responses relate to a 'worst case’ scenario whereby large
numbers of tenants/lessees take up a free-of-tie option

e (Mandatory FOT option) would effectively foreclose a large part of the market to
smaller/regional suppliers and restrict consumer choice as was the case pre-1990.

e Surviving regional breweries would lose interest in their tenants and brewery businesses
eventually, selling these off.



For internal BBPA and member use only

o Large pub companies would sell large numbers of their pubs leading to a disorderly property
market, some quite quickly.

e Rents for licensees would rise markedly, thereby increasing the licensee’s fixed cost base which
renders their business more vulnerable to trading pattern changes. SCORFA spending by pub
companies would drop/disappear.

e Introduction of ‘free of tie’ could seriously damage relationships held between licensee and pub
company/brewery — and result in a formal rent collection/property condition regime typified in
normal commercial letting. Staffing levels in pub companies would fall by 80% as they would
simply become property companies and rent collectors.

o Volumes of own brewed beers would reduce significantly if free of tie offered for regional
brewers, reducing margins and making them uncompetitive in the free trade, resulting in
withdrawal from the free trade, which would reduce choice and ultimately result in increased
prices from wholesalers and national brewers.

e A mandatory free of tie option would be anti-competitive unless applied to all leased and
tenanted pubs. Two virtually identical pubs in the same village would be subjected to a different
set of rules.

o Transfer of more top end leased pubs back to direct managed model.

¢ The outcome of free of tie would be that the brewer, selling directly to the pub, would be able
to keep the additional margin. The major beneficiary of free of tie would be the international
brewers who would have the greatest ability to offer the lowest prices, therefore damaging
particularly medium size brewing companies (above progressive beer duty levels).

e Some members noted that their tenants had never sought any legal remedy to any dispute;
instead disputes are resolved within the company. The effort and expense of a statutory code
would be creating the supply of an expensive and cumbersome product for which there is
compelling evidence of a complete lack of demand.

e Many of brewery/pub company sites are the only pub in their community. Any further loosening
of a tie in these would potentially damage their viability ,as the increase in cost would not be
offset by the FOT benefits

e Free of tie tenants have been failing at a higher rate than tied tenants - as highlighted in the
Government’s November 2011 report. The logic behind the move to create more is therefore
questionable.

Summary of main views received

The tie is vital to the stability of the UK tenanted and leased pub sector and is fundamental to the
survival of family and regional brewers. Consequences of losing the tie on a large scale are likely to
include:



For internal BBPA and member use only
- Increased pub closures and subsequent impact on employment (both direct and indirect);
- Anegative impact on pub sales and property value;
- Less people entering the sector;
- Less choice of brands in those pubs that remain for the consumer;

- Closure of breweries and/or breweries divesting their pub estates,

Denying small brewers a (currently effective) route to market

In summary, if mandatory FOT is taken up there would be potentially devastating consequences for the
pub sector, employment and UK brewing.

British Beer & Pub Association

14 February 2013
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70 Email about ALMR Benchmarking
Report
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From: Alan Yorke © ey
To: siclarke e -
Subject: RE: PICAS
Date: Mon, 12 Nov 2012 15:30

Attachments: PICAS_Assessment_2.docx (45K), BIIBAS_Enterprise_Inns.docx
(30K), Framework_Code.docx (41K), BII_response.jpg (1675K)

Hi Simon
It was great chatting to you.
Attached are the following documents: -

1. Anarticle written on PICAS in the Word file named PICAS Assessment 2.docx.
The document has been given to the PMA to use but I am sure that they will edit it
down. I wrote this article quite a while ago.

Questioning of the accreditation of Enterprise Inns’ Code of Practice. The Code of
Practice is a shockingly bad document. The response from the BII (attached as BII
response) is cven more alarming and leads to the question is sel f-regulation a
timetable of cvents merely to meet proposed deadlines or should it be based on
matters of principle and quality.

I also did an assessment of the current Framework Code. [ have not yet received a
response from the BBPA. The BII response is included and the FVLA response
stated that it has been forwarded to the drafters of the next version,

I hope that these documents are useful. Please phone me if you require any further
information.

Kind regards

Alan_ Yorke
%’ ks, —
S

Email; "M Ao gt
Tel: . ==
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99 Emails to and from Edward Davey,
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104 Letter to Brandon Lewis, March
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105 Letter to David Cameron, January
2013









106 Letter to Vince Cable, January2013









107 Emails to Vince Cable and George
Osborne, April 2013












108 Letter to David Cameron, February
2013












109 Letter to Vince Cable, October 2010
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115 Open letter from Justice for
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Page 2 of 2

| employ 22 staff and | am finding business very hard and need help.
Looking Forward to your reply.

I

This email was received from the INTERNET.

Communications via the GSi may be automatically logged, monitored and/or recorded for
legal purposes.

file://CAWINNT\Profiles\drawlim\LOCALS~1\Temp\TRIM\TEMP\CONTEXT.2728\...
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125 Web form submission to Nick
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Regards

This email was received from the INTERNET.

Communications via the GSi ma
legal purposes.

y be automatically logged, monitored and/or recorded for
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rage £ 0I 2

Dear sir.

We are a lease hold pub and we are tied to punch taverns PLC.
We have had our pub for 11 years now.

IF you need evidence of how these pubco,s are destroying my industry then please come
and look at our books.

we have nothing to hide. we exist by putting our own money in to pay bills.

We always were led to believe that anti competitive activities and monopolies were illegal
in this country.

Yet we see pubco's monopolizing the pub trade for so long now with successive
governments promising to act but nothing is ever done.

How can they take so much and still owe billions?

Now we have Toby Perkins MP, Labour’s Shadow Pubs Minister,bleating about what

he will do, How many years did Labour have the opportunity to do something? and
his predecessor did less than nothing.

Our offer is open to you and thank you IF you urgent intentions are genuine.

Regards|{

This email was received from the INTERNET.

Communications via the GSi may be automatically logged, monitored and/or recorded for

01/07/2013
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but i am sure it will help others in the years to come.

Thanks very much.

!

This email was received from the INTERNET.

Communications via the GSi may be automatically logge

01/07/2013

e — -

d, monitored and/ar recorded for legal purposes.



134 Email to Vince Cable, January 2013









135 Email to Jo Swinson, February
2013






136 Email to Vince Cable of one sent to
Greg Mulholland, January 2013
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