BC Liquor Retail Prices ~ Comparison 2015-17

This analysis relates to the fact that the BC Government introduced a new liquor pricing
model for the province on April 1, 2015. At the time of introduction, the BC Government
indicated that the new pricing model was designed to keep prices “the same”. However,
anecdotal evidence from the industry indicates that prices have risen in the following 2
years. The analysis reviews the changes in retail liquor pricing in British Columbia
between March 2015 and the present. What effect did the new pricing model have on
end consumer prices during the intervening time?

Analysis

The ability to analyze the changes related to the new pricing model is restricted by the
data that was available relating to pricing during 2015 and 2017. The methodology of
the analysis and its limitations are outlined in the Appendix below.

1. Background on Changes

* Asof April 1, 2015, the new liquor pricing model was adopted by the
government and implemented by the Liquor Distribution Branch (LDB).

* Inthe fiscal year that ended in March 2015, the LDB generated $2877.9 million in
sales and contributed $935.2 million in liquor revenue for the BC Government.

* Inthe fiscal year that ended in March 2016 (the first year following the
introduction of the new pricing model), the LDB generated $3157 million in sales
(9.7% increase over the previous year) and contributed $1031.3 million in liquor
revenue to the BC Government (10.2% increase over the previous year). Both of
these increases were considerably larger than the increases of prior years. They
also more than doubled the increase in volume sales for the year, which was
only 4.7%.

* Inthe fiscal year ending in March 2017 (the second year following the
introduction of the new pricing model), the LDB is projected to generate $3309.9
million in sales (4.8% increase) and contribute $1050.3 million in liquor revenue
to the BC Government (1.8% increase).

* Future sales increases are projected at only 1.4% annually and future
contributions of liquor revenue to government are projected as increases either
below 1% or as being negative.

2. Retail Price Comparisons
Overall, a retail price comparison was performed on 156 randomly selected products

from the BC Liquor Stores catalogue. 2 products had price reductions. 1 product’s price
was unchanged. 153 products had price increases ranging from less than 1% up to 64%.



The analysis generated the following results for each broad liquor product category.
Beer

* Price changes ranging from +0.6% to +34%.

* Many increases in the 10-15% range.

* Average of individual price increases: 13.3%.

* Priceincrease of total basket of products selected: 11.2%.

* One price decrease of -9.4%. One product stayed the same price. 49 price
increases up to +44.6%.

* Wide variation in amount of increases.

* Average of individual price increases: 11.6%.

* Price increase of total basket of products selected: 12.5%.

Spirits

* One price decrease of -24.4%. 37 price increases up to +64.5%.

* Wide variation in amount of increases.

* Average of individual price increases: 10.7%.

* Price increase of total basket of products selected: 40.7%.

* Note that a single product that was randomly selected in this group had an
extremely high 2015 price (over $6000) and an even higher 2017 price ($9500).
This disproportionately skewed the ‘total basket’ increase above.

Refreshment (Coolers/Cider)

* Average of individual price increases: 10.1%.
* Priceincrease of total basket of products selected: 9.9%.

3. Conclusion

The analysis shows overall retail price increases of approximately 11% during the time
frames investigated. The highest increase of 13.3% appears in the beer category. The
lowest was in the refreshment category of 10.1%. Price increases were more consistent
within the beer category than in the other categories.

While it is not possible to definitively conclude that the price increases were a direct
result of the new liquor pricing model due to the limitations of the methodology
discussed below, the analysis suggests that end consumer prices have increased in all



categories since the model was introduced.

In addition, it appears likely that the new pricing model caused end consumer price
increases across the liquor sector due to the following factors:

* The retail price increases shown by the analysis align with an increase in liquor
revenue to government of about 12% during the same period. It seems unlikely
that the timing of this is coincidental as a strategy to increase retail prices and
margins would also result in an increase in BCLS profit (i.e. the new pricing model
was designed to create greater liquor revenue for government).

* Inthe year that the new model was introduced, the increase in total dollar value
of liquor sales in BC (9.7%) was more than double the increase in the volume of
liquor that was sold (4.7%). This factor also suggests that prices went up as a
result of the pricing model.

* Anecdotal evidence from suppliers indicates that the BCLS has sought to reduce
supplier prices since the introduction of the new pricing model.

* The LDB’s projected financial outiook, as contained in its most recent service
plan for 2017/18 to 2019/20, shows much lower projected total sales increases
for future years and almost no increase in the contribution to government
revenue from liquor sales. This would lend weight to the supposition that the
price increases were unique to the introduction of the new liquor pricing model



Appendix A

1. Methodology

The analysis proceeded on the following basis:

End consumer retail pricing for 2015 was determined from a database of liquor
products that were for sale in BC as of March 1, 2015. This was the month
immediately preceding the introduction of the new pricing model. The database
includes both post-tax and pre-tax retail prices for each product.

End consumer retail pricing for 2017 was determined by obtaining the regular
pre-tax retail price for a product as listed on the BC Liquor Stores (BCLS) web
site.

In order to eliminate the possibility of selection bias, 156 randomly selected
products were identified from the products listed on the BCLS web site by using
a third party random number generator.

In order to represent each liquor category fairly, the randomly selected
products were generated by category (51 wine, 52 beer, 38 spirits, and 15
refreshment). The representative number of products in each category was
determined by mirroring the general percentage of dollar value sales for each
category as compared to total provincial liquor sales (the refreshment category
was increased due to the small sample size).

Once the products had been identified, the pre-tax 2015 retail price was
compared to the current pre-tax 2017 retail price for each product. If a product
that had been selected was not for sale in both 2015 and 2017, a substitute
product was selected by using the next numerical reference to the randomly
selected number (i.e. if product 1124 was randomly selected, we moved to
product 1125). The difference in price, if any, was noted as both a dollar value
difference and a percentage difference as compared to the 2015 price.
Following the accumulation of data for all products, the average percentage
price change for each category was calculated.

2. Limitations

The methodology has the following limitations:

The price comparison only applies to end consumer retail pricing in BC Liquor
Stores. It does not consider price changes in private sector retail stores.

It seems likely that some private sector retail stores may have increased prices
much more than BCLS stores because some of those stores (the private wine
stores) had their retail profit margins cut in half under the new pricing model.
The methodology does not seek to identify what caused any pricing changes for
a particular product. Some products may have increased in price due to external



factors other than a change in the pricing policies at either the wholesale or
retail level (e.g. currency fluctuations or supplier price increases rather than the
changes made by the new pricing model).

The methodology relies on the accuracy of the pricing data that was collected.
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BC Liquor Distribution Branch

As in prior years, the majority of LDB sales were from the beer and wine categories. The sales mix
has shifted slightly in 2015/16 as the sales percentage from spirits and beer decreased and the sales
percentage from wines and refreshment beverages increased.

Refreshment beverages had the largest increase as a percentage of the LDB overall product mix.
This has been the trend as consumers move towards wines and refreshment beverages.

Consistent with 2014/15, the refreshment beverage category had the strongest percentage growth,
increasing by 18.7 per cent or $28.4 million. This was followed by increases of: wine by 11.1 per
cent or $107.7 million; spirits by 8.4 per cent or $60.7 million; and beer by 8.0 per cent or $82.3
million.

Table 3: Sales by Major Category in Litres (000s)

Change vs Previous
Year
(2015/16 vs. 2014/15)
2015/16 2014/15 2013114 2012113 201112 Litre %

Spirits 25,810 24,602 24,161 24,188 24,181 1,208 49
Wine 73,805 69,302 65,803 63,408 61,671 4,503 6.5
Refreshment 40,300 35,245 31,476 27,551 26,028 5,055 14.3
Beer 292,574 283,857 272,643 270,524 272,825 8,717 3.1
Other 156 148 138 120 131 8 5.4
Total Sales 432,645 413,154 394,221 385,791 384,836 19,491 4.7

Historically, the beer category has the highest volume of sales followed by wines, refreshment
beverages and spirits. These trends were consistent in 2015/16; however, the product mix did shift
as the litre percentage of beer decreased 1.1 per cent with offsetting increases in wine and
refreshment beverages.

In terms of volume, there was an overall increase of 4.7 per cent compared to the previous year. The
refreshment beverage category had the largest volume increase at 14.3 per cent, followed by wine at
6.5 per cent, spirits at 4.9 per cent and beer at 3.1 per cent when compared to last year.

Customer Sales

Over the past year there has been a focus on improving the customer experience in BCLS through
increased hours of operation, the addition of refrigeration and changing product mixes. As a result,
retail customers have contributed a higher percentage to overall LDB sales than in prior years. In
2015/16, BCLS retail customers contributed 43.7 per cent of the total LDB sales, an increase from
41.7 in the prior year.
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BC Liquor Distribution Branch

Financial Plan

Summary Financial Outlook

2016/17 2017/18 2018/19
($m) 2015/16 Actual T Budget Budget 2019/20 Budget
Sales 3,157.0 3,309.9 3,357.6 3,404.5 3,452.3
Less: Cost of Sales 1,809.5 1,913.5 1,944.2 1,973.8 2,003.9
Gross Margin 1,347.5 1,396.4 14134 1,430.7 1,448.4
Operating Expenses - 187.8 198.1 203.7 207.5 210.3
Employment ' ' ' ‘ '
Operating Expenses - Rent 443 479 50.3 52.8 55.5
Operating Expenses -
Administration 93.9 107.6 114.9 119.6 142.0
Total Operating Expenses 326.0 353.6 368.9 379.9 407.8
Other Income 9.8 75 9.1 9.0 9.0
Net Income 1,031.3 1,050.3 1,053.6 1,059.8 1,049.6
Debt 0 0 0 0 0
Retained Earnings 0 0 0 0 0
Capital Expenditures 2.1 203 81.8 287 27.1

Key Forecast Assumptions

With the many significant changes that have impacted the liquor landscape in the province—including
the implementation of the new wholesale pricing model, the separation of Retail and Wholesale
divisions by which BC Liquor Stores became a customer of LDB Wholesale, expanded operating
hours and the introduction of refrigerated products at BC Liquor Stores and grocery stores to the
liquor marketplace—the LDB continues to closely review and monitor the impacts of these changes

on the LDB’s financial and business operations.

The LDB'’s forecast has included the following assumptions:
e Market share and product mix remains stable for all future years.

2017/18 — 2019/20 Service Plan
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