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The FOOD, DRINK & GROCERY

ASSOCIATION — BEER COALITION
represents more than 80% of the total Hong
Kong beer market.

*Information provided are general observation of how the beer market operates.
It is not intended to be a comprehensive analysis of all the commercial activities
of all the members of the coalition.



Understanding BEER

The BEER COALITION welcomes the
Government’s decision to reduce the
duty rate down from 40% to 20%.

Though the recent lobby was for the duty
rate to come down to 10%, the BEER
COALITION believes that this is a good
step forward.

This document aims to give the
stakeholders a better understanding of

the BEER COALITION’s actions in
response to the duty rate reduction.




How does the 40% down to
20% duty rate reduction
translates into actual dollar
(HK$) terms?




Based on the 2006 figures provided by the HONG
KONG CUSTOMS & EXCISE DEPARTMENT, beer
companies paid an average of HK$0.57 per

330ml (small) bottle of beer.

In short, the duty rate reduction
translates to an actual average

savings of HK$0.29 per 330ml
(small) bottle of beer.




the MATH behind BEER INDUSTRY DUTY RATE

IS passed at every level of the
network from Importer to
Wholesalers to Retailers and
then to consumers.
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the COMPLICATED nature of BEER BUSINESS

MANUFACTURERS

~IMPORTER

WHOLE-
SALERS

"“100 wholesalers

SUB-
WHOLESALERS

"'1,200 sub-wholesalers

RETAILERS

"“20,000 retailers

v

CONSUMERS CONSUMERS CONSUMERS

Beer products go through a
very complicated and multi-
tiered structure before they
reach the consumers.

Manufacturers overseas
decide the price they want to
sell to the importers.

Local importers shoulder the
duty and deal with the forex
and shipping of the products
to Hong Kong.

At each tier, companies be it
traders, restaurants,
karaokes, bars, provision
stores, or supermarkets
manage their own costs &
margins that ultimately set
their own PRICE to the
consumers.



Did the BEER COALITION give
back the HK$0.29 to the
community?




Each member of the BEER COALITION

has implemented initiatives that
endeavors to maximize the benefit of

the end-consumers.




What has the BEER COALITION
done In response to the duty
rate reduction?
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The CHALLENGE

With the very complicated and multi-tiered
nature of beer business, how does one
endeavors to ensure that the consumers
iIndeed will benefit from the HK$0.29 duty
savings?

Because companies at each tier manages
their own pricing and have their own unigue
way of doing business, there is very little
control on making sure that the savings get
passed on to the consumers.

In response to this challenge, the BEER
COALITION has utilized a three-pronged
approach.
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To ensure that the CONSUMERS will benefit
the most, the BEER COALITION has utilized
a three-prong approach:

e \We have reduced our prices by
Issuing a new price list to the TRADE
effective April 1.

e \We have provided more favorable
and frequent price discounts to
CONSUMERS.

e \We have provided more and bigger
reward promotions to CONSUMERS.
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Published Price Lists effective April 1 2007 to the
Trade After Duty Reduction

$0.10 — $0. 20/unit in Permanent Reductions



Can you give examples of
how consumers benefit from
the duty rate reduction?
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Pre-2/28

12 cans
@%$69.90
$5.82 each

Post-2/28 (regular) B |
12 cans POSt_2/28 (SpeC|a|)

@%67.90 14 cans for 12
$5.65 each @%$68.90

$4.92 each




Brands Have Actively Created Consumer Value

Price Reductions

(per unit)
Post-2/28 Post-2/28
Brand Pre-2/28 (Reqular) (Special) Comments
Blue Girl
640ml $14.40 $13.95 $13.10
Savings: $0.45 $1.30
San Miguel Buy 12 cans @$59.90
12 Cans $5.48 $5.23 $4.22 get 500ml Can Free
Savings: $0.25 $1.26
Heineken $7.31  $6.98 $6.56 12 cans @$78.80
Cans ' ' ' '
Savings: $0.33 $0.75
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*more examples can be provided if needed.



Are not the promotions in
supermarket and
convenience store chains
Initiated and funded by
themselves?
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The BEER companies play a
significant role In initiating and
funding the promotions to ensure
that consumers benefit directly.
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Based on a 3"9-party independent
research*, the average price for a 330ml
(small) bottle of beer has already come
down by HK$0.20 after the members
reduced their prices in April 1.

< According to industry figures, since the duty on beer has
been lowered, consumers on average have been
enjoying savings from price cuts and rewards value of
HK$0.29.

< On some occasions, consumers enjoy benefits of value
above HK$0.29.

« Looking forward, members of the coalition will endeavor
to continue their efforts in passing on benefits brought by
the tax cut.

*Research surveyed more than 1,800 retail outlets including supermarkets, convenience stores, restaurants 19
and bars; and monitored more than 70 beer brands.




THANK YOU!
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