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Disclaimer of Liability

The material provided in this Presentation is for informational purposes only and is not, and may 
not be relied on in any manner as, legal, tax or investment advice. The information contained 
herein remains subject to further updates, revision and amendment without notice. Although 
AviaSolutions Ltd (“Avia”) believes the information in this Presentation is accurate as of its date, 
nothing contained in this Presentation is, or shall be relied upon as, a promise or representation, 
whether as to the past or the future. The opinions expressed herein are those of Avia and should 
not be taken as an offer to sell or a solicitation of an offer to buy securities. 

Any projections, market outlooks or estimates in this Presentation are forward-looking statements 
and are based upon certain assumptions and should not be construed to be indicative of the 
actual events which will occur. The transaction analyses provided are based on hypotheticals and 
certain assumptions which can change. Any financial projections that appear in this Presentation 
are estimated revenues, expenses, and cash flow, which are based on research and the assumptions 
discussed throughout this Presentation. They represent the best of Avia’s knowledge and belief. 
There can be no guarantee that these results will be realized.

As required by Circular 230: Any tax statements contained herein were not intended or written to 
be used, and cannot be used for the purpose of avoiding U.S., federal, state, or local tax penalties. 
This Presentation and its enclosures do not constitute an offer of any type. Although every effort 
has been made to ensure that the contents of this document and its enclosures are correct, no 
warranty, express or implied, is made to the accuracy or completeness of the information and views 
expressed herein. You should consult with your own advisors concerning legal, accounting, tax and 
regulatory matters and shall be responsible for making an independent investigation and appraisal 
of the risks, benefits and suitability of the transactions contemplated by this Presentation, and 
AviaSolutions shall have no responsibility or liability with respect thereto.
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Copyright © 2021 AviaSolutions Ltd. All rights reserved.
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HOW IS UK AIRPORT RETAIL CHANGING?

In September 2020, the UK Government announced that from 
1st January 2021 (post-Brexit), British passengers travelling to 
EU countries will be able to take advantage of duty-free 
shopping, meaning that passengers will be able to buy duty-
free alcohol and tobacco products in UK airports, ports, 
international train stations and on-board ships, trains and 
planes.

The amount of goods that passengers can bring back with 
them from non-EU Countries will also be significantly increased 
and extended to EU countries.

However, at the same time, the UK Government is also ending 
tax-free sales in airports of goods such as electronics, beauty 
and clothing for passengers travelling to non-EU countries, 
though we understand that this does not apply to alcohol and 
tobacco products.

WHAT IS THE EXPECTED IMPACT?

57% of passengers will now benefit on alcohol and tobacco 
purchases, which exclude excise duty and VAT from 1st January 
2021 (based on 2019 CAA UK airport traffic statistics).

This is almost a return to the UK airport retail environment that 
existed prior to the abolition of intra-EU duty-free in June 1999, 
when airport duty-free shops had a single ‘value’ proposition 
which only excluded domestic passengers.

One key difference is that VAT will be now payable on ALL sales 
(excl. alcohol and tobacco products) regardless of destination.

We expect this to result in a comprehensive change in the range 
and pricing in airport duty-free shops across the UK.

Overall, we expect UK airport gross margin at duty-free shops to 
increase by 10%-15% (c. £50m - £100m) which would be shared 
by the duty-free operator and airport.
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HOW ARE DIFFERENT MARKETS AFFECTED BY THE CHANGES?

The impact from 1st January 2021 will vary by market type (based on 2019 CAA UK airport traffic statistics)

DOMESTIC Passengers – 45m / 15% of total UK Airport Traffic

NEUTRAL IMPACT

Goods purchased at UK airports will continue to remain subject to excise duty and VAT.

EU Passengers – 171m / 57% of total UK Airport Traffic

POSITIVE / NEUTRAL IMPACT

Alcohol & tobacco products purchased at UK airports will no longer be subject to excise duty and VAT. 
Other products (e.g. electronics, beauty & clothing) will continue to be subject to VAT.

NON-EU Passengers – 85m / 28% of total UK Airport Traffic

NEGATIVE IMPACT

Goods purchased at UK airports which were not previously subject to VAT, will now have VAT included in the sale price (excl. 
alcohol & tobacco products). Non-EU pax can continue to buy alcohol and tobacco products without excise duty.
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EU Pax (57% of UK Airport traffic, 2019) will be more likely to buy alcohol & tobacco products at UK airports due to the potential 
price discount versus the High Street and other EU airports, as these will no longer be subject to excise duty or VAT from 1st Jan 2021.

Duty-free retailers and the airport should both benefit from increased sales per passenger and higher margin on these sales.

Airport sales of tax-free products to EU Pax should be largely unaffected as these are currently subject to VAT, and therefore pricing 
and margin should be unaffected.

Non-EU Pax (28% of UK Airport traffic, 2019) will continue to benefit from significant price discounts versus the High Street for 
alcohol & tobacco products, therefore pricing and margin should be unaffected.

However, airport sales of tax-free products to Non-EU Pax will be affected by the introduction of VAT on sales of electronics, beauty 
products and clothing. This is likely to result in a combination of higher prices and reduced sales, and lower margin on those sales.

Historic Context: In some respects the changes to airport retail from 1st January 2021 will wind back the significant losses experienced by UK 
airports following the abolition of intra-EU duty & tax free in 1999, but notably the changes will remove tax-free sales for Non-EU passengers.

In 1999, BAA plc operated six of the largest UK airports (LHR, LGW, STN, EDI, GLA & ABZ) and also owned and managed the airport duty free 
shops (World Duty Free) and experienced significant YoY reduction in profits – leading to a profit warning and 17% share price decline.

The situation was compounded in May 2004 when a further 10 countries acceded to the EU, further reducing the scale of duty & tax free sales 
from UK airports. 5
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MAXIMIZING THE POTENTIAL OF A REVISED AIRPORT RETAIL OFFER

• The changes from the passenger perspective, both positive and negative, give UK airports and the duty-free operator the 
opportunity to simplify and improve the strength of the airport’s ‘value’ proposition.

• ALL passengers (excl. domestic) will be eligible to make duty free alcohol & tobacco purchases at a significant price discount to
the equivalent High Street price. This will improve spend per passenger on products generating a much higher gross margin.

• Whilst the tax-free allowance is being removed, this nevertheless gives airports and retailers the opportunity to consolidate 
merchandising and communication around a single ‘value’ proposition. Historically the ‘tax-free’ and ‘tax-free equivalent’ price
(for Non-EU and EU passengers) was confusing and reduced the legitimacy of the price benefit available at UK airports.

• Pricing, communications and promotion will be key to delivering the potential improvement in spend per passenger from 1st

January 2021, which we understand both parties have been working towards (although Covid-19 will have undermined the 
impact of the changes due to the huge reductions in passenger traffic).

• If successful, the duty-free operator and the airport should realise financial improvements from the new legislation vs pre-
Brexit trading (all other things be equal, particularly the pandemic).

• The key change will be the potential for the duty-free operator to improve the gross margin (GM), the benefits of which should 
be shared between the retailer and the airport.
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WHAT IS THE LIKELY NET OUTCOME FOR UK AIRPORTS?

• AviaSolutions has estimated the size of the market for EU and 
Non-EU sales and spend per head by category at UK airports in 
2019; alcohol, tobacco, beauty, food and tax-free products.

• The response to the changes and how these are communicated by 
the airport and retailer will determine whether the impact versus 
2019 performance is positive or negative (ignoring the volume 
impact of Covid-19).

• We have based our impact estimates on the assumed spend per 
departing passenger at duty-free shops across UK airports in 2019 
and the post-Brexit changes in both the spend per head and the 
gross margin % (net sales less cost of sales / net sales).

• In aggregate, we estimate a net gain in gross margin in the order 
of £50m - £100m (10%-15%).

• Please contact AviaSolutions for more details on the 
assumptions, background and impact of the changes in 
legislation.
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