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UK Food & Drink

The UK food and drink industry is one of the country’s largest
sectors, spanning agriculture, manufacturing, processing, retail,
hospitality, and exports. It is mature but highly competitive, with
strong private label dominance driven by major supermarkets.

At present, the sector remains economically critical but structurally pressured.
Cost inflation, labour shortages, regulatory burden, and cautious consumers are
now permanent features, not cyclical. Whilst challenges and threats remain at
large, ultimately growth and recovery will likely come from value creation, not
volume expansion.
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1- Prevailing Trends

Value Edge
Cost of living pressures has increased and accelerated price sensitivity leading to a
boost in own label, discount retailers and promotions.

Premium Home
A trade off on eating out but still in pursuit of premium experiences via affordable
indulgence at home.

Convenience & Online
Major growth in ready meals and convenience foods, meal Kits, food to go, and
online grocery, although growth has stabilised in recent years.

Sustainability
An ever increasing focus on recyclable packaging, reduction in waste, ethical
sourcing and carbon footprint transparency.

Health & Wellness

Rising and emerging demand for low salt, low sugar, high-protein and efficient
food and drink-based products, in addition to a steady rise in plant-based
products.
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2 - Challenges & Threats

1. Consumer Demand Risk

Value products remain dominant and discretionary spend is fragile

leading to reducing volumes and the proportion of premium
f@

purchases. Consequently, this leads to volume stagnation and failed
premium strategies.

2. Retail Power & Competition Risk

Supermarkets push harder on pricing, terms and own-label products.
Discounters intensify price competition thus narrowing margins.
Likewise, rationalisation of ranges will reduce space for smaller brands.
Ultimately, all this reduces negotiating power and potential delisting
for suppliers.

A~ 3. Supply Chain & Climate Risk

‘\@J Recent extreme weather is impacting crop yields and raw material
availability. Additionally, Global Geopolitical disruption is impacting

both imports and exports (e.g. cocoa, coffee, grains). There is a greater

reliance on fewer, safe or sound suppliers and this raises concentration

risk. The outcome of this is input price spikes and commodity volatility

in both quantity and rate.

@ 4. Cost Base Risk
Labour costs in the UK in terms of wages, NI contributions and skills

W shortages remain elevated particularly in food manufacturing and
hospitality. Additionally, packaging, compliance and sustainability
costs remain high even as energy costs are easing. There is limited
scope to absorb these additional costs and even more difficulty to
pass on costs due to value led consumers. The potential from this is
margin compression, especially for SMEs and branded manufacturers.

5. Regulatory & Policy Risk

High in Fat, Sugar and Salt focus and restrictions continue to limit
promotions, advertising and range. Environmental regulation in terms
of waste, reporting, packaging and recycling adds complexity and
cost. Moreover, policy uncertainty discourages long-term investment.
From this there is a heightened risk of higher compliance costs and
diminished commercial flexibility.
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3 - Central Credit Risks

Margin Compression & Cash Generation
Input costs remain elevated while pricing power is limited.
Value led consumers restrict the ability to pass through costs.

Credit impact .
— Weaker EBITDA, lower free cash flow, reduced debt service headroom. €«

Volume & Revenue Stability
Persistent downtrading and own-label substitution pressure branded volumes.
Hospitality exposure remains volatile.

Credit impact A
— Revenue volatility and higher risk of covenant breach. €«

Customer Concentration in retail

High dependence on a small number of large supermarkets.

Product De-listing, range rationalisation, or margin resets can occur quickly.
Extended payment terms and deductions will strain working capital.

Credit impact {
— Cash flow timing risk and sudden revenue loss. L

Working Capital Stress

Inventory build-ups due to slower selling through.
Rising receivable days from large customers.

Raw material price swings increase funding needs.

Credit impact {
— Increased reliance on short-term debt and revolving credit usage. €
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3 - Central Credit Risks

Leverage & Refinancing Risk

Higher interest rates keep debt servicing costs elevated.
2026/27 maturities face tighter lending conditions.
EBITDA pressure inflates leverage ratios mechanically.

Credit impact {
— Refinancing risk and reduced financial flexibility. €

Regulatory & Compliance Exposure

Reformulation and adjustment costs due to HFSS (High in Fat, Sugar, or Salt) and
promotional restrictions affect profitability.

Packaging and sustainability compliance raise both CAPEX and OPEX.

Risk of penalties or forced rework.

Credit impact {
— Unexpected cash outflows and CAPEX pressure. €

Supply Chain & Commodity Volatility
Exposure to climate afflicted inputs (cocoa, coffee, dairy, grains).
Limited ability to hedge or pass through sudden increases.

Credit impact {
— Margin shock and short-term liquidity pressures. €

Management Execution Risk
Overinvestment in innovation, automation, or ESG without near term returns.
Poor pricing or cost-control decisions.

Credit impact {
— Cash burn and delayed recovery. €
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Christmas 2025 Trading update

e Supermarket sales were at a bright spot, hitting a record £13.8 billion in the 4
weeks to 28th December 2025 and growing 3.8% year on year. Discounters like
Lidl and Aldi saw strong turnover and footfall gains.

e UK Christmas grocery sales grew 2.5% year on year to about £19.6 billion in
December 2025, according to Nielsen IQ despite a slight drop in unit sales,
suggesting consumers bought fewer items but spent more per item.

e Supermarket giants delivered resilient results with Tesco reporting a solid
Christmas, seeing like for like growth and strong online sales, boosting profit
outlook.

e Morrisons posted improved festive sales and steady full year growth. Others
like M&S also saw positive food sales but more mixed broader categories.

e Much of the value growth came from promotions and discounts, with

supermarkets upping promotional activity and driving Christmas food
purchases.

Highest Risk Profiles

Highly leveraged branded manufacturers. ,/\
Foodservice dependent suppliers. ‘
SMEs with narrow customer bases. A

Businesses facing near term refinancing.

<

Early Warning Indicator Combinations

e Rising Revolving Credit Facility utilisation + Inventory build-up.
e Flat revenue + margin decline.

e Covenant headroom erosion + refinancing within 24 months.
o CAPEX deferral + Operational KPIs worsening.
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5 - Opportunities

Manufacturers are refocusing on expanding UK market share amid
uncertain export landscapes so domestic sales growth becomes priority
and a good prospect.

Opportunities to boost exports outside the EU through innovation and
to capitalise on unique British products such as speciality foods, spirits,
dairy, cheese, chocolate supported by trade initiatives.

Sustainability initiatives through Environmental, Social & Governance
(ESQ) strategies that help differentiate brands and meet evolving
consumer values whilst attracting investment both domestic and
overseas.

Large measures of investment in technology supporting continued
digital transformation and advanced analytics from Al driven forecasting
to robotics and automation in production and packing, which can
improve resilience, supply-chain efficiency, and competitive positioning
of the space.

Consumers are actively trading quantity for quality, prioritising foods
that support weight management, gut health, mental wellbeing, and
longevity. Significant upside potential.

Convenience, On the Go & Meal Solutions has substantial capacity for
growth as Hybrid working and households with poor time management
are reshaping food consumption.

The strongest opportunities sit at the intersection of health, sustainability,
home premium and efficiency. The winners will be the ones who innovate
while controlling costs, leveraging data and adapting quickly to shifting
consumer priorities.
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- Executive Level

o))

Clarity beats complexity
— Clear value propositions win.

Efficiency funds innovation
— Margins enable growth.

Health and sustainability are a non-negotiable
— Ensure you embed early.

Partnerships outperform transactions
— This is true especially with retailers.

Agility is the long-term channel
— Always think long term and the future.

Try to shorten innovation cycles
— Manage the cycles in stages.

Empower cross-functional decision making
— Empowerment can be a super power.

Test, learn, scale
— Rather than over-engineering launches.

Build leadership teams that are comfortable with uncertainty
— Learn from events.
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7 - 2026 Outlook

The future of the UK food and drink sector is being rewritten by a convergence of
global challenges and local innovations. Sustainability, technology, health-
conscious consumption, and policy reform are no longer peripheral concerns they
are central to business survival and long-term growth.

The UK food and drink sector is not just undergoing change it is entering a new
era. One defined by purpose as much as profit, collaboration over competition,
and long-term impact over short-term gains. Businesses that embrace this shift,
that are willing to experiment, invest in sustainable technology, and align with the
values of tomorrow’s consumers will not only survive but thrive.

EFCIS Vision | UK Food & Drink




